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(717) 541-1860
Chubb and Associates Fux 171 ea7.sa0e

Certified Public Accountants chubb@chubbandassociates.com

Mailing Address: P.O. Box 6597, Harrisburg, PA 17112-0597
Office Location: 5775 Allentown Boulevard, Harrisburg, PA 17112

INDEPENDENT AUDITOR'S REPORT

Board of Supervisors
Fairview Township
New Cumberland, Pennsylvania

We have audited the accompanying financial statements of Fairview
Township of New Cumberland, Pennsylvania as of and for the years ended
December 31, 2003 and 2002, as listed in the foregoing Table of
Contents. These financial statements are the responsibility of the
Township’s management. Our responsibility is to express an opinion on
these financial statements based on our audit.

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 financial
statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made
by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for
our opinion.

The financial statements do not include the General Fixed Assets
Account Group and Sewer Fund fixed assets and related depreciation,
which should be included in order to conform with U.S. generally
accepted accounting principles. The amounts that should be reflected in
the General Fixed Assets Account Group and Sewer Fund fixed assets and
related depreciation are not known.

In our opinion, except for the effect on the financial statements
of the omission of the information described in paragraph three of this
report, the financial statements referred to above present fairly, in
all material respects, the financial position of Fairview Township as of
December 31, 2003 and 2002 and the results of its operations, changes in
fund equity and the cash flows of its proprietary fund types for the
years ended December 31, 2003 and 2002, in conformity with U.S.
generally accepted accounting principles.

Member of American and Pennsylvania Institutes of Certified Public Accountants




INDEPENDENT AUDITOR'S REPORT (CONTINUED)

The schedules of historical pension information on pages 27 and 28
are not a required part of the basic financial statements, but are
supplementary information required by the Governmental Accounting
Standards Board. We have applied certain limited procedures, which
consisted principally of inquiries of management regarding the methods
of measurement and presentation of the supplementary information.
However, we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming an opinion on
the financial statements taken as a whole. The accompanying
supplementary financial information is presented for purposes of
additional analysis and is not a required part of the financial
statements of Fairview Township. Such information has been subjected to
the auditing procedures applied in the audit of the financial statements
and, in our opinion, except for the effect on the financial statements
of the omission of the General Fixed Assets Account Group and Sewer Fund
fixed assets and related depreciation, such information is fairly
presented, in all material respects, in relation to the financial

statements taken as a whole.

CHUBB AND ASSOCIATES
CERTIFIED PUBLIC ACCOUNTANTS

January 30, 2004
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FAIRVIEW TOWNSHIP

COMBINED STATEMENT OF REVENUES,

EXPENSES

AND CHANGES IN FUND EQUITY
ALL PROPRIETARY FUND TYPES

FOR THE YEARS ENDED DECEMBER 31,

OPERATING REVENUES
Collection Fees
Sewer Permits
Intergovernmental Revenue
Miscellaneous

TOTAL OPERATING REVENUES

OPERATING EXPENSES
Personnel
Collection, Disposal and Treatment
Lease Rentals

TOTAL OPERATING EXPENSES

EXCESS (DEFICIENCY) OF OPERATING
REVENUE OVER EXPENSES

NON-OPERATING REVENUES (EXPENSES)
Earnings on Temporary Deposits and Investments
Interest Paid

TOTAL NON-OPERATING REVENUES (EXPENSES)

OTHER FINANCING SOURCES (USES)
Transfers to Authority

TOTAL OTHER FINANCING SOURCES (USES)
EXCESS (DEFICIENCY) OF REVENUES AND OTHER
FINANCING SOURCES OVER EXPENSES AND

OTHER USES
FUND EQUITY, BEGINNING OF YEAR

FUND EQUITY, ENDING OF YEAR

See Notes to Financial Statements.

2003 AND 2002

2003

3,327,349
439,740
45,317

176,340

3,988,746

580,252
1,829,552

1,205,948

3,625,752

362,994

25,142
(7,403)

17,739

(9,350)
(8,350)

371,383
1,462,919

1,834,302

2002

3,320,495
460,470
181,390

165,489

4,127,844

514,937
1,905,822

1,182,892

3,603,651

524,193

34,828
(6,107)

28,721

(13,010)
(13,010)

539,904
923,015

1,462,919
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FAIRVIEW TOWNSHIP

COMBINED STATEMENT OF CASH FLOWS

ALL PROPRIETARY FUND TYPES

FOR THE YEARS ENDED DECEMBER 31, 2003 AND 2002

CASH FLOWS FROM OPERATING ACTIVITIES
Excess (Deficiency) of Operating Revenues
Over Expenses
Adjustments to Reconcile Excess (Deficiency)
of Operating Revenues Over Expenses to Net
Cash Provided by Operating Activities
Payments to Authority and Other Funds
(Increase) Decrease in Assets
Accounts Receivable
Due from Other Funds
Increase (Decrease) in Liabilities
Accounts Payable
Other Liabilities
Due to Other Funds

Total Adjustments
NET CASH PROVIDED BY OPERATING ACTIVITIES

CASH FLOWS FROM NON-CAPITAL FINANCING ACTIVITIES
Payments to Authority and Other Funds

NET CASH USED IN NON-CAPITAL FINANCING ACTIVITIES
CASH FLOWS FROM CAPITAL AND RELATED FINANCING
ACTIVITIES
Principal Paid on Bonds
Interest Paid on Bonds
Proceeds of Long Term Debt

NET CASH USED IN CAPITAL AND RELATED
FINANCING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES
Interest Income

NET CASH PROVIDED BY INVESTING ACTIVITIES

NET INCREASE (DECREASE) IN CASH AND CASH
EQUIVALENTS

CASH AND CASH EQUIVALENTS, BEGINNING

CASH AND CASH EQUIVALENTS, ENDING

See Notes to Financial Statements.

