BOROUGH OF HONESDALE

AUDIT REPORT

For The Year Ended December 31, 1996




BOROUGH OF HONESDALE
Financial Statements
Table of Contents

Independent Auditor’s Report .......................... . ... ... .

Combined Statement of Assets & Liabilities Arising From Cash
Transaction - A1l Fund TYPeS ..............uoiiuuunnn

Combined Statement of Cash Receipts & Disbursements - all Gov-
ernmental Funds and Fiduciary Fund Types ..,

Combined Statement of Cash Receipts & Disbursements - Budget
& Actual - All Governmental Fund Types ...

Notes to Financial Statements .......................... .. ... .. .. .



BRIAN FOSTER
~CERTIFIED PUBLIC ACCOUNTANT~
HC 62 Box 340
Honesdale, PA 1843!

(717) 253-6799

INDEPENDENT AUDITOR’S REPORT

Borough of Hconesdale
Council
Henesdale, Pennsylvania 18431

I have audited the accompanying financial statements of the Borough of
Honesdale as of and for the vear ended December 31, 1996 as listed in the
foregoing table of contents. The financial statements are the responsibility
of the Borough’s management. My responsibility 1is to express an opinion on
these financial statements based on my audit.

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

As described in Note #1, the Borough’s policy is to prepare its financial
statements on the basis of cash receipts and cash disbursements; censequently,
certain revenues and related assets are recognized when received rather than
when earned, and certain expenses are recognized when paid rather than when an
obligation is incurred. Accordingly, the accompanying financial statements are
not intended to present the financial position and results of operations in
conformity with generally accepted accounting principles.

In my opinion, the financial statements referred to above present fairly
the assets and liabilities arising from cash transactions of the Borough of
Honesdale, Pennsylvania at December 31, 1996 and its cash receipts and
disbursements for the year then ended, on a basis of accounting described in
Note #1, which basis has been applied in a manner consistent with that of the
preceding year.

/%;a—-r?

Brian Foster
Certified Public Accountant

February 24, 1997
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BOROUGH OF HONESDALE
Notes to Financial Statements
For The Year Ended December 31, 1996

Note 1 - Summarv of Significant Accounting Policies

a. Basis of Presentation

The accounts of the borough are organized on the basis of funds
and account groups. 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
as appropriate. Government resources are allocated to and
accounted for in individual funds based upon the purpose for
which they are spent and the means by which spending activities
are controlled. The following fund types are maintained by the
borough:

Governmental Funds

General Fund - The general fund is the general operating fund of
the borough. 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 legally
restricted to expenditures for special purposes. The special
revenue funds maintained by the borough are as follows:

Liguid Fuels Fund - The liquid fuels fund accounts for state
revenues used primarily for building, improving and maintaining
borough roads and bridges.

Downtown Honesdale - This special revenue fund is to account
for the transactions associated with the Downtown Honesdale
Revitalization Program.

DPW Equipment - This fund was established to account for the
purchase of a new truck with the proceeds from a DCA equipment
loan and will be used to account for the payment of the
interest and principal required for the loan.

Sidewalk Proiject - This fund is used to account for the
transactions associated with the Sidewalk Project.

Capital Project Funds - Capital project funds are used to account
for funds used specifically for construction or renovation of
borough facilities. The capital project fund included in this
report is being wused to account for transactions for the
renovations to Borough buildings.

Debt Service Fund - The debt service fund is used to account for
tax and other revenues specifically appropriated for debt service
and also to pay certain debt service requirements.




BOROUGH OF HONESDALE
Notes to Financial Statements
For The Year Ended December 31, 1996

Note 1 - Summary of Significant Accounting Policies (Continued)

Proprietary Fund Tvpes - These are funds that account for the
operations of the borough that are financed and operated in a
manner similar to those often found in the private sector. The

fund included in this category is:

Enterprise Fund - This fund is used to account for the
operations of the sewerage treatment operation.

