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Independent Auditors’ Report

To the Board of Supervisors
Township of Lower Providence
Eagleville, Pennsylvania

We have audited the accompanying general purpose financial statements of the Township of Lower
Providence, Eagleville, Pennsylvania, as of and for the year ended December 31, 2002, as listed in the
table of contents. These general purpose financial statements are the responsibility of the Township of
Lower Providence, Eagleville, Pennsylvania’s management. Our responsibility is to express an opinion
on these general purpose financial statements based on our audit. We did not audit the financial
statements of the Lower Providence Township Sewer Authority (Proprietary Fund Type Component Unit).
Those financial statements were audited by other auditors whose report has been furnished to us, and
our opinion on the general purpose financial statements, insofar as it relates to the amounts included for
the Lower Providence Township Sewer Authority, is based on the report of the other auditors.

We conducted our audit in accordance with U.S. generally accepted auditing standards. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the
general purpose financial statements are free of material misstatement. An audit includes examining, on
a test basis, evidence supporting the amounts and disclosures in the general purpose financial state-
ments. An audit also includes assessing the accounting principles used and significant estimates made
by management, as well as evaluating the overall general purpose financial statement presentation. We
believe that our audit provides a reasonable basis for our opinion.

In our opinion, based on our audit and the report of other auditors, the general purpose financial
statements referred to above present fairly, in all material respects, the financial position of the Township
of Lower Providence, Eagleville, Pennsylvania, as of December 31, 2002, and the results of its
operations and the cash flows of its Proprietary Fund Type Component Unit for the year then ended in
conformity with U.S. generally accepted accounting principles.

Mally ~Fabere ~ %/“/

February 22, 2003
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TOWNSHIP OF LOWER PROVIDENCE
COMBINED BALANCE SHEET

ALL FUND TYPES, ACCOUNT GROUPS AND
DISCRETELY PRESENTED COMPONENT UNITS
December 31, 2002

Governmental Fund Types

Special Capital Debt
General Revenue Project Service
Fund Funds Funds Funds
ASSETS AND OTHER DEBITS

Cash and cash equivalents $ 2,817,147 $ 592,094 $ 1,031,464 $ 90,528
Investments - - - -
Due from Municipal Authority - 3,542,587 - - 6,060,000
Due from developers, net of $23,429 ‘
allowance 94,564 - - -
Accounts receivable 157,886 10,119 ' 832 3,620
Prepaid expenses 23,094 1,943 - -
Interest receivable - - - -
Property and equipment, net of
accumulated depreciation - - - -
Due from other funds 72,297 1,294 - -
Deferred charges - - - -
Amount to be provided for payment
of capital lease obligations - - - -
Amount to be provided for retirement
of bonds and notes payable - - - -

TOTAL ASSETS AND

OTHER DEBITS $ 6,707,575 $ 605,450 $ 1,032,296 $ 6,154,148

See accompanying notes.
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LIABILITIES AND EQUITY AND OTHER CREDITS

LIABILITIES

Due to other funds

Due to Township

Accounts payable

Accrued expenses

Escrow deposits

Accrued payroll and payroll taxes

Interest payable

Capital lease obligations

Bonds and notes payable

Deferred loss on advanced refunding
TOTAL LIABILITIES

COMMITMENTS AND CONTINGENCIES

EQUITY AND OTHER CREDITS

Contributed capital

Investment in general fixed assets

Accumulated deficit

Fund balances

Unreserved

TOTAL EQUITY AND OTHER
CREDITS

TOTAL LIABILITIES AND
EQUITY AND OTHER
CREDITS

Governmental Fund Types

Special Capital Debt

General Revenue Project Service

Fund Funds Funds Funds
1294. $ - $ - $ 20,000
213,785 177,621 16,693 -
387 - - -
81,191 4,156 - -
296,657 181,777 16,693 20,000
6,410,918 423,673 1,015,603 6,134,148
6,410,918 423,673 1,015,603 6,134,148
6,707,575 $ 605,450 $ 1,032,296 $ 6,154,148




TOWNSHIP OF LOWER PROVIDENCE

COMBINED STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCES

ALL GOVERNMENTAL FUND TYPES

Year Ended December 31, 2002

REVENUES
Taxes
Licenses and permits
Fines and forfeits
Interest and rents
Intergovernmental revenue
Charges for services
Miscellaneous

TOTAL REVENUES

EXPENDITURES
General government
Public safety
Health and sanitation
Highways and streets
Recreation
Miscellaneous
Debt service
TOTAL EXPENDITURES

EXCESS (DEFICIENCY) OF REVENUES OVER
EXPENDITURES

OTHER FINANCING SOURCES (USES)
Proceeds from sale of general fixed assets
Operating transfers in
Operating transfers out

Refund of prior year expenditures, net
TOTAL OTHER FINANCING SOURCES (USES)

EXCESS (DEFICIENCY) OF REVENUES AND
OTHER FINANCING SOURCES OVER
EXPENDITURES AND OTHER USES
FORWARD

General
Fund

4,909,284
196,076
107,668

52,775
481,342
719,377
111,277

6,577,799

895,222
2,658,569
14,536
534,842

1,232,219

5,335,388

1,242,411

3,247
511,897
(564,586)
149,849

100,407

1,342,818



TOWNSHIP OF LOWER PROVIDENCE
COMBINED STATEMENT OF REVENUES, EXPENDITURES AND

CHANGES IN FUND BALANCES
ALL GOVERNMENTAL FUND TYPES
Year Ended December 31, 2002

General
Fund

EXCESS (DEFICIENCY) OF REVENUES AND

OTHER FINANCING SOURCES OVER

EXPENDITURES AND OTHER USES

FORWARDED $ 1,342,818
FUND BALANCES AT BEGINNING OF YEAR 5,068,100

FUND BALANCES AT END OF YEAR $ 6,410,918

See accompanying notes.



TOWNSHIP OF LOWER PROVIDENCE

COMBINED STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCES--BUDGETARY BASIS

BUDGET AND ACTUAL

GENERAL AND SPECIAL REVENUE FUNDS

Year Ended December 31, 2002

Budget
REVENUES
Taxes $ 4,284,000
Licenses and permits 173,400
Fines and forfeits : 80,000
Interest and rents ' _ 81,600
Intergovernmental revenue 447,165
Charges for services 414,500
Miscellaneous 87,315
TOTAL REVENUES 5,567,980
EXPENDITURES
General government 738,989
Public safety 2,656,379
Health and sanitation 16,500
Highways and streets 551,182
Recreation : -
Miscellaneous 1,314,438
TOTAL EXPENDITURES _ 5,277,488
EXCESS (DEFICIENCY) OF REVENUES OVER
EXPENDITURES 290,492
OTHER FINANCING SOURCES (USES)
Proceeds from sale of general fixed assets 5,000
Operating transfers out : (664,586)
Refund of prior year expenditures, net : 139,865
TOTAL OTHER FINANCING SOURCES (USES) (5619,721)

EXCESS (DEFICIENCY) OF REVENUES AND
OTHER FINANCING SOURCES OVER

EXPENDITURES AND OTHER USES

FORWARD $  (229,229)




TOWNSHIP OF LOWER PROVIDENCE

COMBINED STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCES--BUDGETARY BASIS

BUDGET AND ACTUAL

GENERAL AND SPECIAL REVENUE FUNDS

Year Ended December 31, 2002

EXCESS (DEFICIENCY) OF REVENUES AND
OTHER FINANCING SOURCES OVER
EXPENDITURES AND OTHER USES
FORWARDED

FUND BALANCES AT BEGINNING OF YEAR, BUDGETARY
BASIS

FUND BALANCES AT END OF YEAR, BUDGETARY

BASIS

RECONCILIATION TO GAAP BASIS
Accounts receivable and prepaid expenditures

Due from Municipal Authority
Accounts payable, accrued expenditures and deferred revenue

FUND BALANCES AT END OF YEAR, GAAP BASIS

See accompanying notes.