1,205,948

(122,327)
(1,674)

(3,905)

14,158
(74,900)

1,017,300

1,380,294

(1,215,298)

(1,215,298)

1,182,892

11,089
(74,900)

27,493
4,168

74,900
1,225,642

1,749,835

(1,185,902)

(1.195,902)

(65,970) (59,999)
(7,403) (6,107)

136,650

(713,373) 70,544
25,142 34,828

25,142

116,765

1,693,158

1,809,923

34,828

659,305

1,033,853

1,693,158



FAIRVIEW TOWNSHIP
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2003 AND 2002

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Fairview Township is located in York County, Pennsylvania. It is a
Township of the second class established in 1803 and operates under an
elected five member Board of Supervisors. The Township provides services
in many areas to its residents, including building and sewerage
regulation, maintenance of streets and highways, community enrichment
programs and various general government services.

REPORTING ENTITY - The Township defines its reporting entity based upon
the criteria established by Governmental Accounting Standards Board (GASB)
Statement No. 14 “The Financial Reporting Entity”. The Township includes
in its reporting entity organizations for which it is financially
accountable and other organizations for which the nature and significance
of the relationship with the Township is such that exclusion would cause
the reporting entity’s financial statements to be misleading or
incomplete.

The definition of reporting entity is based primarily on the notion of
financial accountability. The Township is financially accountable to an
organization if they appoint a voting majority of an organization’s
governing body and either it is able to impose its will on that
organization or there is a potential for the organization to provide
specific financial benefits to, or to impose specific burdens on, the
Township. The Township would include any organization fiscally dependent
upon it.

The Township Authority, included in these financial statements, has been
determined by the above criteria as being a part of the reporting entity.
The significant factors for including the Authority in the reporting
entity of the Township are: the appointment of Authority board members by
Township supervisors and the Township’s guaranty of outstanding Authority
revenue bonds.

The Fairview Township Authority was created in 1963 and was organized
under the laws governing authorities within the Commonwealth of
Pennsylvania (Municipality Authorities Act of 1945). The Authority has
the power to construct, finance, operate, maintain and lease sewer
systems. The Authority owns the sewer system and leases it to Fairview
Township. Separate financial statements regarding the operations of the
Authority may be obtained by contacting the Township office.

JOINTLY GOVERNED ORGANIZATICN - The Township is a participant with other
municipalities and school districts in the West Shore Tax Bureau. It is
jointly governed by its participating members and is considered to be an
internal service entity established to serve its member governmental
units. The Bureau is a regional collector of local earned income tax and
Occupational Privilege Tax. The Bureau’s operations are separated into
three funds, two for tax receipts and distribution of such receipts and
one for administration of the tax collection operation.

BASIS OF ACCOUNTING - The Township uses the modified accrual basis as
required by U.S. generally accepted accounting principles for governmental
units. The material modifications of the modified accrual method from the
accrual method are as follows:

a. Revenues are recognized in the accounting period in which they become
susceptible to accrual; that is when they become both measurable and
available to finance expenditures of the current period. Licenses,



FAIRVIEW TOWNSHIP
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2003 AND 2002

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

BASIS OF ACCOUNTING (CONTINUED)
permits and fines, rental income and miscellaneous revenues are
recorded as revenues when received in cash because they are generally
not measurable until actually received. Intergovernmental revenues and
investment income are recorded when earned since they are measurable
and available. Real estate, per capita, occupation and earned income
taxes which are uncollected or delinquent are accounted for as
receivables. Current levies of taxes which are not available to
finance current expenditures are recorded as deferred revenues.
Taxpayer-assessed revenues are recognized in the period in which they
became susceptible to accrual, when they became both measurable and
available to finance expenditures of the fiscal period.

b. Prepaid expenses are not recognized as such.
c. Principal and interest on long-term debt are recognized when due.

d. Accumulated unpaid vacation pay, sick pay and other employee
compensated absences amounts are recognized as they are earned. Salary
related payments associated with the payment of compensated absences
are also accrued.

The Township follows Statement No. 20, “Accounting and Financial Reporting
for Proprietary Funds and Other Governmental Entities That Use Proprietary
Fund Accounting” (Statement No. 20) of the Governmental Accounting
Standards Board (GASB) for reporting and disclosure purposes. As
permitted by Statement No. 20, the Township has elected to not apply
Financial Accounting Standards Board (FASB) pronouncements issued after
November 30, 1989 unless the GASB specifically adopts the FASB Statement
or interpretation.

BASIS OF PRESENTATION - The Township accounts for all funds and account
groups existing under its jurisdiction, 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, revenue and expenditures. Township resources
are allocated to and accounted for in the individual funds based on the
purpose for which they are to be spent and the means by which spending
activities are controlled. The various funds are grouped into a fund type
and account group as follows:

GOVERNMENTAL FUND TYPES - Governmental Funds are those through which
most governmental functions of the Township are financed. The
measurement focus is upon determination of changes in financial
resources, rather than upon net income determination. The funds
included in this category are:

GENERAL FUND - The General Fund is used to account for all
financial transactions not accounted for in another fund. Revenues
are primarily derived from local property, per capita, and other
taxes, user fees and other intergovernmental distributions.

SPECIAL REVENUE FUNDS - Special Revenue Funds are used to account

for the proceeds of specific revenues that are restricted to
expenditures for specified purposes.
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FAIRVIEW TOWNSHIP
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2003 AND 2002

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

BASIS OF PRESENTATION (CONTINUED)
HIGHWAY AID FUND - The Highway Aid Fund is used to account for
specific revenues that are restricted to the expenditures for
the improvement and maintenance of the Township’s roads,
bridges, curbs, and gutters.

