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FRANCE, ANDERSON, BASILE and COMPANY, P.C.
CERTIFIED PUBLIC ACCOUNTANTS

903 Chestnut Street 610-967-1200 Phoge
Emmaus, Pennsylvania 18049 610-966-6669 Fax
www.fabandco.com

INDEPENDENT AUDITORS' EEPORT

To the Borough Council
Borough of Catasauqua, Pennsylvania

We have audited the accompanying cash basis financial
statements of the governmental activities, the business-type
activitieg, each major fund, and the aggregate remaining fund
information of the Borough of Catasauqua, Pennsylvania, as of
and for the year ended December 31, 2018, and the related notes
to the financial statements, which collectively comprise the
Borough's basic financial statements as listed in the table of

contents.

Management 's Responsibility for the Financial Statements

Management 1is responsible for the preparation and fair
presentation of these financial statements in accordance with the
cash bagis of accounting described in Note 1; this includes
determining that the cash basis of accounting is an acceptable
basis for the preparation of the financial statements in the
circumgtances. Management is also responsible for the design,
implementation, and maintenance of internal control relevant to
the preparation and fair presentation of financial statements
that are free from material misstatement, whether due to fraud or
error. '

Auditors' Responsibility

Our responsibility 1s to express opinions on these
financial statements based on our audit. We conducted our audit
in accordance with auditing standards generally accepted in the
United States of America and the standards applicable tc
financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those
standards reguire that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are
free from material misstatement.

An audit involves performing procedures to obtain audit
evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditors'
judgement, including the assessment of the risks of material
misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers
internal control relevant to the Borough's preparation and fair
presentation of the financial statements in order to design audit
procedures that are appropriate in the circumstances, but not for
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the purpose of expressing an opinion on the effectiveness of the
Borough's internal control. Accordingly, we express no such
opinion. An audit also includes evaluating the appropriateness
of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluating
the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our audit
opinions.

Opinions

In our opinion, the financial statements referred to above
present fairly, in all material respects, the respective cash
bagis financial position of the governmental activities, the
business-type activities, each major fund, and the aggregate
remaining fund information of the Borough of Catasauqua,
Pennsylvania, as of December 31, 2018, and the respective changes
in cash basis financial position and, where applicable, cash
flows thereof for the year then ended in accordance with the cash
basis of accounting described in Note 1.

Bagis of Accounting

We draw attention to Note 1 of the financial statements,
which describes the basis of accounting. The financial
statements are prepared on the cash basis of accounting, which is
a basis of accounting other than accounting principles generally
accepted in the United States of America. Our opinions are not
modified with respect to this matter.

Other Matters

Supplementary Information

Our audit was conducted for the purposes of forming opinions
on the financial statements that collectively comprise the
Borough of Catasauqua, Pennsylvania's basic financial statements.
The budgetary comparison information on page 44 and the
historical pension information on pages 45 through 48, which are
the responsibility of management, are presented for purposes of
additional analysis and are not a required part of the basic
financial statementg. Such information has not been subjected to
the auditing procedures applied 1in the audit of the basic
financial statements, and accordingly, we do not express an
opinion or provide any assurance on it.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have
also 1issued our report dated January 17, 2020, on  our
consideration of the Borough o©f Catasauqua, Pennsylwvania's
internal control over financial reporting and our tests of its
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compliance with certain provisions of laws, regulations,
contracts, and grant agreements and other matters. The purpose
of that report is to describe the scope of our testing of
internal control over financial reporting and compliance and
the results of that testing, and not to provide an opinion on
internal control over financial reporting or on compliance. That
report is an integral part of an audit performed 1in accordance
with Government Auditing Standards in considering the Borough of
Catasaugua, Pennsylvania's internal control over financial
reporting and compliance.

=

¢ L ,/<}/” L
e g cwa{,’Z—:ﬁw/ /%4? f/z/ =T ‘-//W”/ A

Emmaus, Pennsylvania
January 17, 2020



BORQUGH OF CATASAUQUA
STATEMENT OF NET POSITION - CASH BASIS
DECEMBER 31, 2018

Business-
Governmental Ve
Activities Activities Total
ASSETS
Current Assets:
Cash and cash
equivalents § 1,405,914 S 855,688 S 2,261,602
Internal balances 1,743 (1,743) 0
Total Current Assets 1,407,657 853,945 2,261,602
Capital assets:
Buildings, land &
improvements 12,830,405 0 12,830,405
Machinery & equipment 2,845,790 0 2,845,790
Water/sewer system, net 0 5,467,775 5,467,775
Total Capital Assets 15,676,195 5,467,775 21,143,970
Total Agssets 17,083,852 6., 324,720 23,405,572
LIABILITIES
Current Liabilities:
Internal balances 50,245 (50,245) 0
Current portion of
long-term debt 374,489 254,452 628,941
Total Current Liabilities 424,734 204,207 628,941
Noncurrent Liabilities:
Escrow deposits 14,563 0 14,563
Other liabilities 3,074 0 3,074
Long-term debt, net of
current portion 10,860,276 4,448,259 15,308,535
Total Noncurrent
Liabilities 10,877,913 4,448, 259 153261 72
Total Liabilities 11,302,647 4,652,466 15,855,113
NET POSITION
Invested in capital assets,
net of related debt 4,441,430 765,064 5,206,494
Restricted 28,760 0 28,760
Unrestricted 1,311,015 904,190 2,215,205
Total Net Position $ 5,781,205 $ 1,669,254 $ 7,450,459

The accompanying notes are an integral part of the financial
statements.



