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TOWNSHIP OF FALLS

NOTES TO THE BASIC FINANCIAL STATEMENTS
DECEMBER 31, 2014

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. Financial Reporting Entity

The Township of Falls, County of Bucks, Commonwealth of Pennsylvania, was founded in
1692. The Township is a second-class township and is governed by an elected board of five
supervisors and a board-appointed Township Manager. Falls Township covers approximately
26.5 square miles in Lower Bucks County and has a population of 34,865 per the 2000 U.S.
Census,

The Township of Falls provides a full range of municipal services. These services include
police protection; fire protection; park and recreation activities; highway maintenance and
reconstruction operations; refuse; and general administrative services.

The Township has followed the guidelines of the Governmental Accounting Standards
Board’s Statement No. 61 and has determined that no entities should be consolidated into its
basic financial statements as component units. Therefore, the reporting entity consists of the
primary government financial statements only.

The financial statements of the Township have been prepared in conformity with accounting
principles generally accepted in the United States of America (“U.S. GAAP”) as applied to
governmental units, The Governmental Accounting Standards Board (“GASB”) is the
accepted standard-setting body for establishing governmental accounting and financial
reporting principles. The more significant of the government’s accounting policies are
described below.

B. Government-wide and Fund Financial Statements

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

The statement of activities demonstrates the degree to which the direct expenses of a given
function are offset by program revenues. Direct expenses are those that are clearly identifiable
with a specific function. 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 and 2) grants and contributions that are restricted to meeting the operational or
capital requirements of a particular function. Taxes and other items not properly included
among program revenues are reported instead as general revenues.

Separate financial statements are provided for governmental funds, proprietary funds, and
fiduciary funds. The fiduciary funds are excluded from the government-wide financial
statements. These statements present each major fund as a separate column on the fund
ﬁnlancial statements, and all non-major funds are aggregated and presented in a single
column.
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1.

TOWNSHIP OF FALLS

NOTES TO THE BASIC FINANCIAL STATEMENTS
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, continued

C. Measurement focus, basis of accounting, and financial statement presentation

The government-wide statements are prepared using the economic resources measurement
focus and the accrual basis of accounting, as are the proprietary fund and fiduciary fund
financial statements. The agency fund has no measurement focus but utilizes the accrual basis
of accounting for reporting its assets and liabilities. All assets and liabilities are included on
the statement of net position. 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
;ecognized as revenue as soon as all eligibility requirements imposed by the provider have
een met.

Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are recognized as
soon as they are both measurable and available. Revenues are considered to be available when
they are collectible within the current period or soon enough thereafter to pay liabilities of the
current period. For this purpose, the Township considers revenues to be available if they are
collected within sixty days of the end of the current fiscal period. Expenditures generally are
recorded when the related fund liability is incurred, as under accrual accounting. However,
debt service expenditures, as well as expenditures related to compensated absences and claims
and judgments, are recorded only when payment is due.

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. Only the portion of special assessments receivable due within the current
fiscal period 1s considered to be susceptible to accrual as revenue of the current period. All
other revenue items are considered to be measurable and available only when cash is received
by the Township.

The accounts of the Township are organized and operated on the basis of funds.

The Township reports the following major governmental funds:
The General Fund is the government’s primary operating fund. It accounts for all
financial resources of the general government, except those required to be accounted for
in another fund.
The Capital Reserve Fund accounts for financial resources to be used for the acquisition
or construction of major capital facilities and capital assets, other than those financed by
proprietary and fiduciary funds.

The Township reports the following major proprietary fund:

The Pinewood Pool Fund accounts for operations of a recreational pool.
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1.

TOWNSHIP OF FALLS
NOTES TO THE BASIC FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, continued

C. Measurement focus, basis of accounting, and financial statement presentation,
continued

Additionally, the Township reports the following Fiduciary funds:

The Police Pension Trust Fund accounts for the accumulation of resources for pension
benefit payments to qualified uniformed police officers.

The Non-uniformed Pension Trust Fund accounts for the accumulation of resources for
pension benefit payments to qualified employees of the Township other than uniformed
officers.

The Township Escrow and Subdivision Fund is used to account for assets held by the
Township in an agent capacity for developers as required by developer agreements.

As a general rule, the effect of interfund activity has been eliminated from the government-
wide financial statements. An exception to this general rule is payments-in-lieu of taxes.
Elimination of these charges would distort the direct costs and program revenues reported for
the various functions concerned.

Amounts reported as program revenues include 1) charges to customers or applicants for
goods, services or privileges provided, 2) operating grants and contributions, and 3) capital
grants and contributions, including special assessments. Internally dedicated resources are
reported as general revenues, rather than as program revenues. Likewise, general revenues
include all taxes and investment earnings.

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 Pinewood pool fund are charges to customers for pool
memberships. 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.