STREET LIGHT FUND - This fund is used to account for the
assessment of fees, based on front footage of served lots, and
their expenditure to provide street lighting.

FIRE HYDRANT FUND - This fund is used to account for the
collections of a tax imposed on residents served by fire
hydrants and the expenditure for fire hydrant water service.

FIRE SERVICE FUND - The Fire Service Fund is used to account for
the collections of real estate taxes designated for assisting
the volunteer fire company with its capital and operating
expenditures. All expenditures from this fund require Township
approval. On an annual basis, the Township commissions an audit
of the volunteer fire company paid for from this Fund. A copy
of the audit is available at the Township’s office.

EMERGENCY MEDICAL SERVICES (EMS) FUND - The EMS Fund is used to
account for the collections of real estate taxes designated for
assisting the Township’s EMS Service with its capital and
operating expenditures. All expenditures from this fund require
Township approval. On an annual basis, the Township commissions
an audit of the EMS service paid for from this Fund. A copy of
the audit is available at the Township’s office.

CAPITAL PROJECTS FUND - Capital Project Funds account for the
acquisition, improvement, or construction of fixed assets not being
financed by proprietary funds.

CAPITAL PROJECTS FUND - The Capital Projects Fund is used to
account for Cable TV franchise fees. These fees will be used to
fund future capital acquisition and improvement projects.

CAPITAL RESERVE FUND - The Capital Reserve Fund is used to
account for financial resources to be used for the acquisition
or construction of capital facilities.

PROPRIETARY FUND TYPES - Proprietary Fund Types account for operations
that are financed and operated in a manner similar to private business
enterprises.

ENTERPRISE FUNDS - Enterprise Funds are used to account for
operations where the intent is that the costs of providing goods or
services to the general public on a continuing basis be financed or
recovered primarily through user charges.

SEWER FUND - The Sewer Fund is used to account for the financial
transactions associated with the operations and administration
of the Township’s sewer system.

11



FAIRVIEW TOWNSHIP
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2003 AND 2002

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

PROPRIETARY FUND TYPES (CONTINUED)
SEWER RESERVE FUND - The Sewer Reserve Fund is used to account
for funds received for sewer connections in excess of 62
connections per year and the savings on annual debt service of
the sewer revenue bonds versus budgeted figures. The funds will
be used to pay future debt service requirements if there are
insufficient sewer rentals to meet these requirements.

REFUSE FUND -~ The Refuse Fund is used to account for the
financial transactions associated with the collection of refuse
in the Township.

FIDUCIARY FUND TYPES - Fiduciary Funds are used to account for assets
held by the Township as a trustee or agent for other funds or
governmental entities.

TRUST FUNDS - Trust Funds are used to account for assets held by
the Township in a trustee capacity or as an agent for individuals,
private organizations, other governments or other funds.

POLICE AND NON-UNIFORMED PENSION FUNDS - These trust funds are
used to account for the retirement contributions of the Township
and its employees. Pension Trust Funds are accounted for in a
manner similar to Proprietary Funds since capital maintenance is
critical.

COMPONENT UNIT - AUTHORITY - BASIS OF PRESENTATION - The Authority’s
policy is to prepare its component unit financial statements on the
modified accrual basis, as required by U.S. generally accepted accounting
principles.

In accordance with the financial provisions of the trust indentures
securing the sewer revenue bonds, the trust assets of the Authority are
accounted for in various funds established by the indentures. The
purpose of the funds is to segregate the trust assets into restricted-use
accounts for the security of the bondholders. The funds are maintained
by an independent trustee on the cash basis, as required by the
indenture. The accounting records maintained by the trustee do not
differ significantly from the accounting records which would be
maintained if the modified accrual basis of accounting had been utilized,
as required by U.S. generally accepted accounting principles for Debt
Service Funds of a Local Governmental Unit. Because the Authority merely
acts as a conduit for the receipt of rent and the payment of the interest
and principal of the bonds and the related executory expenses and may,
upon provision for the retirement of its debt, convey title to the
facilities to the Township the “direct financing method” of accounting
for long-term capital leases is utilized on the Authority’s balance
sheet. Under this method, the present value of the net minimum lease
payments applicable to the debt service requirements of the sewer revenue
bonds is shown as a receivable and the cost of the facilities financed by
the Authority is considered to be an asset of the Township.

Lease rentals are recorded as income when received and distributed by the
trustee to separate funds for present and future redemption of bonds and
for payment of interest as directed by the terms of the trust indentures.

BUDGETS - Prior to the beginning of each fiscal year, an annual budget is
adopted for the General Fund, Highway Aid Fund, Fire Hydrant Fund, Fire
Service Fund, EMS Service Fund and Street Light Fund. Encumbrances and
appropriations outstanding at December 31 are reported as reservations of
fund balances and do not constitute expenditures, expenses or liabilities
of the present year because the commitments will be honored in the
subsequent year.

12



FAIRVIEW TOWNSHIP
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2003 AND 2002

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

TAX REVENUE - Real estate, per capita, earned income and occupational
privilege taxes are recorded at gross amounts collected with expenses and
commissions paid recorded as an expenditure under tax collection. Real estate
transfer and delinquent real estate taxes are recorded at the net amount
received from the collecting agency after deduction for fees and expenses.

CASH AND CASH EQUIVALENTS - Cash and cash equivalents consist of cash on
hand and short-term, highly liquid investments with an original maturity
of three months or less maintained at a local financial institution.

RECEIVABLES - Accounts receivable and taxes receivable determined as
being uncollectible are accounted for via the direct write-off method.
As of December 31, 2003, the Township believes all accounts receivable
are 100% collectible.

INTERFUND RECEIVABLES AND PAYABLES - Due from other funds and due to
other funds have not been eliminated.