$

Budget

(229,229)




TOWNSHIP OF LOWER PROVIDENCE
COMBINING BALANCE SHEET

DISCRETELY PRESENTED COMPONENT UNITS

December 31, 2002

ASSETS

Cash and cash equivalents

Investments

Accounts receivable

Interest receivable

Property and equipment, net of
accumulated depreciation
Deferred charges

TOTAL ASSETS

LIABILITIES AND RETAINED EARNINGS (DEFICIT)

LIABILITIES

Due to Township

Accounts payable

Accrued expenses

Escrow deposits

Interest payable

Capital lease obligations

Bonds and notes payable

Deferred loss on advanced refunding
TOTAL LIABILITIES

RETAINED EARNINGS (DEFICIT)
Contributed capital
Retained earnings (deficit)
TOTAL RETAINED EARNINGS
(DEFICIT)

TOTAL LIABILITIES AND

RETAINED EARNINGS
(DEFICIT)

See accompanying notes.

$

$

$

Municipal Sewer
Authority Authority Totals
110,522 $ 883,687 $ 994,209
- 17,663,157 17,663,157
- 25,507 25,507
- 62,980 62,980
3,922,572 16,180,977 20,103,549
195,014 737,637 932,651
4,228,108 $ 35,553,945 $ 39,782,053
9,602,587 $ - $ 9,602,587
- 68,726 68,726
- 6,766 6,766
- 177,025 177,025
430,020 158,392 588,412
11,946 - 11,946
- 18,390,000 18,390,000
(384,773) (843,901) (1,228,674)
9,659,780 17,957,008 27,616,788
1,204,644 13,924,169 15,128,813
(6,636,316) 3,672,768 (2,963,548)
(5,431,672) 17,596,937 12,165,265
4,228,108 $ 35,553,945 $ 39,782,053




TOWNSHIP OF LOWER PROVIDENCE

COMBINING STATEMENT OF REVENUES, EXPENDITURES AND

CHANGES IN RETAINED EARNINGS (DEFICIT)
DISCRETELY PRESENTED COMPONENT UNITS

Year Ended December 31, 2002

OPERATING REVENUES
OPERATING EXPENSES
LOSS FROM OPERATIONS

NONOPERATING REVENUES (EXPENSES)

Investment income

Grants

Transfer from Lower Providence Township

Forgiveness of debt

Amortization of bond issue costs

Interest expense
TOTAL NONOPERATING
REVENUES (EXPENSES)

LOSS FROM OPERATIONS
BEFORE TRANSFER

TRANSFER OF DEPRECIATION ON
FIXED ASSETS BY SEWER
CONNECTION FEES THAT REDUCES
CAPITAL CONTRIBUTIONS -

NET LOSS

RETAINED EARNINGS (DEFICIT) AT
BEGINNING OF YEAR

RETAINED EARNINGS

(DEFICIT) AT END OF
YEAR

See accompanying notes.

$

$

Municipal Sewer
Authority Authority Totals
23,836 $ 1,413,552 $ 1,437,388
72,325 1,562,603 1,634,928
(48,489) (149,051) (197,540)
- 543,488 543,488
- 1,576 1,576
88,784 - 88,784
107,181 - 107,181
(44,364) (18,014) (62,378)
(395,740) (1,039,797) (1,435,537)
(244,139) (512,747) (756,886)
(292,628) (661,798) (954,426)
- 249,435 249,435
(292,628) (412,363) (704,991)
(6,343,688) 4,085,131 (2,258,557)
(6,636,316) $ 3,672,768 $ (2,963,548)




TOWNSHIP OF LOWER PROVIDENCE
COMBINED STATEMENT OF CASH FLOWS
DISCRETELY PRESENTED COMPONENT UNITS
Year Ended December 31, 2002

CASH FLOWS FROM OPERATING ACTIVITIES
Loss from operations $ (197,540)
Adjustments to reconcile loss from operations to net
cash provided by operating activities

Depreciation 593,735
(Increase) decrease in
Accounts receivable 8,462
Inventory 4,305
Prepaid expenses (3,795)
Increase (decrease) in
Accounts payable 36,779
Escrow deposits ' 110,178
Deferred revenue ' (4,715)
NET CASH PROVIDED BY OPERATING
ACTIVITIES FORWARD ' 547,409
CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES
Grants 1,676
Proceeds from promissory notes 25,000
NET CASH PROVIDED BY NONCAPITAL
FINANCING ACTIVITIES FORWARD 26,576
CASH FLOWS FROM CAPITAL AND RELATED FINANCING
ACTIVITIES
Principal paid on long-term debt (625,000)
Acquisition and construction of capital assets (5627,641)
Principal paid on capital lease obligations (22,142)
Interest paid on capital lease obligations (1,558)
Interest paid on long-term debt (977,815)
Contributed capital 716,784 .
NET CASH USED BY CAPITAL AND RELATED :
FINANCING ACTIVITIES FORWARD (1,337,372)
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from sale of investments 102,806,182
Purchase of investments (102,381,182)
Interest received on investments 698,969
NET CASH PROVIDED BY INVESTING
ACTIVITIES FORWARD ' _ $ 1,123,969




TOWNSHIP OF LOWER PROVIDENCE
COMBINED STATEMENT OF CASH FLOWS
DISCRETELY PRESENTED COMPONENT UNITS
Year Ended December 31, 2002

CASH FLOWS FROM OPERATING ACTIVITIES
NET CASH PROVIDED BY OPERATING
ACTIVITIES FORWARDED $ 547,409

CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES
NET CASH PROVIDED BY NONCAPITAL

FINANCING ACTIVITIES FORWARDED 26,576
CASH FLOWS FROM CAPITAL AND RELATED FINANCING
ACTIVITIES

NET CASH USED BY CAPITAL AND RELATED

FINANCING ACTIVITIES FORWARDED (1,337,372)

CASH FLOWS FROM INVESTING ACTIVITIES
NET CASH PROVIDED BY INVESTING

ACTIVITIES FORWARDED 1,123,969

NET INCREASE IN CASH 360,582

CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR 846,784
CASH AND CASH EQUIVALENTS AT END OF YEAR

Current 994,209

Held by trustee 213,157

$ 1,207,366

See accompanying notes.
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TOWNSHIP OF LOWER PROVIDENCE

COMBINING BALANCE SHEET
PROPRIETARY FUNDS
December 31, 2002

ASSETS
Cash and cash equivalents
Prepaid expenses

TOTAL ASSETS
LIABILITIES AND ACCUMULATED DEFICIT

LIABILITIES
Accounts payable

ACCUMULATED DEFICIT
TOTAL LIABILITIES AND
ACCUMULATED DEFICIT

See accompanying notes.
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Golf Course
Fund
$ -
1,574
$ 1,574
$ 1,574
$ 1,574

Solid Waste

Fund

20,183

20,183

150,000

(129,817)

20,183

Totals

20,183

1,574

21,757

151,574

(129,817)

21,757



TOWNSHIP OF LOWER PROVIDENCE

COMBINING STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN ACCUMULATED DEFICIT

PROPRIETARY FUNDS

Year Ended December 31, 2002

Golf Course Solid Waste
Fund Fund Totals
OPERATING REVENUES $ 596,261 $ 26,159 $ 622,420
OPERATING EXPENSES 849,795 156,000 1,005,795
LOSS FROM OPERATIONS (253,534) (129,841) (383,375)
NONOPERATING REVENUES
Reimbursements 127,340 - 127,340
Contributions 242 - 242
Interest earnings 952 24 976
TOTAL NONOPERATING
REVENUES 128,534 24 128,558
LOSS FROM OPERATIONS
BEFORE TRANSFERS (125,000) (129,817) (254,817)
OPERATING TRANSFERS IN 125,000 - 125,000
NET LOSS - (129,817) (129,817)
RETAINED EARNINGS AT BEGINNING
OF YEAR - - -
ACCUMULATED DEFICIT
AT END OF YEAR $ - $ (129,817) $ (129,817)

See accompanying notes.