When both restricted and unrestricted resources are available for use, it is the Township’s
policy to use restricted resources first, then unrestricted resources as they are needed.

D. GASB Pronouncements not yet effective

Governmental Accounting Standards Board (GASB) issued Statement No. 68 Accounting
and Financial Reporting for Pensions — an amendment of GASB Statement NO. 27, The
township is required to adopt GASB Statement No. 68 for the calendar year 2015. The
Township has not yet completed the analysis required to estimate the financial statement
impact of this new pronouncement.
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1.

TOWNSHIP OF FALLS

NOTES TO THE BASIC FINANCIAL STATEMENTS
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, continued

E. Assets, Liabilities, and Net Position or Equity

1. Deposits and Investments

The Township’s cash and cash equivalents are considered to be cash on hand, demand
deposits, and short-term investments with original maturities of three months or less from the
date of acquisition.

Investments for the Township are reported at fair market value. The State Treasurer’s
Investment Pool operates in accordance with state laws and regulations. The reported value of
the pool is the same as the fair market value of the pool shares.

2. Receivables and Payables

Activity between funds that are representative of lending/borrowing arrangements outstanding
at the end of the fiscal year are referred to as either “due to/from other funds” (current portion)
or “advances to/from other funds” (non-current portion). All other outstanding balances
between funds are reported as “due to/from other funds”. Any residual balances outstanding
between governmental activities and business-type activities are reported in the government-
wide financial statements as “internal balances”.

Real estate taxes are levied on March 1 and payable under the following terms: 2% discount
March 1 through May 1; face amount May 2 through July 1; and a 10% penalty after July 1.
Taxes unpaid are liened in January of the subsequent year.

3. Prepaid Items

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/expenses when consumed rather than when
purchased.

4. Capital Assets

Capital assets, which include land, buildings and systems, improvements, machinery and
equipment, and infrastructure (roads, bridges, sidewalks and similar items), are reported in the
governmental or business-type activities columns in the government-wide financial
statements.

The Township defines capital assets as assets with an estimated useful life in excess of two
years and an initial, individual cost greater than $5,000. Such assets are valued at historical
cost or estimated historical cost if purchased or constructed. Donated capital assets are
recorded at the estimated fair value at the date of donation. Infrastructure includes retroactive
reporting of assets prior to June 30, 1980.

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

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

Interest incurred during the construction phase of capital assets of business-type activities is
included as part of the capitalized value of the assets constructed.
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1.

TOWNSHIP OF FALLS

NOTES TO THE BASIC FINANCIAL STATEMENTS
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, continued

E. Assets, Liabilities, and Net Position or Equity, continued

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

Years
Buildings 50
Building improvements 20
Public domain infrastructure 50
System infrastructure 30
Vehicles 5
Office equipment 5
Computer equipment 5

5. Compensated Absences

It is the Township’s policy to permit employees to accumulate earned but unused vacation
and sick pay benefits. All vacation pay is accrued when incurred in the government-wide,
proprietary, and fiduciary fund financial statements. A liability for these amounts is reported
in governmental funds only if they have matured, for example, as a result of employee
resignations and retirements.

6. Long-Term Obligations

In the government-wide financial statements, and proprietary fund types in the fund financial
statements, long-term debt and other long-term obligations are reported as liabilities in the
applicable governmental activities, business type activities, or proprietary fund type statement
of net position. The Township does not have any bonds payable outstanding. In the fund
financial statements, Governmental Funds recognize issuance of long term debt during the
current period. The face amount of debt issued is reported as other financing sources and
payment of principal and interest reported as expenditures.

7. Other Post Employment Benefits (“OPEB”) Other than Pensions

The Township provides other post employment benefits to police officers as part of their
collective bargaining agreement. The actuarial liability amortized over 30 years is reported in
the government-wide financial statements.

8. Comparative data

Comparative total data for the prior year have been presented only for individual enterprise
funds in the fund financial statements in order to provide an understanding of the changes in
the financial position and operations of these funds.

9. Net Position

Net position is considered restricted if the use is constrained to a particular purpose. The

government-wide statement of net position reports $693,937 of restricted net position, $3,509
is restricted by enabling legislation.
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1.

TOWNSHIP OF FALLS

NOTES TO THE BASIC FINANCIAL STATEMENTS
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, continued
E. Assets, Liabilities, and Net Position or Equity, continued
10. Fund Equity

The Township reports fund balance in accordance with GASB Statement No. 54. GASB
Statement No. 54 establishes standards for fund balance classifications that comprise a
hierarchy based primarily on the extent to which a government is bound to observe
constraints imposed upon the use of the resources reported in governmental funds.
Additionally, the definitions of the general fund, special revenue fund type, debt service fund
type and permanent fund type are clarified by the provisions in this Statement. Interpretations
of certain items within the definition of the special revenue fund type have been provided
and, for some governments, those interpretations may affect the activities they choose to
report in those funds. The capital projects fund type definition also was clarified for better
alignment with the needs of preparers and users. Definitions of other governmental fund
types have also been modified for clarity and consistency.