USE OF ESTIMATES - The preparation of financial statements requires
management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported
amounts of revenues and expenditures during the reporting periods.

Actual results could differ from those estimates.

COMPENSATED ABSENCES - Township employees are entitled to certain
compensated absences, sick leave, and vacation time as more fully
described in Note 11.

LONG-TERM DEBT - Long-term liabilities that will be financed from general
revenues of governmental funds are accounted for in the General Long-term
Debt Account Group. Long-term liabilities of all proprietary funds and
fiduciary funds are accounted for in the respective funds.

INVENTORY - A recorded inventory of parts and supplies held by the
various funds is not maintained by the Township.

MEMORANDUM ONLY - TOTALS - Total columns on the financial statements are
captioned “memorandum only” to indicate that they are presented only to
facilitate financial analysis. Interfund eliminations have not been made
in the aggregation of this data.

CASH AND CASH EQUIVALENTS

Cash and cash equivalents, other than $400 cash on hand, consists of cash
deposited in financial institutions. The following is a summary of cash
and cash equivalents which are insured (FDIC), not insured but
collateralized in the Township’s name, and not insured or collateralized
in the Township’s name. Deposits not invested in pooled federal
securities are collateralized in accordance with Act 72, which requires
an institution to pool collateral for all governmental deposits and have
it held by a custodian in the institution’s name. As of December 31,
2003 the institution’s pooled assets cover all governmental deposits.

13



FATRVIEW TOWNSHIP
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2003 AND 2002

CASH AND CASH EQUIVALENTS (CONTINUED)

Carrying Bank
Value Balance
Insured (FDIC) 128,444 128,444
Collateral not held in Township’s name 4,833,803 5,093,257
4,962,247 5,221,701

INVESTMENTS - PENSION

Investments are purchased by the Trustee as part of the Pension Trust
Funds. The investments are stated at fair value as of December 31, 2003
and consist of the following:

Fair
Cost Value
Non-Uniformed Pension
Fixed Income Fund 1,716,039 1,716,039
Bond Funds 314,151 387,406
Stock Funds 547,016 552,625
2,577,206 2,656,070
Police Pension
Bond Funds 1,702,438 2,274,616
Stock Funds 3,151,278 3,365,996
4,853,716 5,640,612
Total Investments - Pension 7,430,922 8,296,682

The Pension Trust investments are uninsured, unregistered and
uncollateralized. The investments are only as secure as the underlying
securities themselves.

CASH, CASH EQUIVALENTS AND INVESTMENTS - AUTHORITY

Cash, cash equivalents and investments held by the trustee are restricted
in accordance with the provisions of the Trust Indentures. The cash in
the Authority Administrative Fund, which is controlled by the Authority
Treasurer and Administrative Secretary, is unrestricted and totals §

at December 31, 2003. It is insured up to $100,000 by FDIC.

Cash equivalents and investments are purchased by the Trustee as part of
the Trust Indentures’ Funds. The investments are classified as to credit
risk by the following three categories.

Category 1 - Insured or registered securities held by the Authority
in the Authority’s name.

Category 2 - Uninsured and unregistered securities held by the trust
department in the Authority’s name.

Category 3 - Uninsured and unregistered securities held by the trust
department, but not in the Authority’s name.

14



FAIRVIEW TOWNSHIP
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2003 AND 2002

4. CASH, CASH EQUIVALENTS AND INVESTMENTS - AUTHORITY (CONTINUED)
Fair
Category Cost Value Series
1 2 3
Restricted Cash Equivalents:
ARK Funds U.S. Government
Cash Management
Corporate Cash II 113 113 113 2001
113 113 113

Restricted Investments:
U. S. Treasury Bond;
9.375%, Due 2/15/06 1,006,000 1,006,000 1,161,930 2001
U. S. Treasury Security:;
Stripped Interest
Payment Due 2/15/06 234,000 234,000 224,607 2001

1,240,000 1,240,000 1,386,537

Investment policies followed during the year did not significantly alter
the categorization of investments.

Unrealized Gain (Loss) on Investments

Restricted Investments

2003
Cost 1,240,000
Fair Value 1,386,537
Unrealized Gain (Loss) on Investments 146,537
2002
Cost 1,240,000
Fair Value 1,445,965
Unrealized Gain (Loss) on Investments 205,965
Total Unrealized Gain (Loss) on Investments (59,428)

The Municipality Authorities Act authorizes the Authority to invest in
the following:

1.
2.
3

U. S. Treasury Bills

Short-term obligations of the U. S. Government and federal agencies;
Insured savings and checking accounts and certificates of deposit in
banks, savings and loan associlations and credit unions

General obligation bonds of the federal government, the Commonwealth
of Pennsylvania or any state agency, or of any Pennsylvania
political subdivision, and

Shares of Mutual Funds whose investments are restricted to the above
categories
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FAIRVIEW TOWNSHIP
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2003 AND 2002

FUTURE LEASE RENTAL RECEIVABLE

On August 1, 2001, the Authority and the Township entered into a lease
agreement of the Sewer System, under which the Township has agreed to
make lease rental payments thereunder to the Trustee as security for the
Series of 2001 Bonds. This lease agreement amended and/or supplemented
an agreement of lease, dated as of December 1, 1988, as amended and/or
supplemented subsequently as of December 1, 1990, 1991, and January 1,
1994, The Township operates the Sewer System and has covenanted to
impose and collect sewer rentals and other charges to provide for the
payment of such lease rentals and to pay the operating costs of the Sewer
System. The Township has pledged the revenues and receipts of the Sewer
System to secure its obligations to make such lease rental payments. As
of December 31, 2003 the present value of the future minimum lease
rentals is $13,850,000.