-12 -



TOWNSHIP OF LOWER PROVIDENCE
NOTES TO FINANCIAL STATEMENTS
December 31, 2002

NOTE A REPORTING ENTITY AND SIGNIFICANT ACCOUNTING POLICIES

Reporting Enti

The financial statements of the Township of Lower Providence include the departments
and other organizational units over which the Board of Supervisors exercises oversight
responsibility, including general government, police protection, parks and recreation, public
works and sanitation and its component units. The component units discussed below are
included in the Township’s reporting entity because of the significance of their operational
or financial relationships with the Township.

Individual Component Units

The criteria for including organizations as component units within the Township’s reporting
entity, as set forth in Section 2100 in GASB’s Codification of Governmental Accounting and
Financial Reporting Standards, include whether:

a. The organization is legally separate (can sue and be sued in their own
name).

b. The Township appoints a voting majority of the organization’s board.

c. The Township is able to impose its will on the organization.

d. The organization has the potential to impose a financial benefit/burden on
the Township.

e. There is a fiscal dependency by the organization on the Township.

-13-



TOWNSHIP OF LOWER PROVIDENCE
NOTES TO FINANCIAL STATEMENTS

December 31, 2002

Based on the above criteria, the following are considered component units of the Township
and are reported discretely in the Township’s financial statements: -

The Lower Providence Township Municipal Authority (Municipal Authority) is
a separate legal entity created to maintain and operate the General
Washington Recreation Center for the Township since 1994. Board
members are appointed by the Township Board of Supervisors. The
Township is legally entitled to all Municipal Authority revenues collected but
not otherwise required for the purposes of paying current debt service,
operating expenses, extraordinary maintenance costs or providing for current
capital improvements or planned and approved capital expenditures. The
Municipal Authority may not sell, donate or otherwise dispose of its real
estate and/or facilities without the written approval of the Township. The
Township has agreed to aid and assist the Municipal Authority in the
maintenance and operation of the General Washington facility to the extent
reasonably possible. Also, substantially all of the Municipal Authority’s debt
is payable to the Township.

The Lower Providence Township Sewer Authority (Sewer Authority) is a
separate legal entity created to operate the Township’s sewer system. Board
members are appointed by the Township Board of Supervisors. The Sewer
Authority provides services to citizens, who are charged a sewer connection
fee. These fees represent the owner’s portion of expansion costs of the
Sewer Authority’s sewer lines. These fees are shown as contributed capital.

The above component units issue separately audited financial statements. The Sewer
Authority’s financial statements’ year end is June 30, 2002. Copies of these component
unit reports may be obtained from the Township Finance Director. The Authorities are
presented as Proprietary Fund Types.

In reviewing the criteria for inclusion in the financial statements, the Township also
considered the following:

The tax collector is an elected officer who collects taxes on behalf of the
Township, Montgomery County and the Methacton School District. The
Township regards the tax collector's office as a separate entity and,
therefore, does not account for its activity in the financial statements.

The fire department receives a contribution from the Township. However,
the maijority of revenues generated is through private fund raisers under the
direction of a separate independent board not appointed by the Supervisors.
The departments are organized under a separate charter and, therefore, are
not included in the financial statements.

-14-



TOWNSHIP OF LOWER PROVIDENCE
NOTES TO FINANCIAL STATEMENTS

December 31, 2002

Significant Accounting Policies

Fund Accounting

The accounts of the Township are organized on the basis of funds and account groups,
each of which is considered a separate accounting entity. The operations of each fund are
accounted for with a separate set of self-balancing accounts that comprise its assets,
liabilities, fund equity, revenues and expenditures or expenses, as appropriate. Township
resources are allocated to and accounted for in individual funds based upon the purposes
for which they are to be spent and the means by which spending activities are controiled.
The various funds are grouped in the financial statements into six broad fund categories
and three generic fund types as follows:

Governmental Fund Types

General Fund

The General Fund is the general operating fund of the Township. General tax
revenues and other sources of revenue used to finance the fundamental operations
of the Township are included in this fund. It is used to account for all financial
resources except those required to be accounted for in another fund.

Special Revenue Funds

Special Revenue Funds are used to account for the proceeds of specific revenue
sources that are restricted to expenditures for specified purposes. These funds
account principally for the parks and recreation activity, disposition of state liquid
fuels highway aid funding and contributions to the community library.

Capital Project Funds

Capital Project Funds are used to account for financial resources to be used for the
acquisition of major capital facilities.

Debt Service Funds

Debt Service Funds are used to account for the accumulation of resources for, and
the payment of, general long-term debt principal and interest.

-15-



TOWNSHIP OF LOWER PROVIDENCE
NOTES TO FINANCIAL STATEMENTS

December 31, 2002

Fiduciary Fund Types

Fiduciary Funds include Agency Funds. Agency Funds are purely custodial (assets

equal liabilities) and, thus, do not involve measurement of results of operations.

Agency Funds

Agency Funds account for collection and disbursement of assets held in trust by a
government for an individual, a group of individuals, or another governmental unit.

Account Groups

Account Groups are not funds; they do not reflect available financial resources and
related liabilities, but are accounting records of the general fixed assets and general
long-term obligations. The following is a description of the Account Groups of the
Township:

General Fixed Assets Account Group

The General Fixed Assets Account Group is used to maintain control and
cost information for all fixed assets.

General Long-Term Debt Account Group

The General Long-Term Debt Account Group is used to record the out-
standing long-term obligations of the Township.

-16 -



TOWNSHIP OF LOWER PROVIDENCE
NOTES TO FINANCIAL STATEMENTS
December 31, 2002

Proprietary Fund Types

The focus of Proprietary Fund measurement is upon determination of net income
and cash flows. The U.S. generally accepted accounting principles applicable are
those similar to businesses in the private sector. The following is a description of
the Proprietary Funds of the Township:

Township Funds

Golf Course Fund - To manage the operations of the General Washington
Country Club.

Solid Waste Fund - To manage the solid waste billing and administration.

Component Units

The component units include the Municipal Authority and the Sewer
Authority.

Basis of Preparation

The Township prepares its general purpose financial statements under the modified
accrual basis of accounting for all funds. Under the modified accrual basis of accounting,
revenues are recorded when susceptible to accrual. Revenues considered susceptible to
accrual are those revenues that are both measurable and available as a resource which
can be used to finance governmental operations during the year. Expenditures are
recognized when the liability is incurred.