BORQUGH OF CATASAUQUA
STATEMENT OF ACTIVITIES - CASH

BASIS

FOR THE YEAR ENDED DECEMBER 31, 2018

Program Revenues

Operating Capital
Charges for Grants and Grants and
Expenses Services Contributions Contributions

Governmental Activities
General government S 612,559 S 7,000 s 13,138 ] 0
Public safety 1,248,307 31,233 28,043 0
Public works 1,434,473 773,387 197,570 5,000
Culture and recreation 421,670 98,449 0 7,000
Community development 57,843 0 2,000 30,000
Insurance, employee benefits

and miscellaneous 700,770 154,585 0
Interest & debt related expenses 320,279 0 0
Total Governmental Activities $ 4,795,901 S 910,069 S 395,336 s 42,000
Business-type Activities
Sewer $ 1,451,254 $1,023,687 S 0 S 0
Wastewater collection 832,450 874,747 0 0
Water 674,835 629,611 0 0
Total Business-type

Activities $ 2,958,539 $2,528,045 3 0 $ 0
Total $ 7,754,440 53,438,114 $ 395,336 S 42,000

Property taxes,

levied for general purposes

Other taxes levied for general purposes

Licenses and permits

Fines and forfeits

Investment earnings

Miscellaneous income

on disposal of assets

Gain (loss)

Transfers between activities
Total general revenues
Change in net position
Net position,

January 1

Net position, December 31

The accompanying notes are an integral part of the financial statements.
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BOROUGH OF CATASAUQUA
STATEMENT OF ACTIVITIES - CASH BASIS (Continued)
FOR THE YEAR ENDED DECEMBER 31, 2018

Net (Expense) Revenue and Changes in Net Position

Governmental Business-type
Activities Activities Total

= (592,421) S 0 $ (592,421)
(1,189,031) 0 (1,189,031)
(458,516) 0 (458,516)
(316,221) 0 (316,221)
(25,843) 0 (25,843)
(546,185) 0 (546,185)
(320,279) 0 (320,279)
§ (3,448,496) s 0 3,448,496)
4 0 g  (427,567) g (427,567)
0 42,297 42,297
R (45,224) (45,224)
$ 0 $  (430,45%4) 3 (430,494)
$ (3,448,496) $  (430,494) $ (3,878,990)
2,037,848 0 2,037,848
846,014 0 846,014
152,550 9,750 162,300
38,676 0 38,676
151,481 3,741 155,202
148,713 0 148,713
(69,338) 0 (69,338)
37,2568 (37,268) 0
$ 3,343,192 $ (23,777) $ 3,319,415
(105,304) (454,271) (559,575)
$ 5,886,509 $ 2,123,525 § 8,010,034
$ 5,781,205 $ 1,669,254 $ 7,450,459

The accompanying notes are an integral part of the financial statements.
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BORQUGH OF CATASAUQUA
RECONCILIATION OF THE GOVERNMENTAL FUNDS
STATEMENT OF ASSETS, LIABILITIES AND FUND
BALANCES TO THE STATEMENT OF NET POSITION - CASH BASIS
AS OF DECEMBER 31, 2018

Total Fund Balances - Governmental Funds S 1,339,775

Amounts reported for governmental activities
in the statement of net position are different

because:

Capital assets used in governmental activities
are not financial resources and therefore are
not reported as assets in governmental funds.
The cogt of the assets is $15,676,195. 15,676,195

Long-term liabilities are not due and payable
in the current period and therefore are not

reported as liabilities in the funds. Long-

term liabilities at year end consist of bonds

and installment loans payable of $11,234,765. (11,234,765)
Total Net Position - Governmental Activities o 5,781,205

The accompanying notes are an integral part of the financial
statements.
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BOROUGH OF CATASAUQUA

RECONCILIATION OF THE GOVERNMENTAL FUNDS

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN

FUND BALANCES TO THE STATEMENT OF ACTIVITIES - CASH BASIS

FOR THE YEAR ENDED DECEMBER 31, 2018

Net Change in Fund Balances - Governmental Funds

Amounts reported for governmental activities
in the statement of activities are different

because:

Governmental funds report capital outlays as
expenditures. However, in the statement of
activities, the cost of those expenditures 1is
not reported but treated as a capital asset
on the statement of net position. The capital
outlay for the current year is $465,195.

Tn the statement of activities, the gain/loss on

the disposal of assets is reported, whereas in the
governmental funds, the proceeds from the sale
increase financial resources. The change in net
position differs from the change in fund balance by
the cost of the disposed assets of $(79,438), net
of related accumulated depreciation of $0.

Issuance of long-term debt (e.g.bonds) provides
current financial resources to governmental funds,
while the repayment of the principal of long-term
debt consumes the current financial resources of
governmental funds. However, neither transaction
has an effect on net position. Repayment of bond
and capital lease principal is an expenditure in
the governmental funds, but the repayment reduces
long-term liabilities in the statement of net
position. The effect of these transactions
in the statement are shown below:

Proceeds extended term financing S (85,081)

S (814,483)

465,195

(79,438)

323,422

Repayment of debt service principal 408,503

Change in Net Position of Governmental
Activities

3] (105,304)

The accompanying notes are an integral part of the financial

statements.
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BORQUGH OF CATASAUQUA

STATEMENT OF CASH FLOWS - CASH BASIS

PROPRIETARY FUNDS

FOR THE YEAR ENDED DECEMBER 31,

2018

Enterprise Funds

Wastewater
Sewer Collection Water
Fund Fund Fund Total
CASH FLOWS FROM OPERATING ACTIVITIES
Operating income (loss) $ (314,487) S 42,297 $ (41,425) (313,615)
Item not requiring cash
Depreciation 282,234 5, 823 26,570 314,627
Sub-total (32,253) 48,120 (14, 855) 15002
(Increase) decrease in due -
from other funds (16,195) (17,050) (18,524) (51,769)
Increase (decrease) in due -
to other funds 1,524 1,743 3,267
Net Cash Flows From
Cperating Activities (48,448) 32,594 (31,6386) (47,490)
CASH FLOWS FROM NONCAPITAL ACTIVITIES
Operating transfers (11,000) (26,268) (37,268)
Net Cash Flows From
Noncapital Activities 0 (11,000) (26,268) (37,268)
CASH FLOWS FROM FINANCING ACTIVITIES
Additions-sewer/water systems (8,032) (64,719) (80,911) (153, 662)
Interest expense (103,330) (3,799) {(107,129)
Repayment of sewer bonds (235,000) (235,000)
Repayment of water revenue
notes payable (21,684) (21,684)
Net Cash Flows From
Financing Activities (346,362) (64,719) (106,394) (517,475)
CASH FLOWS FROM INVESTING ACTIVITIES
Interest income 990 808 1,943 3,741
Net Cash Flows From
Investing Activities 990 808 1,943 3,741
Net Increase (Decrease) in Cash
and Cash Equivalents (393,820) (42,317) (162,355) (598,492)
Cash and Cash Equivalents,
January 1 506,597 433,793 513,790 1,454,180
Cash and Cash Egquivalents,
December 31 s 112,777 S 391,476 $ 351,435 855,688