Minimum rentals under the 2001 Bond Issues, including interest of
$6,819,563, are as follows:

LEASE YEARS RENTAL
ENDING PAYMENT

2004 1,203,348
2005 1,233,572
2006 1,235,818
2007 1,236,177
2008 1,234,245

Thereafter 14,526,403

20,669,563

Under the 2001 Bond indenture, minimum lease rentals will be reduced by
excess trustee funds invested in the 2001 Debt Service Reserve Fund as
determined by the terms of the indenture. During 2003, the Debt Service
Reserve Fund transferred $72,089 to the Township’s Sewer Reserve Fund for
future debt service requirements. The Township has guaranteed the 2001
Bond Issue with its full faith, credit and taxing power.

SEWER REVENUE BONDS PAYABLE - AUTHORITY

On August 15, 2001, the Authority issued Guaranteed Sewer Revenue Bonds,
Series of 2001 for $15,560,000. The bond proceeds, together with other
Authority funds, were used to current refund the 1991 bonds, principal of
$9,205,000, which includes bonds outstanding of $3,875,000 and previously
advanced refunded of $5,330,000, and the 1994 bonds, principal of
$11,615,000. The Authority recognized an economic gain of approximately
$576,329 (differences between the present values of the debt service
payments on the current refunded and new debt). The Guaranteed Sewer
Revenue Bonds, Series of 2001, were issued for the purpose of: (1)
payment of all costs and expenses of retirement of the outstanding 1991
and 1994 Bonds; {(2) the payment of all costs and expenses of issuance of
the Bonds; and, (3) the establishment of necessary reserves and other
funds as provided for in the Indenture.

The 2001 Bonds are secured under the related Trust Indenture by the
assignment and pledge of lease rentals as stated previously in Note 5.
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6.

FATIRVIEW TOWNSHIP
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2003 AND 2002

SEWER REVENUE BONDS PAYABLE - AUTHORITY (CONTINUED)

Scheduled maturities and interest rates of the 2001 Bonds are as follows:

2004 3.50% 565,000 2013 4.70% 745,000
2005 3.70% 615,000 2014 4.80% 785,000
2006 3.85% 640,000 2015 4.90% 820,000
2007 4.05% 665,000 2016 5.00% 860,000
2008 4.15% 690, 000 2017 5.00% 905,000
2009 4,25% 720,000 2018 5.05% 945,000
2010 4.35% 755,000 2019 5.10% 995,000
2011 4.45% 780,000 2020 5.15% 1,055,000
2012 4.60% 715,000 2021 5.15% 595,000
Total Debt Service Requirements are:

YEAR AMOUNT

2004 1,203,348

2005 1,233,572

2006 1,235,818

2007 1,236,177

2008 1,234,245

Thereafter 14,526,403

20,669,563

The Sewer Revenue Bonds, Series of 1965, were advance refunded in
November 1987. Funds were deposited in irrevocable trust escrow accounts
and invested in U. S. Treasury obligations which, together with future
interest thereon, will be sufficient to redeem the bonds and pay all the
related interest.

Pursuant to the defeasance provisions of the Trust Indentures, Series of
1965, the Trustee has released, canceled and discharged the liens of the
Indentures. Accordingly, the assets and liabilities of the trust escrow
accounts are not included in the financial statements of the Authority.

As of December 31, 2003, the following defeased sewer revenue obligations
were outstanding:

1965 55,000

55,000

GENERAL OBLIGATION DEBT

General obligation notes payable/capital lease obligations consist of the
following as of December 31, 2003:

Capital Lease Obligation
During 2000, the Township entered into a copier lease with a five
year term which expires on May 22, 2005. The lease requires
monthly payments of $335, including a 5.10% implicit rate of
interest. The copier is collateral for this obligation. The
copier has an original cost of $17,683. The outstanding balance as
of December 31, 2003 is $6,938.
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FAIRVIEW TOWNSHIP
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2003 AND 2002

7. GENERAL OBLIGATION DEBT (CONTINUED)

General Obligation Note, Series of 1997
On October 15, 1897 the Township issued its General Obligation
Note, Series of 1997 in the principal sum of $982,000 to: (1)
refund the General Obligation Note, Series of 1989; (2) fund the
purchase of sanitary sewage treatment capacity; (3) purchase an
ambulance and other municipal equipment; (4) pay for remediation
and restoration of storage tank removals on the Township's
property; and (5) pay costs, fees and expenses related to this
issue. Of the $982,000 issue, $792,000, was deposited in the
General Fund and recorded as General Long-term Debt as of December
31, 1997. This portion of the note bears interest at 4.90% per
annum and requires 72 monthly payments of principal and interest of
$12,575. This portion of the note matured December 1, 2003. The
remaining portion of the note, $190,000, was deposited and recorded
in the Sewer Fund (a proprietary fund) as a liability. This
portion of the note bears interest at 5.01% per annum and requires
120 monthly payments of principal and interest of $2,017. This
portion of the note matures November 1, 2007. As of December 31,
2003 and 2002, the balance outstanding is $86,646 and $105,919,
respectively.

General Obligation Note, Series of 1999
On February 19, 1999, the Township issued its General Obligation
Note, Series of 1999 in the principal sum of $473,000 to provide
funds to construct a salt storage shed; purchase a street sweeper,
front-end loader and various other municipal vehicles; and to
purchase a fire truck for the benefit of the Township's volunteer
fire company. The Note is comprised of two payment schedules. The
first has a principal sum of $340,000 and an interest rate of 4.27%
per annum. The monthly payments of interest and principal are
$10,944 and commence on April 1, 1999, with final payment on
December 1, 2001. The second note has a principal balance of
$133,000 and bears an interest rate of 4.32% per annum. The
monthly payments of interest and principal are $2,587 and commence
on April 1, 1999, with a final payment on December 1, 2003. As of
December 31, 2003 and 2002, the combined balance outstanding was
zero and $30,569, respectively.