The Proprietary Fund Type Component Units are presented as an Enterprise Type Fund.
The Enterprise Fund utilizes the accrual basis of accounting, similar to private business
enterprises. Assets, liabilities, revenues and expenses are recorded on the accrual basis
of accounting. Pursuant to GASB Statement 20, the Authorities, in preparing their financial
statements, have elected to apply all applicable GASB pronouncements as well as the
following other pronouncements issued on or before November 30, 1989, unless those
pronouncements conflict with or contradict GASB pronouncements: Statements and
Interpretations of the FASB, Accounting Principles Board (APB) Opinions and Accounting
Research Bulletins (ARBs) of the Committee on Accounting Procedure.

-17 -



TOWNSHIP OF LOWER PROVIDENCE
NOTES TO FINANCIAL STATEMENTS
December 31, 2002

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.

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

Investments are carried at quoted fair value.

Property and Equipment

Property and equipment are recorded as expenditures in the General Fund, Special
Revenue Funds and Capital Project Funds at the time goods are received and a liability is
incurred. These assets are capitalized at cost in the General Fixed Assets Account Group
except for rights of way and certain improvements other than buildings constructed in the
public right of way such as roads, bridges, curbs, gutters, streets and sidewalks, drainage
systems and lighting systems, as these assets are immovable and of value only to the
Township.

Property and equipment purchased by the Proprietary Fund Types are carried at cost.
Additions, improvements and other capital outlays that significantly extend the useful life of
an asse_t are capitalized. Costs for repairs and maintenance are expensed as incurred.

Depreciation on all property and equipment in the Proprietary Fund is provided on the
straight-line basis over the following estimated useful lives:

Years
Sewer system 40
Land improvements 2040
Building and improvements 10-40
Furniture, fixtures and equipment 3-20

Donated property is recorded at its actual construction price.

-18 -



TOWNSHIP OF LOWER PROVIDENCE
NOTES TO FINANCIAL STATEMENTS
December 31, 2002

Memo Only, Total Columns

Total columns on the financial statements are captioned “memo only” to indicate that they
are presented only to facilitate financial analysis. Data in these columns do not present
financial position, results of operations, or changes in financial position in conformity with
U.S. generally accepted accounting principles; nor is such data comparable to a
consolidation. Interfund eliminations have not been made in the aggregation of this data.

Real Estate Tax Calendar

The original tax duplicate is received by the tax collector and mailed March 1. The
discount period extends through April 30, followed by the flat period through June 30 and
ending with the penalty period after July 1. The penalty is 10%. Any unpaid taxes at the
end of the year are required to be liened by January 15 with the county.

Use of Estimates

The preparation of financial statements in conformity with U.S. generally accepted
accounting principles requires management to make estimates and assumptions that affect
certain reported amounts and disclosures. Accordingly, actual results could differ from
those estimates.

Inventories

Inventories are stated at cost, applied on the first-in, first-out method. Included in the
inventory are consumable items used in the operation of the facility, such as pro shop
merchandise, food and beverages.

Interfund Receivables and Payables

Short-term amounts owed between funds are classified as “Due to/from other funds.”

Deferred Charges

Deferred charges (Proprietary Fund Types) consist of bond issue costs, which are
amortized over the life of the bonds. The accumulated amortization was $377,242 as of
December 31, 2002.

-19-



TOWNSHIP OF LOWER PROVIDENCE
NOTES TO FINANCIAL STATEMENTS
December 31, 2002

NOTE B

Budget Policy

The Board of Supervisors annually adopts the budget for the General and Special
Revenue Funds of the Township. The budget is prepared and maintained using the cash
basis of accounting. Budgetary control is legally maintained at the fund level. The
Township’s budget policy provides transfer authority to the Supervisors within and between
categories as long as the total budget of the Township (net of interfund transfers) is not
increased.

All budget amounts presented in the accompanying financial statements and additional
information have been adjusted for legally authorized revisions to the annual budgets
during the year.

CASH AND CASH EQUIVALENTS

At December 31, 2002, total cash and cash equivalents consisted of the following:

Primary Component
Government Units Totals
Checking and savings accounts $ 1,509,870 $ 780,752 $ 2,290,622
PLGIT money market funds 3,328,808 - 3,328,808
U.S. Treasury money market - 213,157 213,157
Petty cash 325 300 625

$ 4,839,003 $ 994,209 $ 5,833,212

Under Act No. 72 of the 1971 Session of the Pennsylvania General Assembly, financial
institutions were granted the authority to secure deposits of public bodies by pledging a
pool of assets, as defined in the act, to cover all public funds deposited in excess of federal
depository insurance limits.

At December 31, 2002, the primary government owned units of the Pennsylvania Local

Government Investment Trust (PLGIT) totaling $3,328,808. This Trust invests in U.S.
Government or federally insured deposits which are titled to and held by the Trust.
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The Township’s cash and cash equivalents consist of deposits with financial institutions
and U.S. Government and agency securities. The following is a schedule of the primary
government’s cash and cash equivalents at December 31, 2002, categorized by risk:

Category Bank Carrying
1 2 3 Balance Amounts
CASH AND CASH
EQUIVALENTS
Checking and
savings accounts $ 100000 $ - §$ 1610003 $ 1,710,003 $ 1,509,870
Petty cash - - - S - 325
$ 100,000 $ - §$ 1,610,003 $ 1,710,003 $ 1,510,195

GASB 3, Paragraph 69, provides that certain types of cash, such as cash in a state
treasurer’s investment pool or mutual funds, cannot be assigned a credit risk category
because the government does not own specific securities. Therefore, the PLGIT cash
included in these financial statements will not be assigned a credit risk category. The bank
balance and carrying amounts of the PLGIT cash at December 31, 2002, was $3,328,808.

The following is a schedule of the component units’ cash and cash equivalents at
December 31, 2002: ’

Category Bank Carrying
1 2 3 Balance Amounts
CASH AND CASH
EQUIVALENTS
Checking and
savings accounts $ 200,000 $ - § 793909 $ 993909 $ 780,752
Petty cash - - - - 300
$ 200,000 $ - $ 793909 $ 993909 $ 781,052
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NOTE C

Category

1 Insured or collateralized with securities held by the Township or by its agent in the
Township’s hame.

2 Collateralized with securities held by the pledging financial institution’s trust
department or agent in the Township’s name.

3 Uncollateralized includes any bank balance that is collateralized with securities held
by the pledging financial institution or by its trust department or agent but not in the
Township’s name.

U.S. Treasury money market funds, with a carrying amount and bank balance of $213,157,
are not assigned a credit risk per GASB 3.

INVESTMENTS

The following is a schedule of the component units’ investments at December 31, 2002,
categorized by risk:

Category
1 2 3 Fair Value

Cértiﬂcates of .

deposit $ - $ - $ 17,450,000 $ 17,450,000
Category

1 Insured or collateralized for which the securities are held by the Township or by its

agent in the Township’s name.
2 -Uninsured and unregistered for which the securities are held by the pledging

financial institution’s trust department or agent in the Township’s name.

3 Uninsured and unregistered for which the securities are held by the pledging
financial institution’s trust department or agent but not in the Township’s name.
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NOTE D

NOTE E

ACCOUNTS RECEIVABLE

Accounts receivable are comprised of the following:

Government
Special
General Revenue
Fund Funds
Real estate, per capita and real
estate transfer taxes $ 54,180 $ 9,865
Intergovernmental 5,269 -
Sewer rental and connection fees - -
Other - 98,437 254
$ 157,886 $ 10,119

The Township and its component units consider accounts receivable to be fully collectible,

and, therefore, no allowance for doubtful accounts is required.