The accompanying notes are an integral part of the financial statements.
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BOROUGH OF CATASAUQUA
STATEMENT OF NET POSITION - CASH BASIS
FIDUCIARY FUNDS
DECEMBER 31, 2018

Police Employee Total
Pension Pension Fiduciary
Plan Plan Funds
ASSETS
Cash and cash

equivalents s 0 s 0 S 0

Investments, at fair wvalue:

Assets with MRT 2,766,828 2,617,104 5,3283,08932
Total investments 2,766,828 2,617,104 5,383,932
Total Assets 2,766,828 2,617,104 5,383,932

LIABILITIES
None
Total Liabilities 0 0 0
NET POSITION
Restricted for
pension benefits 52,766,828 $2,617,104 55,383,932

The accompanying notes are an integral part of the

statements.
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BOROUGH OF CATASAUQUA
STATEMENT OF CHANGES IN NET POSITION - CASH BASIS
FIDUCIARY FUNDS
YEAR ENDED DECEMBER 31, 2018

Police Employee Total
Pension Pension Fiduciary
ADDITIONS: Plan Plan Funds
Contributions,
Employer S 189,708 S 62,950 S 252,658
Employee 47,647 0 47,647
Total Contributions 237,355 62,950 300,305
Investment incocme,
Net (depreciation) in fair
value cf investments (183,821) (176,455) (360,276)
Interest and dividends 46,670 44,440 91,110
(137,151) (132 ,015) (269,166)
Legs: investment expenses 0 0 0
Net Investment (Loss) (137,151) (132,015) (269,166)
Total Additions 100,204 (69,065) 31,139
DEDUCTIONS :
Benefits 270,275 59550 I B0h
Administrative expenses 17,958 17,285 35,243
Other B2,617 0 32,617
Total Deductions 320,850 76,835 397,685
Change in net position (220, 646) (145,900) (366,546)
Net position restricted
for pension benefits,
Beginning of year 2,987,474 2,763,004 5,750,478
End of year $2,766,828 $2,617,104 $5,383,932

The accompanying notes
statements.

_AiG

are an integral part of the financial



BOROUGH OF CATASAUQUA
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2018

NOTE 1 Summary of Significant Accounting Policies

The accounting policies and accompanying financial
statements of the Borough of Catasauqua (the Borough) conform to
the cash basis accounting as applicable to governmental units.
The cash basis of accounting differs from accounting principles
generally accepted in the United States of America (GAAP).
Accounting principles generally accepted in the United States of
America include all relevant Governmental Accounting Standards
Board (GASB) pronouncements. In the government-wide financial
statements and the fund financial statements for the proprietary
funds, Financial Accounting Standards Board (FASB) pronouncements
have been applied, to the extent they are applicable to the cash
basis of accounting, unless those pronouncements conflict with or
contradict GASB pronouncements, in which case, GASB prevails.

Principles Determining Scope of Reporting Entity

The Borough Council, a seven member group, and a Mayor, is
the level of government responsible for providing a full range of
municipal services including those wmandated by statute or

ordinance. These include public safety, highways and streets,
culture and recreation, public improvements, planning and zoning,
and general administrative services. The Borough receives

funding from local and state government sources and must comply
with the concomitant requirements of these funding source
entities.

In evaluating how to define the Borough, for financial
reporting purposes, management has considered all potential
component units. The decision to include a potential component
unit in the financial reporting entity was made by applying the
criteria set forth by GASB Statement 14, as amended. The
criteria for including a potential component unit within the
financial reporting entity is the significance of the potential
component unit's operational or financial relationship with the
Borough. Based upon the application of these criteria, there are
no component units to be included in the financial reporting
entity of the Borough.

Government-wide and Fund Financial Statements

The government-wide financial statements include the
statement of net position and the statement of activities. These
statements report financial information for the Borough as a
whole excluding fiduciary activities such as employee pension
plans and developer escrow funds. For the most part, the effect
of interfund activity has been removed from these statements.
Governmental activities, which normally are supported by taxes
and intergovernmental revenues, are reported separately from
business-type activities, which rely to a significant extent on
fees and charges for support.
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BORQUGH OF CATASAUQUA
NOTES TO THE FINANCIAIL STATEMENTS (Continued)
DECEMBER 31, 2018

NOTE 1 Summary of Significant Accounting Policies (Continued)

Government -wide and Fund Financial Statements (Continued)

The statement of activities demonstrates the degree to which
the direct expenses of a given function or segment are offset by
program revenues. Direct expenses are those that are clearly
identifiable with a specific function or segment. Program
revenues include 1) charges to customers or applicants who
purchase, use, or directly benefit from goods, services, or
privileges provided by a given function or segment and 2) grants
and contributions that are restricted to meeting the operational
or capital reguirements of a particular function or segment.
Taxes and other items not properly included among program
revenues are reported instead as general revenues.

Separate financial statements are provided for governmental
funds, proprietary funds, and fiduciary funds, even though the
latter are excluded from the government-wide financial
statements. Major individual governmental funds are reported as
separate columns in the fund financial statements.

Measurement Focug, Basis of Accounting, and Financial Statement
Pregentation

Measurement focus 1is a term used to describe "how"
transactions are recorded within the wvarious financial
statements. Basis of accounting refers to "when" transactions

are recorded regardless of the measurement focus applied.

Measurement Focus

In the government-wide Statement of Net Position and the
Statement of Activities, both governmental and business-like
activities are presented using the econocmic resources measurement
focus, within the limitations of the cash basis of accounting, as
defined in item b. below.