Fiduciary Fund

Trust and Agency Funds - Trust and agency funds are used to
account for assets held by the borough in a trustee capacity or
as an agency for individual, private organizations, other
governments, and/or other funds. Trust and agency funds
maintained by the borough are as follows:

Police Pension Fund - The police pension fund is a pension
trust fund which accounts for the accumulation of resources to
be used for retirement annuity payments at appropriate amounts
and times in the future. Resources are contributed by the
borough at amounts determined by an annual actuarial study.

Non-Uniformed Emplovees Pension Fund - The non-uniformed
employee pension fund is used to account for the taxes received
for the payments made to the Pennsylvania State Association of
Borough Master Plan and Trust, which is a municipal pension
fund.

Payroll Fund - The payroll fumnd is a non-expendable trust fund
used to disburse employee payroll.

Reverend Doherty Fuel Fund - This fund is used to account for
the transactions related to a trust fund set up for partial
fuel payments for eligible individuals.

Basis of Accounting

Basis of accounting refers to when revenues and expenditures or
expenses are recognized 1in the accounts and reported in the
financial statements. Basis of accounting relates to the timing
of the measurements made, regardless of the measurement focus
applied.

All funds are accounted for using the cash basis of accounting,
whereby revenues are recognized when received and expenditures
are recognized when cash is disbursed. The financial statements
do not give effect to accounts receivable, accounts payable, and
accrued items which would be recognized wunder the modified
accrual basis of accounting.



BOROUGH OF HONESDALE
Notes to Financial Statements {Continued)
For The Year Ended December 31, 1996

Note 1 - Summary of Significant Accounting Policies (Continued)

Note

Note

2

3

C. Budget

The Borough Council adopts a budget each year for the general,
debt service, proprietary and liquid fuels funds.

d. Compensated Absences

Employees of the Borough are entitled to paid vacation and sick
days depending on their length of service. It is not the
Borough’s policy to allow unused vacation days to be carried over
from one vyear to the next and policy does not provide for the
payment for wunused sick days at termination of employment.
Consequently, there is no liability included on the balance sgheet
for compensated absences.

- Reporting Entitwv

Statement No. 14 of the Government Accounting Standards Board,
entitled "The Financial Reporting Entity" establishes the criteria
and standards for defining and reporting on the financial reporting
entity. The requirements of this statement apply to financial
reporting by primary governments and also to the separately issued
financial statements of governmental componient units.

Based on the criteria of Statement No. 14, we have determined that
the Borough of Honesdale is a stand alone primary governmental entity
with no component units.

Cash in Bank

Cash in bank includes the amounts on deposit at the following
institutions as of December 31, 1996. All institutions listed are
insured or collateralized either by FDIC insurance or in accordance

with provisions of Pennsylvania P.L. 281, No. 72 PS-3836-1.

Fund and Bank Title / Account Amount

General Fund

Honesdale National Bank - Checking - General $ 23 548
Honesdale National Bank - Savings - Park and Shop 4 291
Honesdale National Bank - Savings - General 1 114
Honesdale National Bank - Checking - Park & Shop 5 906
Honesdale National Bank - CD - Park & Shop 10 000
Honesdale National Bank - CD - Park & Rec. 10 000
Citizens Naticnal Bank - Checking - Park & Rec. 1 446
Citizens Natiocnal Bank - Checking - OPT 396
Citizens National Bank - Savings - Park & Rec. 13 182