In the fund financial statements, governmental funds report aggregate amounts for five
classifications of fund balances based on the constraints imposed on the use of these
resources. The nonspendable fund balance classification includes amounts that cannot be
spent because they are either (a) not in spendable form — prepaid items or inventories; or (b)
legally or contractually required to be maintained intact.

The spendable portion of the fund balance comprises the remaining four classifications:
restricted, committed, assigned, and unassigned.

Restricted fund balance. This classification reflects the constraints imposed on resources
either (a) externally by creditors, grantors, contributors, or laws or regulations of other
governments; or (b) imposed by law through constitutional provisions or enabling
legislation.

Committed fund balance. These amounts can only be used for specific purposes pursuant
to constraints imposed by formal action (resolution) of the Board of Supervisors — the
government’s highest level of decision making authority. Those committed amounts
cannot be used for any other purpose unless the Board of Supervisors removes the
specified use by taking the same type of action imposing the commitment.

Assigned fund balance. This classification reflects amounts constrained by the township’s
“intent” to be used for specific purposes, but are neither restricted nor committed. The
Board of Supervisors or the finance director, who has been given the authority by a
resolution of the Board of Supervisors have the authority to assign amounts to be used for
specific purposes. Assigned fund balances include all remaining amounts (except
negative balances) that are reported in governmental funds, other than the General Fund,
that are not classified as nonspendable and are neither restricted nor committed.

Unassigned fund balance. This fund balance is the residual classification for the General
Fund. It is also used to report negative fund balances in other governmental funds.

Use of fund balance. The restricted fund balance shall be reduced to the extent that the

underlying reason for the restriction has been eliminated. Then committed, assigned and
unassigned in that order as needed.
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TOWNSHIP OF FALLS

NOTES TO THE BASIC FINANCIAL STATEMENTS
2. STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY
A. Budgetary Information

Annual budgets are adopted on a basis consistent with generally accepted accounting
principles for all governmental funds, except the recycling fund. All appropriations lapse at
fiscal year end. All agencies of the government submit requests for appropriations to the
township manager and a final budget must be prepared and adopted no later than December
31

The appropriated budget is prepared by fund, function, and department. The Township’s
department heads may make transfers of appropriations within a department. Transfers of
appropriations between departments require the approval of the Board of Supervisors. The
legal level of budgetary control (the level at which expenditures may not legally exceed
appropriations) is the department level. There were no budgetary transfers during the year.

Encumbrance accounting is employed in governmental funds. All encumbrances are
liquidated at year end.

B. Excess of Expenditures over Appropriations

For the year end December 31, 2014, expenditures exceeded appropriations in the following
funds. These over-expenditures were funded by interfund transfers and available fund
balances.

Fund Excess
Fire Hydrant Fund $ 10,157
Rescue Squad Fund 1,484
Crime Prevention Fund 17.319

C. Deficit Fund Balance

At December 31, 2014, the nonmajor special revenue funds have deficit fund balances as
follows: Fire Hydrant - $12,157, Fire Protection - $11,703, Library $420, Parks & Recreation
- $18,404, and Crime Prevention - $13,901. These deficits will be eliminated through a
combination of increased revenues, decreased expenditures, and interfund transfers.

3. DETAILED NOTES ON ALL FUNDS
A. Deposits and Investments

Under Act No. 72 enacted by the general assembly of the Commonwealth of Pennsylvania,
the funds deposited with the depository are permitted to be secured on a pooled basis with all
other public funds which the banking institution has on deposit in excess of the Federal
Depository Insurance limit. These may be bonds of the United States, any State of the United
States, or bonds of any political subdivision of Pennsylvania, or the general state authority or
other authorities created by the General Assembly of the Commonwealth of Pennsylvania or
insured with the Federal Depository Insurance Corporation. The uninsured deposits, (as
defined by Statement No. 40 of the Government Accounting Standards Board) of the
Township in the amount of $7,112,697 were collateralized by this pool of assets maintained
by the Township’s depository institutions.
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TOWNSHIP OF FALLS

NOTES TO THE BASIC FINANCIAL STATEMENTS
3. DETAILED NOTES ON ALL FUNDS, continued

A. Deposits and Investments, continued

Custodial Credit Risk — Deposits. Custodial credit risk is the risk that in the event of a bank
failure, the Township’s deposits may not be returned to it. The Township does not have a
deposit policy for custodial credit risk. As of December 31, 2014, $7,112,697 of the
Township’s bank balance of $8,098,049 was exposed to custodial credit risk as follows:

Collateral held by pledging bank’s trust
department not in the Township’s name $7,112,697

State statutes authorize the Township to invest in obligations of the U.S. Treasury,
commercial paper, corporate bonds, repurchase agreements and the State Treasurer’s
Investment Pool.