PROPERTY AND EQUIPMENT

Property and equipment are comprised of the following:

Primary
Government
Land and garage building ‘ $ 1,600,622
Construction in progress -
Sewer system -
Buildings and improvements 3,203,155
Vehicles 1,412,397
Equipment and office furniture 1,420,453
7,636,627

Accumulated depreciation -

$ 7,636,627

Component
Units

$ 3,946,640
1,052,583
21,217,150
320,707

590,250
27,127,330
(7,023,781)

$ 20,103,549
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NOTE F

The following is a summary of changes in the General Fixed Assets Account Group:

Balance
January 1,
2002 Additions Deletions
Land $ 1,600,622 $ - % -
Buildings and
improvements 3,105,604 97,551 -
Vehicles 1,323,926 88,471 -
Machinery and
equipment 1,342,228 82,010 (3,785)

$ 7,372,380 $ 268,032 $ (3,785)

INTERGOVERNMENTAL REVENUE

Intergovernmental revenue by source is summarized as follows:

Balance

December 31,

2002

General
Fund
U.S. DEPARTMENT OF JUSTICE
COPS Grant $ 8,905
COMMONWEALTH OF PENNSYLVANIA
Department of Transportation -
Department of Community and Economic
Development 4,489
Police and non-uniformed pension : 232,089
Fire company allocation 146,248
Mobile data 10,000
Recreation grant : 10,372
Recycling 54,149
Alcoholic beverages tax 5,825
Public Utility Realty tax 9,265
Act 339 Grant -
$ 481,342

$ 1,600,622

3,203,155
1,412,397

1,420,453

$ 7,636,627

Special
Revenue
Funds

356,337

$ 356,337

Approximately 9% of all Township receipts represents federal, state and county grants.
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NOTE G

NOTEH

RELATED-PARTY TRANSACTIONS

On November 15, 1995, the Township entered into a note payable through the issuance of
General Obligation Bonds (Note 1) with the Municipal Authority to finance capital
improvements to the General Washington Recreation Center. The Municipal Authority has
signed several promissory notes payable to the Township due to the Municipal Authority’s
inability to meet its share of the annual debt service requirements. No payments on the
promissory notes are due until maturity. The first note is scheduled to mature January
2003. An interest rate of 3.65% per annum is payable at maturity. The balance
outstanding of all the promissory notes at December 31, 2002, is $3,500,587. In addition,
the Municipal Authority owes the Township $17,000 for additional services and a copier
provided from 1995 through 1997. During 2002, the Township lent the Authority $25,000
for the payment of operating expenses.

The Sewer Authority has a month-to-month written lease with the Township for office space
at $300 per month. Annual rent expense is $3,600.

ESCROW DEPOSITS

The Township specifies building and land improvement requirements as a condition to the
issuance of building permits. These escrows represent funds from independent builders
that are returned upon the completion of required improvements to various properties
within the Township. The escrow balance is maintained in the cash accounts of the
Township.

The Sewer Authority enters into agreements with various real estate owners whereby each
owner deposits funds with the Sewer Authority, the proceeds of which are used to pay
engineering, legal and other administrative costs incurred relating to the owner’s request to
be connected to the Sewer Authority’s sewage collection system.
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NOTE |

BONDS AND NOTES PAYABLE

During the year ended December 31, 2002, the following changes occurred in liabilities
reported as bonds and notes payable:

PRIMARY GOVERNMENT

General Obligation Bonds, Series
of 1994, with annual principal and
interest ranging from 4.3% to
5.25%, due through December
2004

General Obligation Bonds, Series
of 1995, with annual principal and
interest ranging from 3.65% to
5.25%, due through May 2022

General Obligation Note, Series of
1997, with principal only due
through December 2006

General Obligation Bonds, Series
of 1998, with principal and interest
ranging from 3.4% to 4.55%, due
through December 2024

TOTAL PRIMARY
GOVERNMENT
FORWARD

Balance Balance
Outstanding Outstanding
January 1, Proceeds December 31,

2002 (Redemptions) 2002
$ 320,000 $ (100,000) $ 220,000
3,680,000 (165,000) 3,515,000
160,921 (32,184) 128,737
4,750,000 (30,000) 4,720,000
$ 8,910,921 § (327,184) § 8,583,737
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Balance Balance
Outstanding Outstanding
January 1, Proceeds December 31,
2002 (Redemptions) 2002
PRIMARY GOVERNMENT
TOTAL PRIMARY
GOVERNMENT
FORWARDED $ 8,910,921 § (327,184) $ 8,583,737
COMPONENT UNITS
Guaranteed Sewer Revenue
Bonds, Series of 1992, with
principal and interest at 6%,
satisfied May 2002 240,000 (240,000) -
Guaranteed Sewer Revenue
Bonds, Series of 1995, with
principal and interest ranging from
4.3% to 5.25% 18,675,000 (285,000) 18,390,000
TOTAL COMPONENT
UNITS 18,915,000 (525,000) 18,390,000

$ 27,825921 § (852,184) $ 26,973,737

On June 1, 1994, the Township issued General Obligation Bonds, Series of 1994, for
$5,235,000. The proceeds from the issuance were used to (1) acquire and improve the
General Washington Recreation Center, (2) reimburse the Township for capital costs
previously incurred, (3) capitalize interest through June 1, 1995, (4) provide initial working
capital and (5) pay the costs related to the issuance of the bonds. During 1998, these
bonds were partially refunded, leaving remaining annual principal and interest payments
due ranging from $95,000 to $115,000 and $6,038 to $290,745, respectively, through
December 2004.

On November 15, 1995, the Township issued General Obligation Bonds, Series of 1995,
for $4,495,000. Principal and interest payments were scheduled to begin on May 1, 1996,
and continue through May 2022, with an annual debt service requirement ranging from
$204,550 to $355,557.
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On June 30, 1997, the Township issued $321,841 of a General Obligation Note, Series of
1997, as part of the Montgomery County Infrastructure Loan Program. The proceeds are
to be used for improvements to public infrastructure. Payments of principal only were
scheduled to begin December 31, 1997, and continue through December 2006, with an
annual amount due of $32,184.

On October 15, 1998, the Township issued General Obligation Bonds, Series of 1998, for
.$4,815,000. The proceeds from the issuance will be used to (1) refund a portion of the
Township’s outstanding General Obligation Bonds, Series of 1994 ($4,315,000) and (2)
pay costs related to the issuance of the bonds. Payments of principal and interest are
scheduled to begin December 1, 1999, and continue through December 2024, with an
annual debt service requirement ranging from $234,655 to $358,012.

On April 15, 1992, the Sewer Authority's Board of Directors authorized the issuance of
Sewer Revenue Bonds in the amount of $11,800,000. During the year ended June 30,
1996, the Sewer Authority authorized the issuance of the Series of 1995 Guaranteed
Sewer Revenue Bonds. A portion of the Series of 1995 was to finance expansion and
improvements of the sewer system. The remaining portion of the proceeds of the 1995
issuance was used to finance the advanced refunding of the outstanding Series of 1992
Sewer Revenue Bonds maturing on or after May 1, 2003. The advanced refunding
resulted in a deferred loss on debt refunding of $1,228,674.

According to governmental generally accepted accounting principles (GGAAP), this
deferred loss is to be amortized over the original remaining life of the refunded debt, which
is May 1, 2022. Amortization is included as a component of interest expense and totaled
$43,277 for the year ended June 30, 2002.