In the fund financial statements, the current financial
regources measurement focus or the eccnomic resources measurement
focus, as applied to the cash basis of accounting is used as
appropriate:

a. All governmental funds utilize a current financial resources
measurement focus. Only current financial assets and liabilities
are generally included on their balance sheets. Their operating
statements present sources and uses of available spendable
financial resources during a given period. These funds use fund
balance as their measure of available spendable financial
resources at the end of the period.
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BOROUGH OF CATASAUQUA
NOTES TO THE FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 2018

NOTE 1 Summary of Significant Accounting Peolicies (Continued)

Measurement Focus (Continued)

b. The proprietary fund utilizes an economic resources
measurement focus. The accounting objectives of this measurement
focus are the determination of operating income, changes in net
position, financial position, and cash flows. All assets and
liabilities associated with their activities are reported.
Proprietary fund equity is classified as net position.

Bagsis of Accounting

In the government-wide and fund financial statements,
governmental and business-like activities are presented using the

cash basis of accounting. This basis of accounting recognizes
assets, 1liabilities, net position/fund equity, revenues and
expenditures when they result from cash transactions. This is a

comprehensive basis of accounting other than accounting
principles generally accepted in the United States of America.

As a result of the use of this cash basis of accounting,
certain assets and their related revenues (such as accounts
receivable and revenue for billed or provided services not yet
collected) and certain liabilities and their related expenses
(such as accounts payable and expenses for goods or services
received but not yet paid, and accrued expenses and liabilities)
are not recorded in these financial statements.

Financial Statement Presentation

The Borough reports the following governmental fund types:

The General Fund is the general operating fund of the
Borough. Substantially all tax revenues, federal and state aid
(except revenues and aid restricted for use in the Special
Revenue Fund) and other operating revenues are accounted for in
the General Fund. This fund also accounts for expenditures and
transfers as appropriated in the budget which provides for the
Borough's day-to-day operations.

The State Liquid Fuels Highway Aid Fund (Liguid Fuels Fund)
and Community Development Fund are the Borough's special revenue
funds. Special Revenue Funds are used to account for the proceeds
of specific revenue sources other than expendable trusts, or
major capital projects that are legally restricted to
expenditures for specific purposes.
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BOROUGH OF CATASAUQUA
NOTES TO THE FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 2018

NOTE 1 Summary of Significant Accounting Policies (Continued)

Financial Statement Presentation (Continued)

The Debt Service Fund accounts for the accumulation of
regsources for, and payment of, interest and principal on
long-term obligations.

The Borough reports the following enterpise fund types:

The Sewer Fund, Wastewater Collection Fund and Water Fund

are the Enterprise Funds. Enterprise Funds account for the
provisions of water and sewer services to some residents of the
Borough. All activities necessary to provide such services are

accounted for in these funds including, but not limited to,
administration, operations, maintenance, financing and related
debt service, and billings and collections.

The Borough also reports the following fiduciary fund types:
The Police Pension Plan and Employee Pension Plan are used

to account for fiduciary resources legally held in trust for the
receipt, investment, and distribution of retirement benefits.

Net Pocsition

Net position represents the difference between assets and
liabilities. Net position is reported as restricted when there
are limitations imposed on its use either through the enabling
legislation adopted by the Borough or through external
restrictions imposed by creditors, grantors, or laws or other
regulations of other governments.

Fund Balance Reporting

Fund balance is divided into five classifications based
primarily on the extent to which the Borough is bound to observe
constraints imposed upon the use of the resources in the
governmental funds. The classifications are as follows:

Nonspendable - The nonspendable fund balance category
includes amounts that cannot be spent because they are not in
spendable form, or legally or contractually required to be
maintained intact. The "not in spendable form" criteria includes
itemg that are not expected to be converted to cash. It also
includes the long-term amount of interfund loans.
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BOROUGH OF CATASAUQUA
NOTES TO THE FINANCIAIL STATEMENTS (Continued)
DECEMBER 31, 2018

NOTE 1 Summary of Significant Accounting Policies (Continued)

Fund Balance Reporting (Continued)

Restricted - Fund balance is reported as restricted when
constraints placed on the use of resources are either externally
imposed by creditors (such as debt covenants), grantors,
contributors, or laws or regulations of other governments or is
imposed by law through constitutional provisions or enabling
legislation.

Enabling legislation authorizes the Borough to assess, levy,
charge, or otherwise mandate payment of resources (from external
resource providers) and includes a legally enforceable
requirement that those resources be used only for the specific
purposes stipulated in the legislation.

Legal enforceability means that the Borough can be compelled
by an external party - such as citizens, public interest groups,
or the judiciary to use resources created by enabling legislation
only for the purposes specified by the legislation.

Committed - The committed fund balance classification
includes amounts that can be used only for the specific purposes
imposed by formal action of the Borough Council. Those committed

amounts cannot be used for any other purpose unless the Borough
Council removes or changes the sgpecified use by taking the same
type of action it employed to previously commit those amounts.
In contrast to fund balance that is restricted by enabling
legislation, committed fund balance classifications may be
redeployed for other purposes with appropriate due process.
Constraints imposed on the use of committed amounts are imposed
by the Borough Council separate from the authorization to raise
the underlying revenue; therefore, compliance with these
constraints 1s not consgidered to be legally enforceable.
Committed fund balance also incorporates contractual obligations
to the extent that existing resources 1in the fund have bhkeen
specifically committed for use in satisfying those contractual
requlirements.

Assigned - Amounts 1in the assigned £fund balance
classification are intended to be used by the Borough for
specific purposes but do not meet the criteria to be classified

as restricted or committed. In governmental funds other than the
General Fund, assigned fund balance represents the remaining
amounts that 1is not restricted or committed. In the General

Fund, assigned amounts represent intended uses established by the
Borough Council.
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BORQUGH OF CATASAUQUA
NOTES TO THE FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 2018

NOTE 1 Summary of Significant Accounting Policies (Continued)

Fund Balance (Continued)

Unassigned - Unassigned fund balance 1is the residual
classificaton for the General Fund and includes all spendable
amounts not contained in the other classifications. In other

governmental funds, the unassigned classification is used only to
report a deficit balance resulting from overspending for specific
purposes for which amounts had been restricted, committed, or

assigned.