As of December 31, 2014, the Township had the following investments:
Government-Wide Investments (not including Fiduciary):

Investment Fair Value
PA Local Government Investment Trust $ 9,326,050
PA Treasury Invest Community Pool 36,513
First National Bank Money Market 5,222,500
SEI Government Fund 1,514,420
Federal Home Loan Mortgage Corp 7,824,197
Federal Home Loan Bank 2,800,246
Federal National Mortgage Association 7.578.206

$ 34,302,132

Fiduciary Investments:

Investment Fair Value
Mutual Funds 3 22,480,427
Certificate of Deposit 494.000
PA Local Government Investment Trust 2,946,417

5 25,920,844

Custodial Credit Risk — Investments. Custodial credit risk is the risk that, in the event of the
failure of the counterparty, the Township will not be able to recover the value of its
investments or collateral security that are in the possession of an outside party. The Township
has no investments subject to custodial credit risk.
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TOWNSHIP OF FALLS

NOTES TO THE BASIC FINANCIAL STATEMENTS
3. DETAILED NOTES ON ALL FUNDS, continued

A. Deposits and Investments, continued

Credit Risk. Credit risk is the risk that an issuer or counterparty to an investment will not
fulfill its obligations. The Township has no investment policy that would limit its investment
choices to certain credit ratings. As of December 31, 2014, the Township’s investments were
rated as:

Investment Standard & Poor's
PA Local Government Investment Trust AA+/A-1+
PA Treasury Invest Community Pool AAA
Federal Home Loan Mortgage Corp Unavailable
Federal Home Loan Bank Unavailable
Federal National Mortgage Association Unavailable
Bond Mutual Funds B,BB.A

Concentration of Credit Risk. A concentration of investments in any one single user of debt
securities presents a greater risk for loss in the event the issuer fails on its obligations. The
Township does not have a formal policy regarding concentration of credit risk. More than
five percent of the Government-wide investments are invested in the following single issuers:

Percent of'total
‘ Government Wide
Investment Fair Value Investments
Federal Home Loan Mortgage Corp $ 7,824,197 23%
Federal National Mortgage Association 7,578,206 22%

Interest Rate Risk. Interest Rate risk is the risk that changes in interest rates will adversely
affect an investment’s value. The Township does not have a formal policy regarding interest
rate risk. As of December 31, 2014, the Township’s investments had the following weighted
average maturities:

Weighted Average
Investment Fair Value Maturity (Years)
Federal Home Loan Mortgage Corp $ 7,824,197 2.09
Federal Home Loan Bank 2,800,246 2.14
Federal National Mortgage Association 7,578,206 23
Bond Mutual Funds 1,273,190 1-5
Bond Mutual Funds 7,352,174 6-10

These mortgage pass-through investments are highly sensitive to changes in interest rate
changes because of prepayment options.
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TOWNSHIP OF FALLS

NOTES TO THE BASIC FINANCIAL STATEMENTS
. DETAILED NOTES ON ALL FUNDS, continued

A. Deposits and Investments, continued

A portion of the Township’s investments are in the Pennsylvania Local Government
Investment Trust (PLGIT) and the Pennsylvania Treasury Investment Community Pool,
which both act like money market mutual funds in that the objective is to maintain a stable
net asset value of $1 per share. These investments are not subject to interest rate risk.

B. Receivables
Receivables as of year end for the government’s individual major funds, fiduciary funds and

non-major funds in the aggregate, including the applicable allowance for uncollectible
accounts, are as follows:

Capital Nonmajor Fiduciary
General Reserve Funds Funds Total

Receivables:

Taxes s 31,317 § - ¥ 53,738 % - 3 85,055

Accounts 2,456,808 1 - 1,704 2,458,513
Gross receivables 2,488,125 1 53,738 1,704 2,543,568
Less: allowance for

uncollectibles (162,079) - - - (162,079)
Total net receivables $ 2326046 3 | 3 53,738 % 1,704 § 2,381,489

C. Unearned/Unavailable Revenue

Governmental funds report unearned or unavailable revenue in connection with receivables
for revenues that are not considered to be available to liquidate liabilities of the current
period. Governmental funds also defer revenue recognition in connection with resources that
have been received, but not yet earned. Unearned revenue is considered a liability, while
unavailable revenue is reported as a deferred inflow of resources. At the end of the current
fiscal year, the components of unearned/unavailable revenue reported in governmental funds
were as follows:

Unavailable  Unearned

Delinquent property taxes receivable - general fund $ 28373 §
Delinguent property taxes receivable - special revenue funds 48,147

Accounts receivable, not available 1,077

Accounts receivable, unearned 165,595
Total Governmental unearned/unavailable revenue $ 77,597 § 365,595
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TOWNSHIP OF FALLS