BOROUGH OF HONESDALE

12 -

Notes to Financial Statements (Continued)
For The Year Ended December 31, 199§
Note 3 - Cash in Bank (Continued)
Special Revenue Fund
The Dime Bank - Checking - Liquid Fuels $ 20 111
The Dime Bank - Savings - Liquid Fuels 31 176
Wayne Bank - Checking - Downtown Honesdale 8 224
Honesdale National Bank - Sidewalk Project 30 650
The Dime Bank - Sidewalk Project 13 635
Honesdale National Bank - DPW Equip. Fund 1l 593
Honesdale National Bank - CD - Liquid Fuel 13 437
Honesdale National Bank - CD - Liquid Fuel 13 858
Debt Service Fund
Honesdale National Bank - Sinking Fund $ 14 284
Capital Proijects Fund
The Dime Bank - Checking - Rennovation Acct. $ 6 690
Proprietary Fund
Honesdale National Bank - Checking $ 36 388
Honesdale National Bank - Savings 62 966
Honesdale National Bank - Certificate of Deposit 30 000
Honesdale National Bank - Certificate of Deposit 30 000
Honesdale National Bank - Certificate of Deposit 30 000
Honesdale National Bank - Certificate of Dep. 75 000
The Dime Bank - Certificate of Deposit 40 484
The Dime Bank - Certificate of Deposit 46 728
The Dime Bank - Certificate of Deposit 100 000
Wayne Bank - Certificate of Deposit 50 000
Wayne Bank - Certificate of Deposit 50 000
Honesdale National Bank - Certificate of Deposit 40 000
Fiduciarv Fund - Trust & Acency
Honesdale National Bank - Checking - Payroll S 396
Honesdale National Bank - Money Market - Police Pension 1 151
Honesdale National Bank - CD’s - Police Pension 52 500
Honesdale National Bank - Savings - Pension Fund 9 136
Farmers & Merchants Bank - Savings - Doherty Fund 2 406



Note

Note

4

5

BOROUGH OF HONESDALE
Notes to Financial Statements (continued)
For The Year Ended December 31, 1996

Investments
All investments are stated at cost on the balance sheet.

Fiduciary Fund - Trust & Agencv

Police Pension Fund: COoST MARKET
Common Stocks S 429 943 S 795 631
U.S. Government and Federal Agency 721 057 728 089
Obligations

Total Investments $ 1 151 000 $ 1 523 720

The investments in the police pension fund are managed by the trust
department of the Honesdale National Bank. Investments in common
stocks are not insured or collateralized.

Police Pension Fund

The Borough enacted and is the administrator for a defined benefit
pension plan for all full-time police officers. There are six (6)
active participants as of December 31, 1994, As of December 31, 1994
there are no vested members not receiving benefits and three members
receiving benefits.

All years of service in the Borough are credited for eligibility,
vesting, and pension accruals. All wages, including bonuses and
overtime pay, are used to determine pensions or allocations.

Normal retirement is defined as the first of the month, coincident
with or next, following the attainment of age 50 and the completion
of 20 years of service.

Pension - Fifty percent (50%) of the final three year average
compensation less any other pensions provided by the Borough.

Payment - Commences immediately upon eligibility and continues in
monthly installments for the life of the pensicner and at fifty
percent (50%) for the life of the spouse.

The plan also provides for deferred disability and vesting retirement
and death benefits. There is no provision for early retirement.

Members are eligible for vested retirement the first of the month
coincident with or next following the completion of twelve (12) years
of service.

Pension payments are increased annually based on a cost-of-living
adjustment. Such increases are in accordance with the increases in
the consumer price index, but shall not exceed thirty percent (30%)
and the resulting pension shall not be greater than seventy-five
percent (75%) of the average compensation used for pension purposes.
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BOROUGHE OF HONESDALE
Notes to Financial Statements (continued)
For The Year Ended December 31, 1996

Police Pension Fund (continued)

The actuarial cost method used to determine contributions to the
trust fund is known as the entry age normal accrued liability cost
method. The method assumes that an annual contribution, or normal
cost, is made each year and is determined from the age of plan entry
on the assumption that the plan had always existed and is known as
the entry age normal cost. The accumulation of these costs to the
current date is known as the entry age accrued liability, which was
$1,108,914 as of January 1, 1995.