The Borough applies restricted resources £first when
expenditures are incurred for purposes for which either
restricted or unrestricted (committed, assigned, and unassigned)

amounts are available. Similarly, within unrestricted £fund
balance, committed amounts are reduced first followed by
assigned, and then unassigned amounts when expenditures are

incurred for purposes for which amounts 1in any of the
unrestricted fund balance classifications could be used.

OTHER SIGNIFICANT ACCOUNTING POLICIES

Budgets and Budgetary Accounting

The Borough follows these procedures in establishing the
budgetary data reflected in the financial statements:

1) In accordance with the Borough Code and Borough
procedures, at least thirty days prior to adoption, the Borough
Manager submits to the Borough Council, with whom the legal level
of budgetary control resides, a proposed budget for the fiscal
year commencing the following January 1. The budget includes
proposed expenditures and the means of financing them for the
upcoming year, along with estimates for the current year.
Departments for budgetary purposes are general government,
public safety, public works and culture and recreation.

2) Public hearings are conducted to obtain taxpayver
comment .

3) By December 31, the budget is legally enacted for all
governmental funds through passage of an ordinance. Expenditures

for the budget may not legally exceed appropriations and prior
year fund balance reserves. This is done as a level of budgetary

control.
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BOROUGH OF CATASAUQUA
NOTES TO THE FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 2018

NOTE 1 Summary of Significant Accounting Policies (Continued)

Budgets and Budgetary Accounting (Continued)

4) Each month the administration prepares a detailed
pudget report. The report cites the past month and year-to-date
activity, as well as encumbrances and unencumbered balances Dby

account.

5) 2ll modifications, transfers and amendments must be
approved by Borough Council.

6) Formal budgetary integration 1is employed as a
management control device during the year for the General Fund,
Community Development Fund, Sewer Fund, Wastewater Collection
Fund and Water Fund.

7) The legally reqguired and adopted budgets of the Borough
are for the General Fund, Community Development Fund, Sewer Fund,
Wastewater Collection Fund and Water Fund.

8) Budgets for the General Fund, Community Development,
Sewer Fund, Wastewater Collection Fund and Water Fund are adopted
on a cash basis cf accounting discussed above. (The basis of
accounting for budget purposes 1is the same as for financial
statement reporting purposes)

9) Borough Council may authorize supplemental
appropriations during the year. No supplemental appropriations
were made during fiscal 2018. Borough Council must approve all

over expenditures of appropriations or transfers of appropriated
amounts.

Cash and Investments

Statutes allow the Borough to invest in obligations of the
U.S. Treasury, U.S. Agencies, obligations of the Commonwealth of
Pennsylvania, savings accounts or time deposits of institutions
insured by the Federal Deposit Insurance Corporation (FDIC) and
deposits in excess of FDIC amounts if collateralized by the
depository.

Investments are stated at market. See Note 2 for additional
disclosures about investments.
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BOROUGH OF CATASAUQUA
NOTES TO THE FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 2018

NOTE 1 Summary of Significant Accounting Policies (Continued)

Property Taxes Receivable

As a result of using the cash basis method of accounting,
$146,965 of property taxes receivable as of December 31, 2018,
have not been included as revenues.

The property tax calendar for the fiscal year is as follows:

January 1 = Levy Date

April 1 = Billing Date

April 1 - May 31 - 2% Discount Pericd
June 1 - July 31 - Face Payment Pericd
August 1 - December 31 - 10% Penalty Period
January 1 = Lien Date

Sewer and Water Systems in Service

The sewer and water systems are stated substantially at
cost, net of accumulated depreciation. Depreciation is provided
using the straight line method over the estimated useful life of
system components ranging from 7 to 40 years.

Public Employvee Retirement Systems

The Borough participates in two public employee retirement
systems. Both systems, single employer public retirement
systems, are defined benefit pension plans which cover all
uniform and non-uniform personnel employed cn a full-time basis.

Transfers and Interfund Balances

Legally authorized payments or authorizations to make
payments from a fund receiving revenue to a fund through which
the resources are to be expended are reported as operating
transfers.

Other outstanding balances between funds are reported as
"due to/from other funds".
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BOROQUGH OF CATASAUQUA
NOTES TO THE FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 2018

NOTE 1 Summary of Significant Accounting Policies (Continued)

Statement of Cash Flows

For purposes of the statement of cash flows, the Borough
considers time deposits and highly liquid debt instruments with
original maturities of three months or less to be cash

equivalents.

Encumbrances

Encumbrance accounting, under which purchase orders,
contracts, and other commitments for the expenditure of monies
are recorded in order to reserve that portion of the applicable
appropriation, is employed as an extension of formal budgetary
integration in the General Fund, Community Development Fund,
Sewer Fund, Wastewater Collection Fund and the Water Fund.
Encumbrances outstanding at year end are reported as reservations
of fund balances since they do not constitute expenditures or
liabilities. There are no encumbrancesgs as of December 31, 2018.

Total Columne on Combined Statements

Total columns on the combined statements are presented only
to facilitate financial analysis. Data in these columns does not
present financial position, results of operations, or cash flows
in conformity with generally accepted accounting principles. Nor
is such data comparable to a consolidation.

Reclassifications

Certain amounts and balancesg presented in the prior year
data have been reclassified in order to be consistent with the
current year's presentation.

Recent Accounting Pronouncements

In June 2012, the GASB igsued Statement No. 68, Accounting
and Financial Reporting for Pensions-an Amendment of GASB
Statement No. 27. The Borough adopted GASB Statement No. 68 for
its December 31, 2015 financial statements. The adopticn of this
Statement affected disclosures and supplementary information
only, as the Borough reports on the cash basis of accounting.
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BOROUGH OF CATASAUQUA
NOTES TO THE FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 2018

NOTE 2 Deposits and Investments

The Borough's current investment policy is to take as much
of the available funds into interest bearing accounts as 1is
feasible. Current cash requirements are kept in bank demand

deposits.

DEPOSITS:

As of December 31, 2018, the carrying amount of the
Borough's deposits is $2,261,602 and the bank balance is
$2,506,378. Of the bank balance, $250,000 ig covered by federal

depository insurance.