NOTES TO THE BASIC FINANCIAL STATEMENTS

3. DETAILED NOTES ON ALL FUNDS, continued

D. Capital Assets

Capital asset activity for the year ended December 31, 2014 is as follows:

Governmental Activities:
Capital assets not being depreciated
Land
Construction in progress
Total capital assets not being depreciated

Capital Assets being depreciated
Buildings
Improvements other than buildings
Machinery, equipment, and vehicles
Infrastructure
Total capital assets being depreciated

Less accumulated depreciation for:
Buildings
Improvements other than buildings
Machinery, equipment, and vehicles
Infrastructure
Total accumulated depreciation

Total capital assets being depreciated, net

Govemmental activities capital assets, net

Business-type Activities:
Capital assets not being depreciated
Land

Capital Assets being depreciated
Machinery and equipment

Less accumulated depreciation for:
Machinery and equipment

Business-type activities capital assets, net

Beginning Ending
Balance Increases Decreases Balance
) 16,460,026 3 3 16,460,926
24,263 173,664 197,927
16,485,189 173,664 - 16,658,833
5,830,863 - 5,830,865
14,707,075 146,635 14,833,710
7.925282 489,559 80,849 8,324,992
103,975,828 4,520,812 108,496,640
132,439,050 5,157,006 89,849 137,506,207
2,724,392 219,306 2,043,698
11,946,723 731,695 12,678,418
5,879,441 535,360 89,849 6,324,952
33,127,721 2,724,008 35,851,729
53,678,277 4210369 89,849 57,798,797
78,760,773 046,637 - 79,707,410
§ 95245962 § 1,120301 % - 96,366,263
Beginning Ending
Balance Increases Decreases Balance
8 162,700 § 3 162,700
19,730 19,730
7,802 1,973 0,865
3 174,538 § (1,973) § - 172,565




TOWNSHIP OF FALLS

NOTES TO THE BASIC FINANCIAL STATEMENTS
3. DETAILED NOTES ON ALL FUNDS, continued

D. Capital Assets, continued

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

Governmental Activities:
General government $ 173,949
Public safety 317,644
Public works 2,917,724
Culture and recreation 801,052
Total depreciation expense - governmental activities $ 4,210,369

E. Interfund Receivables, Payables, and Transfers

The following is a summary of interfund receivables and payables at December 31, 2014:

Receivable Payable
General Fund $ 174,200 $ 4,085
Pool Fund - 155,512
Nonmajor Funds 4,085 18,688
b 178,285 5 178,285

These balances resulted from the time lag between the dates that 1) interfund goods and
services are provided or reimbursable expenditures occur, 2) transactions are recorded in the
accounting system, and 3) payments between funds are made.

Interfund transfers for the year ended December 31, 2014, consisted of the following:

Transfers to Transfers from

Other Funds Other Funds
General Fund $ 587,000 h 1,000
Pool Fund 30,000
Nonmajor Funds 1,000 557,000

$ 588,000 $ 588,000

Transfers are used to 1) move revenues from the fund that statute or budget requires to collect
them to the fund that statute or budget requires to expend them, 2) use unrestricted revenues
[ collected in the general fund to finance various programs accounted for in other funds in
| accordance with budgetary authorizations.



TOWNSHIP OF FALLS

NOTES TO THE BASIC FINANCIAL STATEMENTS
3. DETAILED NOTES ON ALL FUNDS, continued
F. Long-term Debt

Changes in Long-term Liabilities

Long-term liability activity for the year ended December 31, 2014 was as follows:

Beginning Ending Due within
Balance Additions Reductions Balance One year

Governmental Activities
Other Post-employment benefits & 1,864,881 3§ 825691 § 335764 § 2334808 % 3
Compensated Absences 1,492,445 179,926 192,787 1,479,584 608,593

Total Governmental Activities $ 3357326 § 1,005,617 % 528551 § 3834392 § 608,595

The general fund has been used to liquidate the liability for the compensated absences and other post-employment benelits
of the governmental activities.

4. OTHER INFORMATION
A. Risk Management

The Township is exposed to various risks of loss related to third party liability claims,
damage to and loss of Township-owned property, errors and omissions by public officials,
and injuries to employees. As a method of financing the risk, the Township purchases
commercial insurance. The Township participates in the Delaware Valley Worker’s
Compensation Trust. The amount of settlement did not exceed insurance coverage for the past
three years. There have been no significant reductions in insurance coverage during the year
ended December 31, 2014.

B. Contingent Liabilities

Amounts received or receivable from grant agencies are subject to audit and adjustment by
grantor agencies, principally the federal government. Any disallowed claims, including
amounts already collected, may constitute a liability of the applicable funds. The amount, if
any, of expenditures that may be disallowed by the grantor cannot be determined at this time,
although the Township expects such amounts, if any, to be immaterial. The Township is a
defendant in several lawsuits arising in the normal course of business. Although the outcome
of these lawsuits is not presently determinable, in the opinion of Township Management, the
resolution of these matters will not have a material adverse effect on the financial condition of
the Township.