The annual requirements to amortize all debt outstanding as of December 31, 2002,
including interest payments, are as follows:

Year Ending Primary Component
December 31, Government Units Totals

2003 $ 742,690 1,492,585 2,235,275
2004 742,492 1,491,190 2,233,682
2005 736,246 1,488,191 2,224,437
2006 740,823 1,488,265 2,229,088
2007 707,080 1,486,083 2,193,163
2008 and thereafter 9,659,712 22,153,448 31,713,160

$ 13,229,043 $ 29,599,762 $ 42,828,805
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NOTE J

CAPITAL LEASE OBLIGATIONS

Primary Government

The Township has entered into a lease agreement as a lessee for financing the acquisition
of equipment. The lease agreement qualifies as a capital lease for accounting purposes
and, therefore, has been recorded in the General Fixed Assets Account Group. The
following is an analysis of the capital lease for 2002:
General
Fixed
Assets

Equipment $ 11,974

‘Component Unit

The Municipal Authority has entered into four lease agreements as a lessee for financing
the acquisition of a pro shop building and various equipment. The following is an analysis
of the capital leases for 2002:

Building and improvements $ 119,354
Accumulated depreciation (25,363)
$ 93,991

- The following is a schedule of the future minimum lease payments under these capital

leases and the present value of the net minimum lease payments at December 31, 2002:

General
Year Ending Long-Term Component
December 31, Debt Units
2003 $ 2,913 $ 12,223
2004 2,913 -
2005 2913 -
2006 2,913 -
2007 971 -
12,623 12,223
Amount representing interest (1,984) (277)
PRESENT VALUE OF FUTURE
MINIMUM LEASE PAYMENTS $ 10,639 $ 11,946
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NOTE K

NOTE L

DEFEASED DEBT

Township

As of December 31, 2002, the Township has defeased debt outstanding of $4,315,000 on
its General Obligation Bonds, Series of 1994 (Note |). Investments with maturities and
interest payments scheduled to coincide with debt service requirements, held with the
escrow agent at December 31, 2002, have a fair value of $4,435,643.

Sewer Authority

In prior years, the Sewer Authority has defeased various bond issues by creating separate
irrevocable trust funds. New debt has been issued, and the proceeds have been used to
purchase U.S. Government securities that were placed in the trust funds. The investments
and fixed earnings from the investments are sufficient to fully service the defeased debt
until the debt is called or matures. For financial reporting purposes, the debt has been
considered defeased and, therefore, removed as a liability from the Sewer Authority’s
accounts. As of June 30, 2002, the amount of defeased debt outstanding but removed
from the accounts amounted to $10,040,000.

PENSION PLANS - TOWNSHIP

Plan Descriptions

The Township of Lower Providence sponsors a single employer defined benefit police
pension plan for police officers and a single-employer defined benefit non-uniformed
pension plan for municipal employees of the Township. These plans are included in the
Pension Trust Fund of the Township of Lower Providence and are controlled by various
ordinances adopted pursuant to Pennsylvania Act 205.

Police Pension Plan

The Township of Lower Providence sponsors a public employee retirement system (PERS)
to provide pension benefits for police officers of the Township. The pension plan provides
retirement benefits as well as death and disability benefits. All benefits vest after 12 years
of credited service. Employees who retire at or after age 50 with 25 years of credited
service are entitled to an annual retirement benefit, payable monthly for life, in an amount
equal to 50% of their final average salary. Final average salary is the employee’s average
salary over the last three years of credited service.
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The Township is required by statute, principally Pennsylvania Act 205, to contribute the
amounts necessary to finance the plan. Benefit and contribution provisions are established
by Pennsylvania law and may be amended only as allowed by Pennsylvania law. The
annual contribution for 2002 was $159,662.

Non-Uniformed Employees Pension Plan

The Township of Lower Providence sponsors a public employee retirement system (PERS)
to provide pension benefits for non-uniformed employees of the Township.

The pension plan provides retirement as well as death and disability benefits. All benefits
are fully vested at 14 years of credited service. Employees who retire at or after age 60
(with ten years of service) are entitied to an annual retirement benefit, payable monthly for
life, in an amount equal to 50% of average salary reduced by 50% of the social security
benefit. Final average salary is the employee’s average salary, excluding overtime, over
the last five years of credited service. An option for early retirement is available for
employees who reach the age of 55 and have completed 15 years of service.

The Township is required by statute, principally Pennsylvania Act 205, to contribute the
amounts necessary to finance the plan. Benefit and contribution provisions are established
by Pennsylvania law and may be amended only as allowed by Pennsylvania law. The
annual contribution for 2002 was $147,051.

Basis of Accounting

The plans’ financial statements 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 plans 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 plans.

The pension plan’s unallocated insurance contracts are valued at contract value. Contract
value represents contributions made under the contract, plus interest at the contract rate,
less funds used to purchase annuities and pay administrative expenses charged by the
insurance company.

Method Used to Value Investments
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 sale price at current exchange rates.
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Expenses

Investment expenses consist of investment management, custodial fees and other
significant investment-related costs. Administrative expenses consist of consulting,
actuarial, legal and accounting services, along with any other significant plan-related costs.
The above expenses are allowable pension plan expenditures and may be funded with
plan assets.

Deposits and Investments

The Governmental Accounting Standards Board, in Statement No. 3 (GASB 3), requires
certain note disclosures about governmental entities’ deposits with financial institutions,
investments (including repurchase agreements) and reversed repurchased agreements.
The disclosures required by GASB 3 will provide readers with information about credit and
market risks. As of the date of this financial statement, since the investment institution did
not provide the disclosure information required by GASB 3, we are assuming the
information below to be correct:

Carrying
Fair Value Amount
ASSETS AT CONTRACT VALUE : :
Police $ 6,482,718 $ 6,482,718
Non-Uniformed 1,288,217 1,288,217

Contribution Requirements

Act 205

Act 205 of 1984, the Municipal Pension Plan Funding Standard and Recovery Act, initiated
actuarial funding requirements for municipal pension plans. Under Act 205 provisions, a
municipal budget must provide for the full payment of the Minimum Municipal Obligation
(MMO) to each employee pension fund of the municipality. Act 189 of 1990 amended Act
205 and redefined the calculation used to determine the MMO to employee pension funds.
The MMO is now defined as the total financial requirements to the pension fund, less
funding adjustments and estimated member contributions.
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Funding Policy

As a condition of participation, full-time employees are not required to contribute to the
plan. Furthermore, the Township allocates state aid received from the Commonwealth of
Pennsylvania to this plan. 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 $74,624 to the plan for the year 2002.

Financial Reporting

The Township issues a publicly available financial report that includes financial statements
and required supplementary information for the plans. That report may be obtained at the
Township Building, 100 Parklane Drive, Eagleville, PA 19403, Attention: Ms. Julie
Dechnik, Finance Director.

Schedule of Funding Progress

The seven-year historical trend information about the plans is presented herewith as
required supplementary information. It is intended to help users assess the plans’ funding
status on a going-concern basis, assess progress made in accumulating assets to pay
benefits when due and make comparisons with other state and local government
retirement systems.

The actuarial information is required by Act 205 biannually, except for distressed pension
plans, which require annual reporting.