The Borough requires all deposits and investments to be
covered by federal depository insurance or to be fully
collateralized by the financial institution issuing the
investment or acquiring the deposit. Deposits that are not fully
insured by the Federal Deposit Insurance Corporation, $2,256,378
at December 31, 2018, are collateralized using the pooled asset
method to 100% of wvalue as required by Pennsylvania Law. The
securities pledged as collateral are held by the trust department
of a financial institution or by its agents in the financial
institution's name, not in the Borough's name, and are considered
uncollateralized for credit risk purposes.

INVESTMENTS :

Authorized types of investments for Borough funds are
as follows:

a) United States Treasury Bills and Notes.

b) Short-term obligations of the United States, its
agencies or instrumentalities.

c) Deposits in savings accounts or time deposits
insured by the Federal Deposit Insurance Corporation or
similar insurance and provided that approved collateral
for public deposits is pledged by the depository for
excess amounts over the insured maximum.

d) Obligations of the United States and the
Commonwealth of Pennsylvania or any of their agencies
or instrumentalities backed by the full faith and
credit of the United States, Commonwealth of
Pennsylvania or political subdivisions.

e) Shares of an investment company provided that the
only investments of the company are in the investments
listed in a) through d) above.
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BORQUGH OF CATASAUQUA
NOTES TO THE FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 2018

NOTE 2 Deposits and Investments (Continued)

INVESTMENTS: (Continued)

Investments made by the Borough as of December 31, 2018, are
summarized below. The investments that are represented by
specific identifiable investment securities are classified as to
credit risk by the three categories described below:

Category 1 - Insured or registered, or securities held by
the Borough or its agent in the Borough's name.

Category 2 - Uninsured and unregistered, with securities
held by the counterparty's trust department or agent in the
Borough's name.

Category 3 - Uninsured and unregistered, with securities

held by the counterparty, or by its trust department or
agent, but not in the Borough's name.

Fair Value/

Category Carrying
1 2 B Amount Market
Mutual Funds $ <= B8 =0~ 85,383,932 S 5,383,932 5 5,383,932
NOTE 3 Capital Assets

The following is a summary of the changes in the capital
agsset activity for the year ended December 31, 2018:

Balance Balance
December 31, Increases December 31,
2017 (Decreases) 2018
Governmental activities:
Borough buildings, land
and improvements $12,516,242 5 314,163 3 -0- $12,830,405
Machinery & equipment 2,774,196 151,032 (79,438)_ 2,845,790

Governmental activities
capital assets 815,290,438 $ 465,195 $ (79,438)$15,676,195

No depreciation has Dbeen provided for the governmental
activities capital assets.
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BORQUGH OF CATASAUQUA
NOTES TO THE FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 2018

NOTE 3 Capital Assets (Continued)

The following is a summary of proprietary fund type
property, plant, and equipment at December 31, 2018:

Sewer &
Wastewater
Water Collection
Fund Funds Total

Enterprige Funds:

Sewer and Water Systems $1,953,776 $12,501,168 $14,454,944
Less accumulated depreciation_1,669,044 7,318,125 8,987,169
Sewer and Water Systems, Net

of Accumulated Depreciation $ 284,732 $ 5,183,043 $ 5,467,775

Depreciation charged to operations for the Water Fund, the
gewer Fund and Wastewater Collection Fund was $26,570, $282,234,
and $5,823 respectively, for the year ended December 31, 2018.

NOTE 4 Long-Term Debt

The following is a summary of the details of general
obligation bonds, and installment loans payable for the vear
ended December 31, 2018.

General Obligation Bonds, Series of 2016: serial bonds: date
of issuance July 28, 2016; original par amount $11,210,000;

interest rate varies from 1.05% to 3.0%. Proceeds of the Bonds
will be used for the construction of the new municipal complex.
Maturity date 1is August 15, 2046. The Bonds are subject to

redemption prior to maturity.

General Obligation Bonds, Series A of 2016: serial bonds:
date of issuance October 4, 2016; original par amount $4,960,000;
interest rate varies from 0.72% to 3.0%. Proceeds of the Bonds
will be used to currently refund the Borough's General
Obligations Bonds, Series of 2011, and to pay the costs and
expenses of issuing the Bonds. Maturity date 1is November 15,
2035. The Bonds are subject to redemption prior to maturity.

The Borough has an installment loan payable, secured by
public works eguipment. The loan requires five annual payments
of §22,524, including principal and interest at 3.0% over 5
yvears. The installment loan was paid off during 2018.

The Borough has an installment loan payable, secured by
public safety equipment. The loan requires five annual payments
of 87,818, including principal and interest at 5.58% over 5
years. The principal outstanding at December 31, 2018, is $7,404.

The Borough has an installment loan payable, secured by

public works equipment. The loan requires five annual payments
of 31,404, including principal and interest at 3.75% over 5
years. The principal outstanding at December 31, 2018, 1is
559,444,
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BOROUGH COF CATASAUQUA
NOTES TO THE FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 2018

NOTE 4 Long-Term Debt (Continued)

The Borough has an installment loan payable, secured by
public safety equipment. The loan requires ten annual payments
of $62,001, including principal and interest at 3.14% over 10
years. The principal outstanding at December 31, 2018, 1is
$384,187.

The Borough has an installment loan payable, secured by
public safety equipment. The loan requires three annual payments
of $11,055, including principal and interest at 6.36% over 3
years. The principal outstanding at December 31, 2018, 1is
$10,394.

The Borough has an installment loan payable, secured by
parks equipment. The loan requires two annual payments of
$12,125, including principal and interest at 4.50% over 2 years.
The installment loan was paid off during 2018.

The Borough has an installment loan payable, secured by

public safety equipment. The loan requires four annual payments
of 314,214, dncluding principal and interest al 6.28% over 4
years. The principal outstanding at December 31, 2018, 1is
$37,797.

The Borough has an installment loan payable, secured by
public safety equipment. The loan requires five annual payments
of $7,531, including principal and interest at 6.95% over 5
years. The principal outstanding at December 31, 2018, is
$25,539.