C. Financial Guarantee

The Township has entered into a Guarantee Agreement dated September 1, 2011, as
authorized pursuant to the Debt Act, to guarantee the full and prompt payment of the
Township of Falls Authority’s Guaranteed Water & Sewer Revenue Bonds series 2011. The
Township of Falls Authority was created pursuant to an ordinance enacted by the Board of
Supervisors of the township and the Township appoints the members of the Authority Board.
The guarantee extends through December 31, 2014, and the current amount outstanding is
$33,666,959 principal and interest. The Township of Falls Authority agrees in the Guarantee
Agreement to reimburse the Township for any payments made.
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TOWNSHIP OF FALLS

NOTES TO THE BASIC FINANCIAL STATEMENTS
4, OTHER INFORMATION, continued

D. Other Post-employment Benefits

Plan Description: The Township provides postemployment healthcare benefits, as per the
requirements of local ordinances, for certain retired police officers. The Township pays
$2,400 to $16,800 per year of the premiums of healthcare coverage for police officers who
retire with 25 years of full-time service or become disabled. The Township calculates its
actuarial valuation once every three years, as required. Separate financial statements are not
issued for the plan.

Funding Policy: The Township has not advance-funded or established a funding
methodology for the annual Other Postemployment Benefit (OPEB) costs or the net OPEB
obligation. For the 2014 year, 31 eligible retirees received postemployment health care
benefits. The Township provided age-adjusted contributions of $335,764 toward the annual
OPEB cost. Required contributions are based on projected age-adjusted pay-as-you-go
financing.

The following table shows the Township’s annual OPEB cost for the year, the amount
actually contributed to the plan, and changes in the Township’s net OPEB obligation:

Description

Normal cost (service cost for one year) $ 166,760
Interest on Normal Cost 33,593
Amortization of Unfinded Actuarial Accrued Liability 673,055
Annual Required Contribution (ARC) 873,408
Interest on net OPEB Obligation 74,595
Adjustment to Annual Required Contribution (122,312)
Annual OPEB Cost (expense) 825,691
Contributions toward the OPEB Cost (335,764)
Increase in Net OPEB Obligation 489,927
Net OPEB Obligation, Beginning of Year 1,864,881
Net OPEB Obligation, End of Year $ 2,354,808

Annual OPEB Cost and Net OPEB Obligation: The Township’s annual OPEB cost, the
percentage of annual OPEB cost contributed to the plan, and the net OPEB obligation for the
last three years, was as follows:

Percentage of

Annual OPEB Annual OPEB Net OPEB
Fiscal Year Cost Cost Contributed Obligation
12/31/2012 $ 730,379 38% 1,455,945
12/31/2013 746,173 45% 1,864,881
12/31/2014 825,691 41% 2,354,808
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TOWNSHIP OF FALLS

NOTES TO THE BASIC FINANCIAL STATEMENTS
4. OTHER INFORMATION, continued

D. Other Post-employment Benefits. continued

Funded Status and Funding Progress: As of January 1, 2014, the most recent actuarial
valuation date, the actuarial accrued liability for benefits was $10,672,524, and the actuarial
value of assets was $0, resulting in an unfunded actuarial accrued liability of $10,672,524.
The covered payroll (annual payroll of active participating employees) was $4,746,007 for the
2014 year, and the ratio of the unfunded actuarial accrued liability to the covered payroll was
224.9 percent.

Actuarial Methods and Assumptions: Actuarial valuvations of an ongoing plan involve
estimates of the value of reported amounts and assumptions about the probability of
occurrence of events far into the future, Examples include assumptions about future
employment and termination, mortality, and the healthcare cost trends. Amounts determined
regarding the funded status of the plan and the annual required contributions of the employer
are subject to continual revision as actual results are compared with past expectations and
new estimates are made about the future. Projections of benefits for financial reporting
purposes are based on the substantive plan provisions, as understood by the employer and
participating members, and include the type of benefits provided at the time of each valuation
and the historical pattern of sharing of benefit costs between the employer and participating
members. The actuarial methods and assumptions used include techniques that are designed
to reduce the effects of short-term volatility in actuarial accrued liabilities and the actuarial
value of assets, consistent with the long-term perspective of the calculations.

The schedule of funding progress, presented as required supplementary information following
the notes to the financial statements, presents multiyear trend information that shows whether
the actuarial value of plan assets is increasing or decreasing over time relative to the actuarial
accrued liabilities for benefits.