The annual plan costs are estimated by the Borough’s contracted
actuarial firm. The state contribution, is calculated and issued in
accordance with the Municipal Pension Plan Funding Standard and
Recovery Act, P.L. 1005, (Act 205 of 1984). The difference between
the estimated plan costs and the state contributions is contributed
by the Borough. There are no provisions for employee contributions.
The Borcough and State contributions for the year ended December 31,
1996 were $11,454 and $26,396, respectively.

The pension benefit obligationﬁ which is the actuarial present value
of credited projected benefits, is a standardized disclosure measure
of the present value of pension benefitsg, adjusted for the effects of
projected salary increases and any step-rate benefits, estimated to
be payable in the future as a result of employee services to date.
The present value of benefits at January 1, 1995 was $1,329,937.

Further information regarding the Borough’s police pension fund is
contained in the annual actuarial valuation report, which can be

obtained by contacting the Borough Secretary.

Non-Uniformed Emplovees Pension Plan

The Borough enacted a pension plan for all non-uniformed employees.
Eligible participants includes all employees who have completed a
year of continuous service during the plan year. The plan is part of
the Pennsylvania State Association of Boroughs Master Plan and Trust
and is administered by Mackenhaupt, Mackenhaupt, Camden and Parks,
Inc.

The Borough's contribution is set each year for each eligible
participant and was $750 for the year ended December 31, 1996. Plan
participants are not required or permitted to make contributions to
the plan.

Normal retirement age is defined as the attainment of age 65. The

plan provides for early retirement which is defined as the attainment
of age 62. The plan also provides for disability and death benefits.
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BOROUGH OF HONESDALE
Notes to Financial Statements (Continued)
For The Year Ended December 31, 1996

Non-Uniformed Emplovees Pension Plan (continued)

The following vesting schedule has been adopted:

Completed Years of Service Vested Percentage
0-2 0%

20%

40%

60%

80%

100%

~N Y oW

Taxes

For 1996, real estate taxes were levied at 30 mills for general
purposes, 6 mills for parks and recreation, 3.5 mills for street
lighting, 3 mills for fire protection, 5 mills for debt service, and
.5 mills for pension and retirement. Other taxes included, Per
Capita at $5.00, Real Estate Transfer at 1/2 of 1% of selling price,
and Occupational Privilege at $10.00.

Debt

a. During the fiscal years ended December 31, 1991 and 1992, the
Borough received a total of $1,996,917 from the Commonwealth of
Pennsylvania representing proceeds from a PENNVEST loan. This loan
is with the Pennsylvania Infrastructure Investment Authority and the
proceeds were used as financing for expansion of the sewage treatment
plant.

The loan requires monthly payments of $13,179 and the loan bears
interest at an annual rate of 2.085% for the first five yvears and
4.171% for the remaining nine years and eight months.

During the year ended December 31, 1996, the Borough made interest
payments of $54,468 and principal payments of $117,003. The
principal outstanding as of December 31, 1996 is $1,436,348.

b. On January 26, 1995 the Borough executed a general obligation
note in the amount of $325,000. The proceeds of the note were
used as follows:

Prepayment of note dated 12/98 - $ 141 785
Purchase of adjacent office building - 137 500
Remodeling, legal and closing costs - 45 715

The note requires monthly payments of principal and interest in the
amount of $ 3,437.36 from January 26, 1995 to January 26, 2005.
During the year ended December 31, 1996, the Borough made interest
payments of $14,305 and principal payments of $26,964. The principal
outstanding as of December 31, 1996 is $274,433.
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BOROUGH OF HONESDALE
Notes to Financial Statements (continued)
For The Year Ended December 31, 1996

(continued)

C.

On April 19, 1994, the Borough executed an equipment loan in the
amount of $25,000 through the Commonwealth of Pennsylvania Local
Government Capital Projects Loan Program. The loan bears
interest computed at 2% and requires monthly payments of $1,108.
During the year ended December 31, 1996, the Borough made
interest payments of $391 and principal payments of $4,041. The
principal balance outstanding at December 31, 1996 was $16,997.