General Obligation Note, Series of 2000

On August 4, 2000, the Township issued its General Obligation Note,
Series of 2000 in the principal sum of $250,702 to provide funds to
purchase a tanker truck for the Fairview Township Volunteer Fire
Department. The Note bears interest at a rate of 5.79% per annum
with thirty payments of principal and interest of $8,996. The Note
matured on February 4, 2003. As of December 31, 2003 and 2002, the
outstanding principal balance was zero and $17,863, respectively.

General Obligation Note, Series of 2002
On January 1, 2002, the Township issued its General Obligation
Note, Series of 2002 in the principal sum of $500,000 to provide
funds to construct a storage building and to purchase highway
equipment, computer equipment, and related office equipment. The
Note bears interest at a rate of 3.29% per annum with thirty-six
payments of principal and interest of $14,988. The Note proceeds
were used to purchase highway equipment for the General Fund, and
various other equipment for the Sewer and Refuse Enterprise Funds.
The loan proceeds, payments, and ending balances have been
allocated among these Funds based upon equipment expenditures. As
of December 31, 2003, the balances were $128,361, $45,448, and
$2,826, or $176,635 total, in the General, Sewer, and Refuse Funds,
respectively.
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FOR THE YEARS ENDED DECEMBER 31,

FAIRVIEW TOWNSHIP

NOTES TO FINANCIAL STATEMENTS

GENERAL OBLIGATION DEBT (CONTINUED)

2003 AND 2002

A summary of changes in general obligation debt is as follows:

BALANCE, BALANCE,
JANUARY 1, DECEMBER 31,
2003 ADDITIONS PAYMENTS 2003
Capital Lease Obligation 11,376 4,438 6,938
G. 0. Note, 1997 (General Fund) 148,942 148,942 0
G. 0. Note, 1997 (Sewer Fund) 105,919 19,273 86,646
G. O. Note, 1999 (General Fund) 30,569 30,569 0
G. O. Note, 2000 (General Fund) 17,863 17,863 0
G. 0. Note, 2002 (General Fund) 252,526 124,165 128,361
G. 0. Note, 2002 (Sewer Fund) 89,411 43,963 45,448
G. 0. Note, 2002 (Refuse Fund) 5,560 2,734 2,826
662,166 391,947 270,219
Scheduled principal maturities are:
CAPITAL G. O. G. O.
LEASE NOTE NOTE
YEAR TOTAL OBLIGATION 1997 2002
2004 267,105 3,824 86,646 176,635
2005 3,114 3,114
270,219 6,938 86,646 176,635
Minimum debt service requirements are:
CAPITAL G. O. G. O.
LEASE NOTE NOTE
YEAR TOTAL OBLIGATION 1997 2002
2004 279,237 4,014 95,370 179,853
2005 3,917 3,917
283,154 7,931 95,370 179,853

PROPERTY TAXES AND ASSESSMENTS

REAL ESTATE AND FIRE HYDRANT TAXES - The Township’s property and fire
hydrant taxes are levied each February 15 on the assessed value as of

January 1 as maintained by the County. Real property taxes are assessed
on all non-exempt real property located in the Township. The fire
hydrant tax is assessed on those residents owning real property in the
Township within 780 feet of a fire hydrant. The millage rates for 2003
were 1.036 mills - real estate and .150 mills - fire hydrant, fire
services and EMS services.

STREET LIGHT ASSESSMENTS - The Township’s street light assessment is
levied each February 15 and is based on the road frontage footage of non-
exempt property served by street lights. The assessment rates for the
year ended December 31, 2003 were $0.125/foot for unimproved and
$0.50/foot for improved road frontage.
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10.

FAIRVIEW TOWNSHIP
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2003 AND 2002

PROPERTY TAXES AND ASSESSMENTS (CONTINUED)

Real estate and fire hydrant taxes and street light assessments attach as
an enforceable lien on property on January 1 and are collected by an
elected tax collector. Taxes paid through April 15 are given a 2%
discount. Taxes paid after June 15 are charged a 10% penalty.

Delinquent real estate taxes are collected by the County. Delinquent
fire hydrant taxes and street light assessments are collected by the
Township or elected tax collector.

SEWAGE TREATMENT AGREEMENT

The Township and the Authority have entered into an agreement with the
Lower Allen Township Municipal Authority for treatment of the Township
sewage originating near the common municipal boundary and transported by
the Authority’s collection system into the Lower Allen Township Municipal

Authority treatment plant.

The original agreement was reached on December 28, 1876. Under the
agreement the municipalities will pay their pro rata shares of operating
and administrative costs of the treatment plant. During 2003 the
Township paid treatment costs to Lower Allen Township of $189,133 and
capital project costs of $88,682. The Township also paid $9,350 to the
Township Authority for operating costs. All payments were made from the
Sewer Fund.

DEFINED BENEFIT PENSION PLANS

PLAN DESCRIPTIONS - Fairview Township employees are covered under one of
two defined benefit pension plans administered by the Township as a
single-employer public employee retirement system (PERS). The employees
are covered according to their occupation in either the Non-Uniformed or
Police Pension plans. The Plans are controlled by the provisions of the
Township ordinances and Collective Bargaining Agreement adopted pursuant
to Act 600 as enacted by the Pennsylvania legislature in 1988. The
Township has delegated the authority to manage Plan assets to Mellon Bank
and Provident Mutual as trustees of the respective plan assets. The
respective plan assets may be used only for the payment of benefits to
members and plan expenses, in accordance with the terms of the plan. The
plans provide retirement, disability and death benefits to plan members
and their beneficiaries.