The Township’s OPEB actuarial valuation as of January 1, 2014 used the entry age normal
actuarial cost method to estimate both the unfunded liability as of December 31, 2014 and to
estimate the Township’s annual required contribution. This method was selected because it
produced the best estimate of the OPEB liability and annual cost. Because the OPEB liability
is currently unfunded, the actuarial assumptions include a 4.0 percent rate of return on
invested assets. The actuarial assumptions include an annual health care cost trend rate of 7%
initially for the 2014 year, decreasing by .25% per year to an ultimate level of 5%. There is no
inflation rate increase or projected salary or post-retirement benefit increases. The
amortization method for the unfunded actuarial liability is “level dollar amount”. The
remaining amortization period at December 31, 2014 is 23 years, using level dollar open
amortization.

E. Pension Plans
The Township maintains a single-employer defined benefit pension plan that covers all of the

Township’s full-time sworn police officers and a single-employer defined contribution
pension plan that covers all full-time employees other than police officers.
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Police Pension Plan (the Plan)

Plan Description

The Township administers the police pension plan, a single-employer defined benefit plan
covering the full-time police officers. The Plan is controlled by the provisions of Ordinance
93-5, which amended Chapter 72 of the Falls Township Code and was restated by Ordinance
No. 2001-16, as amended. The Plan is governed by the Board of Township Supervisors, who
has delegated the authority to manage Plan assets to SEI Investments Management
Corporation. The Plan provides vesting, retirement, survivor, and disability benefits to plan
members and their beneficiaries. Employees are eligible for normal retirement at age 50 and
25 years of service, vesting is 100% after the completion of 12 years of vesting service. The
retirement benefit is 50% of average salary during the last 36 months of employment, plus
$100 per month for each year of service in excess of 25 years, up to a maximum of $500 per
month. Survivor benefit is 100% of salary if killed-in-service or 50% of retirement benefit
post-retirement; disability benefit is 50% of average 36 months compensation. Members who
begin retirement benefits on or after January 1, 1992 may be provided a cost of living
adjustment in accordance with Act 600, not to exceed 30% and in no case shall the benefit
exceed 75% of salary. A separate, audited GAAP-basis pension plan report is not issued.

Membership of the Plan consisted of the following at December 31, 2014:

Active Plan members 46
Inactive Plan members currently receiving benefits 57
Inactive Plan members entitled to benefits but not

yet receiving them 0
Total 103

Summary of Significant Accounting Policies

The financial statements of the Plan are prepared using the accrual basis of accounting. Plan
member contributions are recognized in the period in which the contributions are due.
Employer contributions to the Plan are recognized when due, in accordance with Act 205, as
amended by Act 189. Benefits and refunds are recognized when due and payable in
accordance with the terms of the Plan. Investments are reported at fair value. Securities
traded on a national or international exchange are valued at the last reported sales price at
current exchange rates.
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Police Pension Plan (the Plan), continued

Contributions and Funding Policy

As a condition of participation, full-time officers are required to contribute 5% of
compensation to the Plan. This contribution is governed by the Plan’s ordinances and
collective bargaining agreement. The Township’s annual required contribution is equal to its
minimum municipal obligation (MMO) as calculated in accordance with Pennsylvania Law
Act 205 of 1984. State law requires that state aid be used first to fund the Plan, then employee
contributions, and finally general Township funds. In accordance with Act 205, the Township
was required to contribute $1,741,005 (Annual Required Contribution) to the plan for the year
2014. The Township contributed $518,939 of Commonwealth State Aid, and an additional
$1,222,066 to the plan for 2014 as required. The payment from the Commonwealth for State
Aid is recognized as revenue in the General Fund and an expenditure to the Fiduciary Fund.
The schedule of funding progress is presented as required supplementary information (RSI)
following the notes to the financial statements.

Three Year Trend Information

Annual Pension Percentage of Net Pension
Fiscal Year Cost (APC) APC Contributed Obligation
12/31/2012 § 1,318,901 100% b -
12/31/2013 1,470,557 100% -
12/31/2014 1,741,005 100% -

Investments

The Plan’s investment policy in regard to the allocation of invested assets is established and
may be amended by the Township Board of Supervisors and Pension Board. The objective of
the investment strategy is to reduce risk while maximizing returns through the prudent
diversification of the portfolio in order to maintain a fully funded status and meet the benefit
and expense obligations when due. The Plan’s formal Investment Policy Statement which is
revised periodically provides more comprehensive details on investment strategy and
authorized investments. The long-term expected rate of return on the Plan’s investments was
determined using an asset allocation study conducted by the Plan’s investment management
consultant in December 2014 in which best-estimate ranges of expected future real rates of
return were developed for each major asset class. These ranges were combined to produce the
long-term expected rate of return by weighting the expected future real rates of return by the
target asset allocation percentage and by adding expected inflation. Best-estimates or
arithmetic real rates of return for each major class included in the Plan’s target asset allocation
as of December 31, 2014 are listed in the table below:

Long Term Expected

Asset Class Target Real Rate of Return
Domestic Large Cap Stocks 28.4% 8.4%
Domestic Mid/Small Cap Stocks 8.1% 7.9%
International Stocks 19.0% 9.3%
Bonds 44.5% 4.3%
Total Net Blended Retun 6.1%
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Police Pension Plan (the Plan), continued

Investments. continued

For the year ended December 31, 2014, the annual money-weighted rate of return on pension
plan investments, net of pension plan investment expense, was 5.5 percent. The money-
weighted rate of return expresses investment performance, net of investment expense,
adjusted for the changing amounts actually invested.

