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TOWNSHIP OF FALLS

NOTES TO THE BASIC FINANCIAL STATEMENTS
DECEMBER 31, 2011

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

(236.5 square miles in Lower Bucks County and has a population of 34,865 per the 2000 U.S.
ensus.

Tha? 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. 14 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 (“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 assets 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
fin}anﬁial statements, and all non-major funds are aggregated and presented in a single
column.
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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. All assets and liabilities are included on the statement of net assets.
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 revenue as soon as
all eligibility requirements imposed by the provider have been met.

Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are recognized as
soon as they are both measurable and available. Revenues are considered to be available when
they are collectible within the current period or soon enough thereafter to pay liabilities of the
current period. 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 is 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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TOWNSHIP OF FALLS

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

Private-sector standards of accounting and financial reporting issued prior to December 1,
1989, generally are followed in both government-wide and proprietary fund financial
statements to the extent that those standards do not conflict with or contradict guidance of the
Governmental Accounting Standards Board. Governments also have the option of following
subsequent private-sector guidance for their business-type activities and enterprise funds,
subject to this same limitation. The Township has elected not to follow subsequent private-
sector guidance.

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.
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TOWNSHIP OF FALLS

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

D. Assets, Liabilities, and Net Assets 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.

4. Capital Assefts

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.

47



1.

TOWNSHIP OF FALLS

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

D. Assets, Liabilities, and Net Assets 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 assets. 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 Assets
Net assets are considered restricted if their use is constrained to a particular purpose. The

government-wide statement of net assets reports $1,095,729 of restricted net assets, $335,018
is restricted by enabling legislation.
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TOWNSHIP OF FALLS

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

D. Assets, Liabilities, and Net Assets or Equity, continued

10. Fund Equity

The Township implemented GASB Statement No. 54 for the year ending December 31,
2011. 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
lgoYelmmcms; or (b) imposed by law through constitutional provisions or enabling
egislation.

Committed fund balance. These amounts can only be used for specific purposes pursuant
to constraints imposed by formal action 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 an official or body given the authority by the Board of
Supervisors has 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, township building complex
fund and the development maintenance 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. Any encumbrances outstanding
at year end are reported as reservations of fund balances and do not constitute expenditures or
liabilities because the commitments will be reappropriated and honored during the subsequent
year.

B. Excess of Expenditures over Appropriations

For the year end December 31, 2011, expenditures exceeded appropriations in the following
funds. These over-expenditures were funded by interfund transfers and available fund
balances.

Fund Excess
Street Light Fund $ 43,868
Fire Protection Fund 143,613
Highway Aid Fund 20,094
Park and Recreation Fund 26,243
Rescue Squad Fund 98
Capital Reserve Fund 88.812

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 $7,127,252 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, 2011, $7,127,252 of the
Township’s bank balance of $7,968,819 was exposed to custodial credit risk as follows:

Collateral held by pledging bank’s trust
department not in the Township’s name $7,127,252

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, 2011, the Township had the following investments:

Government-Wide Investments (not including Fiduciary):

Investment Fair Value
PA Local Government Investment Trust $ 20,706,409
PA Treasury Invest Community Pool 36,454
First National Bank Money Market 3,321,232
SEI Government Fund 40,517
US Treasury Notes 262,737
Federal Home Loan Mortgage Corp 6,862,354
Federal Home Loan Bank 3,334,099
Federal National Mortgage Association 12,194,061

$ 46,757,863

Fiduciary Investments:

Investment Fair Value
Mutual Funds b 11,808,694
Certificate of Deposit 5,696,000
PA Local Government Investment Trust 3,279,795

$ 20,784,489

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, 2011, the Township’s investments were
rated as:

Investment Standard & Poor's
PA Local Government Investment Trust AAA
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 BBB

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:

Weighted Average
Investment Fair Value Maturity (Years)
Federal Home Loan Mortgage Corp $ 6,862,354 293
Federal Home Loan Bank 3,334,099 1.28
Federal National Mortgage Association 12,194,061 293
Bond Mutual Funds 4,167,292 6-10

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, 2011, the Township’s investments had the following weighted

average maturities:
Percent of total
Government Wide
Investment Fair Value Investments
Federal Home Loan Mortgage Corp b 6,862,354 15%
Federal Home Loan Bank 3,334,099 7%
Federal National Mortgage Association 12,194,061 26%

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
3. DETAILED NOTES ON ALL FUNDS, continued

A. Deposits and Investments, continued

A vportion 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 b 37275 % § 56,808 % $ 094,173

Accounts 1,692,054 1 25,000 120,832 1,837,887

Interest 12,764 12,764
Gross receivables 1,729,329 1 81,898 133,596 1,944,824
Less: allowance for

uncollectibles (161,883) - - (161,883)
Total net receivables $ 1567446 § 1 § 81898 § 133,596 § 1,782,941

C. Loans Receivable

On December 29, 2006, the Township of Falls (the Township) entered into a note in the
amount of $15,296,081, pursuant to an Asset Purchase Agreement with the Township of Falls
Authority (the Authority) for the sale of the Township’s water and sewer assets. The terms of
the note are: interest calculated at a fixed rate of 3% per annum; principal paid in full on or
before December 31, 2011; no prepayment penalty; interest paid annually on or before June
30™ of each year through 2011. This loan was paid in full during 2011.