PLAN MEMBERSHIP - As of January 1, 2004 participation in the respective
plans is as follows:

Non-Uniformed Pension Plan
Membership as of 1/1/2004

Retirees and Beneficiaries Currently Receiving Benefits
Terminated Employees Entitled to Deferred Benefits
Active Members

ke 1=
(e} ~1 Oy O

Total
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FAIRVIEW TOWNSHIP
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2003 AND 2002
10. DEFINED BENEFIT PENSION PLANS (CONTINUED)

Police Pension Plan

Membership as of 1/1/2004

Retirees and Beneficiaries Currently Receiving Benefits
Terminated Employees Entitled to Deferred Benefits

Active Members

Total

IS Is
w [EA o E |

A summary of employee eligibility requirements and benefits as of January

1, 2004 is as follows:

a. Covered Employees

b. Eligibility for

c. Monthly Pension
Benefit

d. Vesting

NON-UNIFORMED

All full-time non-
uniformed employees

After age 65, or,
age 60 and completion
of 25 years of service

Equal to 1.50% of
average monthly pay
times the number of
years of service
completed, if hired
prior to January 1,
2001 and 2% of
average monthly pay
times the number of
years of service up
to a maximum of 25
years, if greater.

Average monthly pay
is based upon the
final plan year
preceding retirement.

Immediate 100%

POLICE

All full-time
police

After age 50 and
completion of 25
of service

Equal to 50% of
average monthly

pay, plus a service
increment of $100

per month for members
who complete 26 or
more years of service.

Average monthly pay
is based upon the
last 36 months of
employment.

Upon completion of
12 years of
service.

FUNDING POLICY - Plan members are required to contribute 2% and 0% of
gross wages to the Non-Uniformed and Police Pension plans, respectively.
These member requirements are reviewed and approved annually by the
Township. The Township is required to fund the plans based upon
actuarially determined minimum funding standards.
standards were mandated by Act 205, enacted by the Pennsylvania

legislature on December 18, 1984.

The minimum funding

The minimum funding requirement

includes normal cost and administrative expenses and amortization costs

of the unfunded actuarial accrued liability.

The Act also provides state

aid to assist municipalities in meeting their minimum funding
requirements. Any remaining minimum funding obligations are paid from
the General Fund of the Township.
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10.

FATIRVIEW TOWNSHIP
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2003 AND 2002

DEFINED BENEFIT PENSION PLANS (CONTINUED)

Funding of the respective plans were provided as follows for 2003:

NON-UNIFORMED POLICE
DESCRIPTION PENSION PLAN PENSION PLAN
Annual Covered Payroll $1,152,851 $854,554
Employee Contribution Rate 2.0% of Suspended
gross wages 01/01/00
Employee Contributions Paid
in 2003 $ 23,652 $ 0
Employer Contributions Paid
in 2003 $ 483 $ 0
State Aid Contributions Paid
in 2003 $146,611 $ 0
Total Contributions made as
a Percentage of Payroll 14.8% 0.0%

ANNUAL PENSION COST AND NET PENSION OBLIGATION - The Township's annual
pension cost (APC) net pension obligation, and related information for
the respective plans for the current year were as follows:

NON-UNIFORMED POLICE
PENSION PLAN PENSION PLAN
Annual Required Contribution 147,094 0
Contributions Made 147,094 0
0 g

The Township's Police Pension Plan's records indicate that all
actuarially determined required contributions from 1987 to present, have
been paid, and the net pension obligation at transition is zero. The
Townships Non-Uniformed Pension Plan's records indicate a net pension
(asset) obligation of approximately ($13,061). The Township has not
recorded this asset in the General Long-term Debt account, nor its impact
on the annual pension cost.

NON-UNIFORMED POLICE
PENSION PLAN PENSION PLAN
Actuarial Valuation Date 1/1/04 1/1/04
Actuarial Cost Method Entry Age Normal Entry Age Normal
Amortization Method Level Dollar Annual Funding
Closed Adjustment equal to

10% of Negative
Unfunded Actuarial
Accrued Liability

Remaining Amortization Period 14 Years 10 Years
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FATIRVIEW TOWNSHIP
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2003 AND 2002

10. DEFINED BENEFIT PENSION PLANS (CONTINUED)

NON-UNIFORMED POLICE
PENSION PLAN PENSION PLAN
Asset Valuation Method Market Value as Market Value as

Determined by Trustee Determined by Trustee

Actuarial Assumptions:

Investment Rate of Return 7.0% 7.0%
Projected Salary Increases 6.0% 6.0%
Cost of Living 3.0% 3.0%
Mortality Up 1984 Table Up 1984 Table

THREE-YEAR TREND INFORMATION

Non-Uni formed
Pension Plan

ANNUAL PENSION PERCENTAGE OF NET PENSION
YEAR COST (APC) APC CONTRIBUTED OBLIGATION
2003 147,094 100% 0
2002 91,406 1008+ 0
2001 87,723 100% 0

Police Pension Plan

ANNUAL PENSION PERCENTAGE OF NET PENSION
YEAR COST (APC) APC CONTRIBUTED OBLIGATION
2003 0 100% 0
2002 0 100% 0
2001 0 100% 0

Realized gains and losses and unrealized gains and losses are included
together in net appreciation (depreciation) in fair value of investments

as follows:

NON-UNIFORMED POLICE
PENSION PLAN PENSION PLAN
2003 2002 2003 2002
Realized Gains or Losses (3,267) 4,641 (14,450) 37,604
Unrealized Gains or Losses 136,857 (23,567) 953,823 (451,985)
Net Appreciation
(Depreciation) in Fair
Value of Investment 133,590 (18,926) 939,373 (414,381)
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11.

12.