Net Pension Liability

The components of the net pension liability of the Plan as of December 31, 2014 were as

follows:
Total Pension Liability (TPL) $ 39,030,739
Plan Fiduciary Net Position $ 23,619,955
Net Pension Liability (NPL) $15,410,784
Plan Fiduciary Net Position as a Percentage of
the Total Pension Liability 60.5%

Actuarial Methods and Assumptions

An actuarial valuation of the total pension liability is performed biennially. The total pension
liability was determined as part of an actuarial valuation at January 1, 2013. Update
procedures were used to roll forward to the Plan’s fiscal plan year ending December 31, 2014.
This report was based upon the Plan’s actuarial assumptions, asset valuation method, and cost
method as described below:

Actuarial valuation date December 31, 2014
Actuarial cost method Entry Age
Asset valuation method 5 year smoothing
Amprtization method Level Dollar, Open
Remaining amortization period 10 Years
Actuarial assumptions:
[nvestment rate of return 8%
Projected salary increases 5%
[nflation rate 2.25%
Retirement Age 50

Mortality rates were based on the RP-2000 Mortality Table projected to 2015 using Scale AA.
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Discount Rate

The discount rate used to measure the total pension liability was 8.0%. The projection of cash
flows used to determine the discount rate assumed that contributions from Plan members will
be made at the current contribution rate and that municipal contributions will be made at rates
equal to the difference between actuarially determined contribution rates and the member rate.
Based on those assumptions, the Plan’s fiduciary net position was projected to be available to
make all projected future benefit payments of current Plan members. Therefore, the long-term
expected rate of return on pension plan investments was applied to all periods of projected
benefit payments to determine the total pension liability.

Net Pension Liability Sensitivity

The following is a sensitivity analysis of the net pension liability to changes in the discount
rate. The table below presents the net pension liability calculated using the discount rate of
8.0% as well as what the net pension liability would be if it were calculated using a discount
rate that is 1 percentage point lower (7.0%) or 1 percentage point higher (9.0%) than the
current rate,

Current
1% Decrease  Discount Rate 1% Increase
7.0% 8.0% 9.0%

Net Pension Liability $19,667,732 $15,410,784 §11,815,904

Funding Status and Funding Progress

As of January 1, 2013, the most recent actuarial valuation date, the plan was 61.1% funded.
The actuarial accrued liability for benefits was $36,942,191 and the actuarial value of assets
was $22,564,046, resulting in an unfunded actuarial accrued liability (UAAL) of $14,378,145.
The covered payroll (annual payroll of active employees covered by the plan) was
$4,956,040, and the ratio of the UAAL to the covered payroll was 290.2%. The schedule of
funding progress, presented in the RSI following the notes to the financial statements,
presents multiyear trend information about whether the actuarial value of plan assets are
increasing or decreasing over time relative to the actuarial accrued liability for benefits.

An active member who has met the eligibility requirements for normal retirement may elect to
participate in the DROP for a period of up to 60 months. The monthly pension shall be
calculated as of the date of participation in the DROP. The DROP plan account balance is
distributed to the member in a lump sum at the termination of DROP.

As of December 31, 2014, there were 2 active members participating in the DROP. The
balance of the amounts held by the Plan pursuant to the DROP was $545,024.
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Non Uniform Pension Plan (NUPP)

Plan Description

The Township administers the NUPP, a single-employer defined contribution pension plan in
which all general and public safety employees of the Township are eligible to participate. The
NUPP provides retirement, disability, and death benefits to plan members and their
beneficiaries. The Township has authorized the Board of Supervisors to establish and amend
all plan provisions.

Summary of Significant Accounting Policies

The financial statements of the NUPP are prepared using the accrual basis of accounting. The
Township’s contributions are recognized when due and a formal commitment to provide the
contributions has been made. Benefits and refunds are recognized when due and payable in
accordance with terms of the plan. All plan investments are reported at fair value. Securities
traded on a national exchange are valued at the last reported sales price on the Township’s
balance sheet date. The plan does not issue separate financial statements.

Contributions and Funding Policy
The contribution requirements of the Township are established and may be amended by the
Board of Supervisors. Plan members are not required to contribute. The Township is required

to contribute at a determined rate, which is currently 5% of annual covered payroll. The
township contributed $114,080 for the year ending December 31, 2014.
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