Police Pension Plan

Unfunded Unfunded
Actuarial (Assets in Accrued
Valuation Actuarial Excess of) Annual Liability as a
Date Value of Accrued Percentage Accrued Covered Percentage
January 1, Assets Liability Funded Liability Payroll of Payroll
1989 $ 1,831,030 $ 1,566,031 116.9% $ (264,999) $ 685,833 N/A
1991 2,393,099 1,863,611 128.4 (529,488) 851,660 N/A
1993 2,919,079 2,533,632 115.2 (385,447) 951,873 N/A
1995 3,545,574 3,108,446 114.1 (437,128) 1,086,284 N/A
1997 4,314,708 4,107,390 105.0 (207,318) 1,249,655 N/A
1999 5,035,497 4,817,115 104.5 (218,382) 1,341,036 N/A
2001 5,810,110 5,967,949 97.4 157,839 1,407,193 11.2%
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Non-Uniformed Employees Pension Plan

Unfunded Unfunded
Actuarial (Assets in Accrued
Valuation Actuarial Excess of) Annual Liability as a
Date Value of Accrued - Percentage Accrued Covered Percentage
January 1, Assets Liability Funded Liability Payroll of Payroll
1989 $ 179,534 $ 117,187 1532% $ (62,347) $ 467,019 N/A
1991 245,405 230,099 106.7 (15,306) 576,260 N/A
1993 346,810 - 564,841 61.3 218,031 655,766 33.2%
1995 481,306 599,411 80.3 118,105 726,902 16.2
1997 693,477 - - 758,055 91.5 64,578 838,003 7.7
1999 896,419 1,216,989 73.7 320,570 843,829 38.0
2001 1,118,486 1,375,310 81.3 256,824 1,050,120 245

The comparability of trend information is affected by changes in actuarial assumptions,
benefit provisions, actuarial funding methods, accounting policies and other changes.
Those changes usually affect trends in contribution requirements and in ratios that use the
actuarial accrued liability as a factor.

Analysis of the dollar amount of the actuarial value of assets, actuarial accrued liability and
unfunded (assets in excess of) actuarial accrued liability in isolation can be misleading.
Expressing the actuarial value of assets as a percentage of the actuarial accrued liability
(column 4) provides one indication of the plan’s funding status on a going-concem basis.
Analysis of this percentage, over time, indicates whether the system is becoming financially
stronger or weaker. Generally, the greater this percentage, the stronger the plan.

Trends in unfunded (assets in excess of) actuarial accrued liability and annual covered
payroll are both affected by inflation. Expressing the unfunded (assets in excess of)
actuarial accrued liability as a percentage of annual covered payroll (column 6)
approximately adjusts for the effects of inflation and aids analysis of the plan’s progress
made in accumulating sufficient assets to pay benefits when due. Generally, where there
is an unfunded actuarial accrued liability, the smaller this percentage, the stronger the plan.
However, when assets are in excess of the actuarial accrued liability, the higher the
bracketed percentage, the stronger the plan.
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Schedule of Contributions from Employer and Other Contributing Entities

Police Pension Plan

Year Ended
December 31,

1997
1998
1999
2000
2001
- 2002

Annual
Required
Contribution

Percentage
Contributed

$ 87,741
85,401

113,532

99,343

155,882
159,662

Non-Uniformed Employees Pension Plan

Year Ended
December 31,

1997
1998
1999
2000
2001
2002

Annual
Required
Contribution

100%
100
100
100
100
100

Percentage
Contributed

$ 79,137
82,321

89,895

90,802

145,846
147,051
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Actuarial valuation information as of the latest actuarial valuation date follows:

Police Pension Plan

ContribUtioN rate .......cooeveeeiieeerer e e e e s 10.9%

Actuarial valuation date............ccccoeveiiiiiiiic January 1, 2001
Actuarial cost Method .........eeeeeiiiiiiiiii e Entry age normal cost
Amortization method ..........coocceerviiiecinienennnnn. Feeernnrreeee e e e e enneneean Level closed dollar
Remaining amortization period ...........ccoovveeiciieciiiinneeeeee e 14 years

Asset valuation method............ccoooeiiririrr e, Fair value

Actuarial assumptions
Investment rate of return™ ..........ccccrr i 8%
Projected salary iNCreases” ......c.cccccevviveeiieeieiciiicscceeeen e eeseeenanns 5%

*Includes inflation

Non-Uniformed Employees Pension Plan

ContribUtion rate .........ccooiieeiiirerree e 11.0%

Actuarial valuation date..........ccccceeeiireiiiiniiiiierrer e, January 1, 2001
Actuarial cost Method ...........ue e Entry age normal cost
Amortization Method .........cooovviiiiiiiiiriieee e Level dollar
Remaining amortization period ..........cccceeeeeieieeee e 16 years

Asset valuation method.........ccoovvriiiiieiiireeere e Fair value

Actuarial assumptions
Investment rate of return® ... e 8%
Projected salary inCreases™ ..........cccovvereereeeieeeieciceeeeeeseeeeeeeeeeens 5%

*Includes inflation
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NOTEM

PENSION PLAN - SEWER AUTHORITY

Plan Description

The Sewer Authority pension plan is a single-employer, defined benefit pension plan
controlled by the provisions of Resolution No. 95-4 adopted pursuant to Act 15. The plan
participates in the Pennsylvania Municipal Retirement System (PMRS), which is an agent
multiple-employer public employee retirement system that acts as a common investment
and administrative agent for participating municipal pension plans. PMRS issues a
separate Comprehensive Annual Financial Report (CAFR). A copy of the CAFR can be
obtained by contacting the PMRS accounting office.

Benefit Provisions

The plan provides retirement, disability and death benefits to plan members and their
beneficiaries. Cost-of-living allowances are provided at the discretion of the plan.

Contributions

In accordance with the plan’s governing resolution, members are not required to contribute
to the plan.

Administrative costs, including the investment manager, custodial trustee and actuarial
services, are charged to the plan and funded through investment earnings.

Annual Pension Cost

The Sewer Authority’s annual pension cost of $36,267 was equal to the Sewer Authority’s
required and actual contributions. Act 205 requires that annual contributions be based
upon the plan’s Minimum Municipal Obligation (MMO). The MMO is based upon the plan’s
biennial actuarial valuation using the entry age normal actuarial cost method. The actuarial
assumptions included as part of the January 1, 1997 valuation were (a) 6.5% investment
rate of return (net of expenses) and (b) projected salary increases of 5.20% per year. The
actuarial value of plan assets was determined by fair value as of the valuation date.
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Five-Year Trend Information

Annual :
Year Ended Required Percentage
December 31, Contribution , Contributed
1998 $ 6,224 100%
1999 : 36,299 100
2000 36,733 100
2001 36,817 100
2002 36,267 , 100
Schedule of Funding Progress
Actuarial
Accrued . UAAL as a
Actuarial Actuarial Liability Unfunded Percentage
Valuation Value of (AAL) AAL Funded Covered of Covered
Date Assets Entry Age (UAAL) Ratio Payroll Payroll
January 1, (a) (b) (b)-(2) (a)/(b) () _l(b)-(ay(c)
1997 $ 297163 $ 387,071 § 89,908 76.77% $ 235,587 38.16%
1999 404,606 489,872 85,266 82.59 260,948 32.68
2001 625,487 596,653 (28,834) 104.83 288,430 N/A

NOTE N LONG-TERM SERVICE AGREEMENT

The Sewer Authority has a service agreement with the Montgomery County Sewer
Authority for treatment of sewage collected by the Sewer Authority, whereby the Sewer
Authority pays a fee to the Montgomery County Sewer Authority each calendar quarter.
The original agreement was dated June 1964 and stipulates a fee based on usage until the
year 2006, at which time the fee is subject to change.