The following is a summary of general obligation bonds, and
installment loans payable for the year ending December 31, 2018:

General Obligation Payable Payable
Bonds & Loans January 1, Issued Retired December 31,

Governmental -type:

Series of 2016 $10,970,000 $ -0- $ 260,000 $10,710,000
Installment Loan 21,860 -0- 21,860 -0-
Installment Loan 14,418 -0- 7,014 7,404
Installment Loan 87,564 == 28,120 59,444
Installment Loan 432,585 -0- 48,398 384,187
Installment Loan 20,167 -0- 9,773 10,394
Installment Loan 11,593 -0- 11,593 =0i=
Installment Loan -0- 52;011 14,214 A 797
Installment Loan -0- 33,070 7,531 25,539

Total 11,558,187 85,081 408,503 11,234,765

Business-type:

Series of 2016 (A) 4,830,000 -0- 235,000 4,595,000

Total 4,830,000 -0- 235,000 4,595,000

Total 516,388,187 S 85,081 S 643,503 515,829,765



BOROUGH OF CATASAUQUA

NOTES TO THE FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 2018
NOTE 4 Long-Term Debt (Continued)
The annual debt service requirements to maturity for

governmental -type general obligation bonds including interest are

as follow, as of December 31, 2018:
Year Ending
December 31, Principal Interest Total

2019 S 260,000 S 297,285 557;295
2020 270,000 289,495 559,485
2021 280,000 281,385 561,395
2022 285,000 272,985 557,995
2023 295,000 264,445 559,445
2024 305,000 255; 595 560,595
2025 315,000 246,445 561,445
2026 320,000 240,145 560,145
2027 325,000 233,745 558,745
2028 330,000 227,082 557,082
2029 340,000 220,070 560,070
2030 345,000 212,420 557,420
2031 355,000 204,312 559, 312
2032 365,000 195,615 5605615
2033 370,000 186,490 556,490
2034 385,000 176,130 561,130
2035 395,000 165, 350 5a0.,.350
2036 405,000 154,280 559,290
2037 415,000 142,950 557,950
2038 430,000 130,500 560,500
2039 440,000 117,600 557,600
2040 455,000 104,400 559,400
2041 470,000 90,750 560,750
2042 480,000 76,650 556,650
2043 495,000 62,250 557,250
2044 510,000 47,400 557,400
2045 525,000 324100 557,100
2046 545,000 16,350 561,350

$10,710,000 $4,944,264 S15,654,264
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BORQUGH OF CATASAUQUA
NOTES TO THE FINANCIAI STATEMENTS (Continued)
DECEMBER 31, 2018

NOTE 4 Long-Term Debt (Continued)

The annual debt service requirements to maturity for
governmental-type installment loans including interest are as
follows, as of December 31, 2018:

Year Ending

December 31, Principal Interest Total
201¢ 5114,489 S 19,534 $134,023
2020 100,499 14,651 115,150
2021 73,067 10,679 83,746
2022 61,821 7,711 69,5832
2023 56,501 5, 500 62,001
2024 58,278 3,723 62,001
2025 60,110 1,891 62 DOl

5524 ,765 S 63,689 $588,454

The annual debt service requirements to maturity for
business-type general obligation bonds including interest are as
follows, as of December 31, 2018:

Year Ending

December 31, Principal Interest Total
2019 S 230,000 S 100,980 S 330,580
2020 235,000 98,680 333,680
2021 240,000 g5 1.55 335,155
2022 245,000 90,355 3354355
2023 245,000 87,048 332,048
2024 255,000 82,148 337,148
2025 255,000 77,940 332,940
2026 260,000 73,350 333,350
2027 265,000 68,150 333150
2028 275,000 62,850 337,850
2029 275,000 57,006 332,006
2030 285,000 50,475 335,475
2031 290,000 43,706 333,706
2032 295,000 36,094 331,094
2033 310,000 28,350 338,350
2034 315,000 19,050 334,050
2035 320,000 9,600 329,600

$4,595,000 $1,080,937 $5,675,937
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BOROQUGH OF CATASAUQUA
NOTES TO THE FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 2018

NOTE 5 Guaranteed Water Revenue Note

The $420,000 2002 Guaranteed Water Revenue Note is due in
monthly installments through 2023 with interest ranging from
2.768% to 3.465%. The principal drawn down as of December 31,

2018, 1is $408,267.

The following is a summary of the 2002 Guaranteed Water
Revenue Note payable for the year ended December 31, 2018:

Balance, January 1 S 129,395
Additions during 2018 =0-
Retirements during 2018 21,684
Balance, December 31 $ 107,711

The following is a summary of the future debt service
requirements for the 2002 Guaranteed Water Revenue Note:

Year Ending

December 31, Principal Interest Total
2019 S 24,452 S 3,347 S 27,799
2020 25,313 2,486 27,799
2021 26,205 1,594 27,799
2022 27,127 672 27,799
2023 4,614 20 4,634

$107,711 S 8,119 5115,830
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BORQUGH OF CATASAUQUA
NOTES TO THE FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 2018

NOTE 6 Defined Benefit Pension Plans

The Borough maintains two single-employer, defined benefit
pension plans. One plan, the Borough of Catasauqua Police
DPension Plan, covers uniformed police personnel employed on a
full-time basis. The other plan, the Borough of Catasauqua
Employees' Pension Plan, covers full-time nonuniformed employees

of the Borocugh.

Plan Description for the Uniformed Employees

The Pension Plan for the Police Employees of the Borough of
Catasauqua is a single-employer defined benefit plan that covers
all full-time uniformed employees of the Borough. The retirement
benefit is equal to 50% of their final monthly average
compensation. The normal retirement date is age 50 with 25 years
of credited service and participants become 100% vested upon the
completion of 12 years of service. The Plan also provides death
and disability benefits. The authority under which the benefit
provisions have been egstablished, or may be amended, remains with
the Council of the Borough of Catasauqua. The Plan does not
issue a stand-alone financial report.