FAIRVIEW TOWNSHIP
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2003 AND 2002

COMPENSATED ABSENCES

The Township allows non-uniformed and uniformed employees to accumulate
unused sick leave to a maximum of 180 days under their collective
bargaining agreements. The Township allows non-uniformed and police
employees to accumulate vested unused vacation time to a maximum of 50
days under the collective bargaining agreement. Upon termination the
vested unused vacation time is paid to the stated maximums. Sick leave
is vested and paid upon termination for non-uniformed employees and to
police officers at 40% of all accumulated sick leave upon termination
under the collective bargaining agreement.

As of December 31, 2003, the liability for vested unused vacation and
sick leave is approximately $365,535. These amounts include payroll
related tax liabilities. The General Fund amount has been recorded in
the General Long-term Debt Account Group at $325,808 and the amount
expected to be paid from current resources is not significant. The
amounts to be paid from the Enterprise Funds are $39,727 and are expected
to be paid from current resources. The Enterprise Fund amounts are
recorded directly in the respective funds.

COMMITMENTS AND CONTINGENCIES

As described in Note 5, the Township is contingently liable for repayment
of the $13,850,000 of Sewer Revenue Bonds issued by the Fairview Township
Municipal Authority should the Authority default on the required
repayment terms.

The Authority Bonds outstanding at December 31, 2003 are:

SEWER REVENUE NOT
BOND SERIES TOTAL DEFEASED DEFEASED
1965 55,000 55,000
2001 13,850,000 13,850,000
13,905,000 13,850,000 55,000

The Township requires developers to obtain letters of credit and escrow
agreements to provide assurance that projects will be completed according
to approved specifications and on a timely basis. Should one or more of
these instruments expire and a default occur, it may be necessary for the
Township to take over the defaulted project.

Outstanding escrow deposits at December 31, 2003 are approximately
$202,277.

During the normal course of performing its duties to the general public
which it serves, the Township is subject to numerous threatened lawsuits
and complaints. The Township has notified its insurance carrier and
turned these matters over to the insurance carrier. It is the belief of
legal counsel that any loss will be covered by insurance.

The Township continues to incur expenses related to the process of
cleaning up ground water contamination as a result of an underground
storage tank leak at the Township’s property. The additional estimated
cost of ground water remediation has not been determined at this time.
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13.

14.

FAIRVIEW TOWNSHIP
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2003 AND 2002

COMMITMENTS AND CONTINGENCIES (CONTINUED)

The Township has incurred costs to date of $539,992. The State
Indemnification Fund has reimbursed the Township for $392,190 of these
costs to date. The Township has recorded additional state reimbursements
as receivables of $32,406 as of December 31, 2003, which it has not
received to date.

The Township entered into a lease agreement for the use of a computer
file server for a term of 3 years. The payments were $564 per month for
36 months commencing March 30, 1996. The lease expired in 1999. During
1999, the Township renewed the 3 year lease for a server with payments of
$644 per month, which expired in early 2002. The lease expense for 2002
was $1,073. The Township purchased a file server in 2002 as part of the
2002 General Obligation Note.

During 2002, the Township entered into a five year lease agreement for
the use of various telephone equipment and monthly services. The
payments are $1,093 per month, and the lease expense for 2003 was
$13,116. The minimum lease requirements for the next four years are as
follows:

YEAR AMOUNT
2004 13,116
2005 13,116
2006 13,116
2007 5,465

44,813

RISK MANAGEMENT

The Township is exposed to various risks of loss related to torts; theft
of, damage to and destruction of assets; errors and omissions; injuries
to employees; and natural disasters. The Township maintains commercial
insurance covering each of these risks of loss. Management believes such
coverage is sufficient to preclude any significant uninsured losses to
the Township. Settled claims have not exceeded this commercial coverage
in any of the past three years.

ESCROWS PAYABLE - AUTHORITY

The Authority requires developers to obtain letters of credit or deposit
funds pursuant to an escrow agreement to provide assurance that projects
will be completed according to approved specifications and on a timely
basis. Should one or more of these instruments expire and a default
occur, it may be necessary for the Authority to take over the defaulted
project. Escrow balances as of December 31, 2003 were zero.
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FATIRVIEW TOWNSHIP
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2003 AND 2002

RESERVATIONS OF FUND EQUITY
Reservations of fund balances as of December 31, 2003 are not
appropriable for expenditure, or are legally segregated for specific

purposes as follows:

GENERAL FUND

Medical Benefits - Police 137,891
Compensated Absences - Township Employees 325,808
Pooled Sick Days - Police 51,304
Future Pension Costs - Minimum Municipal

Obligations - 2005/2006 300,005

815,008

PENSION TRUST FUNDS

Employee Benefits 8,325,126
Total Reserved Fund Balances 9,140,134

Appropriated retained earnings of the Enterprise Funds as of December 31,
2003 consists of the following:

SEWER RESERVE FUND

Encumbrances for Debt Service 966,910
Total Appropriated Retained Earnings 966,910

As of December 31, 2003 and 2002, the Township has set aside
approximately $1,055,971 and $704,971, respectively, of general fund
assets to fund the future payment of the medical benefits and compensated
absences noted above.

NEW REPORTING STANDARD

In June 1999, the Governmental Accounting Standards Board (GASB) issued
Statement 34 “Basic Financial Statements and Management’s Discussion and
Analysis for State and Local Governments.” This Statement establishes
new financial reporting requirements for state and local governments
throughout the United States. When implemented, it will require new
information and restructure much of the information that governments have
presented in the past. Comparability, with reports issued in all prior
years will be affected. The Township is required to implement this
standard for the fiscal year ended December 31, 2004. The Township has
not yet determined the full impact that adoption of GASB Statement 34
will have on the financial statements.
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