The Township and the Authority also entered into a note in the amount of $1,500,000, which
represents a loan from the Township for the Authority’s operational start-up costs. The terms
of the note are: interest calculated at a fixed rate of 3% per annum,; principal paid in full on or
bef]‘wore December 31, 2011; no prepayment penalty; interest paid annually on or before June
30" of each year through 2011. This loan was paid in full during 2011.
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TOWNSHIP OF FALLS

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

D. Deferred Revenue

Governmental funds report deferred 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. At the end of the current fiscal year, the components of deferred revenue
reported in governmental funds were as follows:

Unavailable = Uneamned

Delinquent property taxes receivable - general fund $ 35777 %
Delinquent property taxes receivable - special revenue funds 54,600

Accounts receivable, not available 98,462

Accounts receivable, unearned 204,132
Total Governmental deferred revenue $ 188,839 § 204,132

E. Capital Assets

Capital asset activity for the year ended December 31, 2011 is as follows:

Beginning Ending
Balance Increases Decreases Balance
Governmental Activities:
Capital assets not being depreciated
Land $ 16460926 § $ $ 16,460,926
Capital Assets being depreciated
Buildings 4,157,643 355,762 4,513,405
Improvements other than building 12,423,199 1,380,176 13,803,375
Machinery, equipment, and vehicles 5,965,874 408,722 30,795 6,343,801
Infrastructure 89,390,062 3,835,601 93,225,663
Total capital assets being depreciated 111,936,778 5,980,261 30,795 117,886,244
Less accumulated depreciation for:
Buildings 2,165,163 166,608 2,331,771
Improvements other than building 9,778,932 695,344 10,474,276
Machinery, equipment, and vehicles 4,810,941 399,482 10,265 5,200,158
Infrastructure 25,745,500 2,336.727 28,082,227
Total accurmulated depreciation 42,500,536 3,598,161 10,265 46,088,432
Total capital assets being depreciated, net 69,436,242 2,382,100 20,530 71,797,812
Governmental activities capital assets, net $ 85897168 § 2382100 § 20,530 % 88,258,738
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TOWNSHIP OF FALLS

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

E. Capital Assets, continued

Beginning Ending
Balance Increases Decreases Balance
Business-type Activities:
Capital assets not being depreciated
Land 5 162,700 % 3 B 162,700
Capital Assets being depreciated
Machinery and equipment 19,730 19,730
Less accumulated depreciation for:
Machinery and equipment 1,973 1,973 3,946
Business-type activities capital assets, net § 180457 § (1973) § - % 178,484

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

Governmental Activities:
General government $ 132,667
Public safety 251,197
Public works 2,498,234
Culture and recreation 716,063
Total depreciation expense - governmental activities $ 3,598,161

E. Interfund Receivables, Payables, and Transfers

The following is a summary of interfund receivables and payables at December 31, 2011:

Receivable Payable
General Fund $ 263,652 § 88,949
Capital Reserve 26,500 -
Pool Fund 421 155,432
Nonmajor Funds 17,753 63,945
$ 308,326 5 308,326

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.
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TOWNSHIP OF FALLS

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

F. Interfund Receivables, Payables, and Transfers. continued

Interfund transfers for the year ended December 31, 2011, consisted of the following:

Transfers to Transfers from

Other Funds Other Funds
General Fund b 592,700 $ 21,000
Pool Fund - 150,000
Nonmajor Funds 21,000 442,700

$ 613,700 $ 613,700

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.

G. Long-term Debt
Defeased Debt

In prior years, the Township defeased certain general obligation bonds by placing the
proceeds of the new bonds in irrevocable escrow accounts with a trust agent to provide for all
future debt service payments on the defeased bonds. Accordingly, the trust account assets
and the liability for the defeased bonds are not included in the Township’s financial
statements. The balance of defeased debt is $850,000 at December 31, 2011.

Changes in Long-term Liabilities

Long-term liability activity for the year ended December 31, 2011 was as follows:

Beginning Ending Due within
Balance Additions Reductions Balance One year

Governmental Activities
Other Post-employment benefits  § 625848 % 712968 § 277691 $§ 1,061,125 § -
Compensated Absences 1,030,451 172,263 121,814 1,080,900 374,585

Total Governmental Activities  § 1,656,299 § 883,231 § 399505 § 2142025 § 374,585

The general fund has been used to liquidate the liability for the compensated absences and other post-cmployment benefits
of the governmental activities.
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TOWNSHIP OF FALLS

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

C. Other Post-employment Benefits. continued

Actuarial Methods and Assumptions: Actuarial valuations 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 initial OPEB actuarial valuation as of January 1, 2011 used the entry age
normal actuarial cost method to estimate both the unfunded liability as of December 31, 2011
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 8% initially for the 2011 year, decreasing by .5% 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, 2011 is 26 years, using level dollar open
amortization.