~ The Sewer Authority paid $227,983 in fees during the year ended June 30, 2002.
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NOTE O

CONTRIBUTED CAPITAL

Municipal Authority

Montgomery County Open Space Acquisition Grant

During 1994, the Municipal Authority received a capital contribution in the amount of
$1,184,644 from the Township as a subrecipient of the Montgomery County Open Space
Acquisition Grant awarded to the Township. Accordingly, the deed to the General
Washington Recreation Center was recorded as such, that parcel A was purchased, in
part, with funds provided by the Montgomery County Open Space Grant and shall be
maintained as open space in accordance with the Montgomery County Open Space
Program.

Commonwealth of Pennsylvania Legislative Initiative Program Grant

During 1995, the Municipal Authority received a capital contribution in the amount of
$20,000 from the Commonwealith of Pennsylvania Department of Community Affairs. The
grant proceeds were used for making the ice skating rink more comfortable and safer for
recreational use by the general public.

Sewer Authority

Contributed capital consists of sewer connection fees paid by property owners and portions
of the sewer system constructed by developers.

Assets acquired by contributed capital are depreciated over the life of the sewer system.

An amount equal to the depreciation is transferred to retained eamings on the statement of
revenues, expenditures and changes in retained eamings (deficit).
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TOWNSHIP OF LOWER PROVIDENCE
NOTES TO FINANCIAL STATEMENTS
December 31, 2002

NOTE P

COMMITMENTS AND CONTINGENCIES

Guaranteed Sewer Revenue Bonds, Series of 1992

On April 15, 1992, the Township unconditionally pledged its full faith, credit and taxing
power for payment of any and all amounts becoming due under the Lower Providence
Township Sewer Authority’'s Guaranteed Sewer Revenue Bonds, Series of 1992, for
$11,800,000 (Note I).

Guaranteed Sewer Revenue Bonds, Series of 1995

On November 15, 1995, the Township unconditionally pledged its full faith, credit and
taxing power for payment of any and all amounts becoming due under the Lower
Providence Township Sewer Authority’'s Guaranteed Sewer Revenue Bonds, Series of
1995, for $20,360,000 (Note ).

Sick Leave

The Township does not accrue accumulated sick leave, but expenses these costs as paid.
At December 31, 2002, the accumulated unused sick leave approximated $147,052.
Municipal employees earn sick leave at a rate of 5/6 of a day for each month of continuous
service from the date of hire. An employee may accumulate a maximum of 100 sick leave
days. Upon termination, employees shall be paid 20% of the accumulated unused sick
leave at their regular pay rate.

Litigation

The Township is party to litigation involving various Township matters. Based on the
opinion of its legal counsel, the Township officials feel that the outcome of any suits will not
have a material effect on the financial condition of the Township.

A suit has been filed against the Municipal Authority claiming damages in excess of
$50,000. Apparently, there is no insurance coverage for this claim because the incident
occurred prior to the Municipal Authority’s ownership of the General Washington
Recreation Center. As a result of the lack of insurance coverage, it is possible that the
Municipal Authority may incur liability on this claim. However, the Municipal Authority feels
that it has a very strong defense in that it did not own the property at the time of the
accident, which allegedly occurred in 1993.
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NOTE Q

RISK MANAGEMENT

The Township is exposed to various risks of losses related to torts, theft of, damage to and
destruction of assets, errors and omissions, injuries to employees and natural disasters. It
is the policy of the Township to purchase commercial insurance for the risks of loss to
which it is exposed, including workers’ compensation and employee health and accident
insurance. Settled claims resulting from these risks have not exceeded commercial
insurance coverage in any of the past three years.
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MAILLIE, FALCONIERO & COMPANY, LLP

Certified Public Accountants and Business Counselors

PO Box 680
Oaks, PA 19456-0680
610-935-1420

FAX NO.: 610-935-1632

www.maillie.com

Independent Auditors’ Report on Additional Information

To the Board of Supervisors
Township of Lower Providence
Eagleville, Pennsylvania

Our report on our audit of the general purpose financial statements of the Township of Lower Providence,
Eagleville, Pennsylvania, for 2002 appears on page 1. That audit was conducted for the purpose of
forming an opinion on the general purpose financial statements taken as a whole. The additional
information is presented for purposes of additional analysis and is not a required part of the general
purpose financial statements. Such information has been subjected to the auditing procedures applied in
the audit of the general purpose financial statements, and, in our opinion, is fairly stated in all material
respects in relation to the general purpose financial statements taken as a whole.

M %v %, £47°

February 22, 2003
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TOWNSHIP OF LOWER PROVIDENCE

SCHEDULE OF SELECTED REVENUES AND EXPENSES--BUDGETARY BASIS

BUDGET AND ACTUAL
GENERAL FUND
Year Ended December 31, 2002

Actual

Favorable

(Unfavorable)

Variance

815,752
18,344
13,222

58,737
6,895
558,973
3,387,171
38,105
649

22,752
5,344
(5,778)

2,737
1,895
108,973
487,171

(9,895)
649

4,897,848

613,848

282,986
27,512
141,963
45,032
156,688
225,307
11,835
2,782

(8,377)
(612)
(15,633)
(5,032)
(16,018)
(99,827)
(8,335)
(1,282)

894,105

1,912,224
297,248
181,045
112,046

81,441
25,955
17,668

(155,116)

(17,317)
(16,248)
(71,610)

-~ 32,971
(2,441)
(2,755)
106,152

Budget
TAXES
Real estate taxes
Current $ 793,000
Delinquent 13,000
Interim 19,000
Per capita tax
Current 56,000
Delinquent 5,000
Real estate transfer tax 450,000
Earned income taxes 2,900,000
Occupational privilege taxes 48,000
Other -
$ 4,284,000
GENERAL GOVERNMENT
Salaries and wages $ 274,609
Commissions on tax collections 26,900
Contracted services 126,330
Engineering 40,000
General expenses 140,670
Legal and accounting 125,480
Repairs and maintenance 3,500
Capital outlay 1,500
$ 738,989
PUBLIC SAFETY
Salaries and wages $ 1,894,907
Contributions 281,000
Contracted services 109,435
General expenses 145,017
Hydrant rental 79,000
Repairs and maintenance 23,200
Capital outlay 123,820
$ 2,656,379
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TOWNSHIP OF LOWER PROVIDENCE

SCHEDULE OF SELECTED REVENUES AND EXPENSES--BUDGETARY BASIS
BUDGET AND ACTUAL

GENERAL FUND

Year Ended December 31, 2002

Favorable
(Unfavorable)
Budget Actual Variance
HEALTH AND SANITATION
Contributions 6,000 5,000 1,000
Contracted services 3,500 - 3,500
Supplies 7,000 9,536 (2,536)
16,500 14,536 1,964
HIGHWAYS AND STREETS ~
Salaries and wages 446,482 420,657 25,825
Contracted services 2,500 (2,498) 4,998
General expenses 26,200 22,659 3,541
Fuel 13,500 12,524 976
Materials 23,500 27,729 (4,229)
Repairs and maintenance 39,000 23,567 15,433
Capital outlay - 6,893 (6,893)
551,182 511,531 39,651
MISCELLANEOUS ,
Pension expense 313,638 311,207 2,431
Workers' compensation 61,820 82,457 (20,637)
Unemployment compensation 15,750 17,617 (1,867)
Health and life insurance 470,410 495,109 (24,699)
Payroll taxes 223,700 198,435 25,265
Property insurance 48,300 47,327 973
Other 180,820 53,484 127,336
1,314,438 1,205,636 108,802

-44 -