D. Pension Plans

The Township maintains a single-employer pension plan that covers all of the Township’s
full-time sworn police officers and a single-employer pension plan that covers all full-time
employees other than police officers.

Police Pension Plan (PPP)

Plan Description

The Township administers the PPP, 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. The PPP provides vesting, retirement,
survivor, and disability benefits to plan members and their beneficiaries. Cost of living
allowances are provided at the discretion of the municipality. Falls Township issues a
publicly available financial report that includes the applicable financial statements and
required supplementary information. The report may be obtained at the Township’s office.
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TOWNSHIP OF FALLS

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

Membership of the PPP consisted of the following at January 1, 2011, the date of the latest
actuarial valuations:

Active Plan members 44
Retirees and beneficiaries receiving benefits 51
Terminated employees entitled to benefit but not

yet receiving them 0
Total 95

Summary of Significant Accounting Policies

The financial statements of the PPP 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 PPP 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 PPP. Investments are reported at fair value. Short-term
investments are reported at cost, which approximates fair value. Securities traded on a
national or international exchange are valued at the last reported sales price at current
exchange rates.

Contributions and Funding Policy

As a condition of participation, full-time officers are required to contribute 5% of
compensation to the PPP. The Township allocates State Aid received from the
Commonwealth of Pennsylvania to the PPP. To the extent that these fundings are not
adequate, the Township would then be required to contribute. In accordance with Act 205, the
Township was required to contribute $1,313,893 to the plan for the year 2011. The Township
contributed $766,711 of Commonwealth State Aid, and an additional $547,182 to the plan for
2011 as required. The payment from the Commonwealth for State Aid is recognized as
revenue in the General Fund and an expenditure in the Fiduciary Fund. The schedule of
funding progress is presented as required supplementary information (RSI) following the
notes to the financial statements.

Annual Pension Cost

The Township’s annual pension cost (“APC”) for the PPP for the year ended December 31,
2011 is as follows:

Annual Required Contribution (ARC) § 1,313,893
Interest on net pension obligation -
Adjustment to ARC -
Annual pension cost 1,313,893

Contributions made (1,313,893)
Increase in net pension obligation -
Net pension obligation, end of year A -
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Three Year Trend Information

Annual Pension Percentage of Net Pension
Fiscal Year Cost (APC) APC Contributed Obligation
12/31/2009 $ 1,060,137 100% $ -
12/31/2010 1,570,253 100% -
12/31/2011 1,313,893 100% -

Funding Status and Funding Progress

As of January 1, 2011, the most recent actuarial valuation date, the plan was 65.3% funded.
The actuarial accrued liability for benefits was $34,284,190 and the actuarial value of assets
was $22,390,328, resulting in an unfunded actuarial accrued liability (UAAL) of $11,893,862.
The covered payroll (annual payroll of active employees covered by the plan) was
$4,712,541, and the ratio of the UAAL to the covered payroll was 252.4%. 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.

Actuarial Methods and Assumptions

Actuarial valuation date

Actuarial cost method

Asset valuation method

Amortization method

Remaining amortization period

Actuarial assumptions:
Investment rate of return

Projected salary increases

January 1, 2011
Entry Age Normal
5 year smoothing
Level Dollar, Open

20 Years

8%
5%

Inflation rate is included in the Investment rate of return

and projected salary increase rate

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.

61



TOWNSHIP OF FALLS
NOTES TO THE BASIC FINANCIAL STATEMENTS
4. OTHER INFORMATION, continued
D. Pension Plans, continued

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 $96,994 for the year ending December 31, 2011.

E. Prior Period Adjustment

During 2011, the following prior period adjustments were made to the financials:

e [t was determined that some interest had not been properly recorded, which resulted in a
decrease of $70,607 to the governmental funds and the Governmental Activities.

e It was determined that the development maintenance fund does not qualify as a
permanent fund, but should be classified as an agency fund. This resulted in a decrease
of $65,642 to the governmental funds and the Governmental Activities, as well as an
increase to the beginning balance in cash and escrow liabilities in the agency fund.

F. Fund Balance Restatement

During 2011, the Township implemented GASB Statement No. 54, which clarified the

definition of special revenue funds. The Township determined that the host community fee

fund that had previously been reported as a special revenue fund no longer qualifies as a

special revenue fund under the new definition. Therefore, the beginning balance of the general

gund has been restated to include the fund balance of the host community fee fund of
37,350,192.

G. Subsequent Event
In the spring of 2012, it was determined that the South Olds Boulevard culvert is failing and

requires emergency replacement. This unbudgeted project is estimated to cost in excess of
$350,000 and will be completed in 2012.
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