Funding Policy for the Uniformed Employees

Act 205 reguires that annual contributions to the Plan be

based upon the Plan's Minimum Municipal Obligation (MMO), which
igs based on the Plan's biennial actuarial wvaluation. The most
recent actuarial wvaluation was performed January 1, 2017. The

Plan may also be eligible to receive an allocation of state aid
from the General Municipal Pension System State Aid Program which
must be used for pension funding. Any funding requirements
established by the MMO in excess of state aid must be paid by the
municipality in accordance with Act 205. As a condition of
participation, full-time employees are required to contribute 8%
of compensation to the Plan. This contribution is governed by
the Plan's ordinances and collective bargaining agreement.

Plan Description for the Nonuniformed Emplovees

The Pension Plan for the Nconuniformed Employees of the
Borough of Catasaugqua 1s a single-employer defined benefit plan
that covers all full-time nonuniformed employees of the Borough.
The retirement benefit is equal to 1.5% of their average monthly
compensation for each year of service, 33 1/3 years is the
maximum. Normal retirement date is age 65 with 10 years of
credited service and participants become 100% vested upon the
completion of 10 years of service. The Plan also provides early
retirement, death and disability benefits. The authority under
which the benefit provisions have been established, or may be
amended, remains with the Council of the Borough of Catasauqua.
The Plan does not issue a stand-alone financial report.
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BOROUGH OF CATASAUQUA
NOTES TO THE FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 2018

NOTE 6 Defined Benefit Pension Plans (Continued)

Funding Policy for the Nonuniformed Emplovees

Act 205 requires that annual contributions to the Plan be

pased upon the Plan's Minimum Municipal Obligation (MMO), which
is based on the Plan's biennial actuarial valuation. The most
recent actuarial valuation was performed January 1, 2017. The

Plan may also be eligible to receive an allocation of state aid
from the General Municipal Pension System State Aid Program which

must be used for pension funding. Any funding requirements
established by the MMO in excess of state aid must be paid by the
municipality in accordance with Act 205. As a condition of

participation, full-time employees are not required to contribute
to the Plan.

Annual Pension Cost and Net Pension Obligation

The Borough's annual pension cost and net pension obligation
for the current year are as follows:

Uniformed Nonuniformed

Annual required contribution $ 189,708 S 62,950
Interest on net

pension obligation -0~ -0-
Adjustment to annual

required contribution == ==
Annual pension costs 189,708 62,950
Contributions made 189,708 62,950
Increase (decrease) in

net pension obligation =@ -0-
Net pension obligation

beginning of year == -0-
Net pension obligation

end of year S -0- S -0-

Annual Pension Cost and Net Pension Obligation

The annual required contribution for the current year was
determined as part of the January 1, 2017, actuarial valuation
using the entry age actuarial cost method. The actuarial
assumptions included (a) 7.50% and 7.50% investment rate of
return for the uniform and nonuniformed plans respectively, and
(b) projected salary increases of 5.00% and 5.00% per year for
the uniform and nonuniformed plans, respectively. Both (a) and
(b) for both plans include an inflation component for moderate
cost-of-living increases. The assumptions did not include
postretirement benefit increases for either plan. The actuarial
value of assets for both plans was determined using the fresh
start smoothing method.
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BORQUGH OF CATASAUQUA
NOTES TO THE FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 2018

NOTE & Defined Benefit Pension Plans (Continued)

Three Year Trend Information

Annual Percentage Net

Year Pension of APC Pension

Ending Cost (APC) Contributed Obligation
Uniformed 12/31/16 $ 155,749 100% S 0
Plan 12/31/17 157,992 100% 0
12/31/18 189,708 100% 0
Nonuniformed 12/31/16 $§ 65,731 100% $ 0
Plan 12/31/17 64,168 100% 0
12/31/18 62,950 100% 0

Plan Membership Information

Membership in the pension plans as of December 31, 2018,
(the most recent date available) are as follows:

Uniformed Nonuniformed

Active employees 6 20
Retirees and beneficiaries

currently receiving benefits 9 5
Terminated employees entitled

to benefits but not yet

receiving them _ 0 5

Total

=
o
nw
o

Summary of Significant Accounting Pclicies

Basis of Accounting

Both Plan's financial statements are prepared using the
accrual basis of accounting. Plan pension payments and
member/employer contributions are recognized in the period in
which they are due. Benefits and refunds are recognized when due
and payable in accordance with the terms of the Plan.
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BOROQUGH OF CATASAUQUA
NOTES TO THE FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 2018

Note 6 Defined Benefit Pension Plans (Continued)
Investments
Plan investments are reported at fair value. Securities

traded on a national or international exchange are valued at the
last reported sales price at current exchange rates.

At December 31, 2018, the Plans had the following
investments in any one organization representing five percent or
more of the Plans assets (other than investments issued or
guaranteed by the U.S. Government) as follows:

Uniformed Nonuniformed

PSAB Balanced Fund 52,766,828 $2,617,104

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 in accordance with Act 205 and may be funded with

Plan assets.

Pension Liabilitieg, Pension Expense, and Deferred Outflows of
Resources and Deferred Inflows of Resources Related to Uniformed
Emplovees Pension Plan

At December 31, 2018, the Borough's net pension liability is
$1,642,484. The total pension liability of $4,432,056 was
determined as part of an actuarial valuation at January 1, 2017.
Update procedures were used to roll forward to the plan's fiscal
yvear ending December 31, 2018.
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BOROUGH OF CATASAUQUA
NOTES TO THE FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 2018

NOTE 6 Defined Benefit Pension Plans (Continued)

Changes in Net Pension Liability

The following table shows the changes in the Uniformed
Employees plan net pension liability recognized over the
measurement period.

Increase/ (Decrease)
Total Pension Plan Fiduciary Net Pension

Liability Net Position Liability
{a) {b) a)-(b
Balance at 12/31/2017 54,312,334 $3,008,058 S$1,304,276
Changes for the year:
Service cost 100,157 100,157
Interest 319,682 318 ,.682
Differences between
expected and actual
experience 0
Changes of assumptions 0
Contributions-employer 98,073 (98,073)
Contributions-state aid 91,635 (91,635)
Contributions-member 47,031 (47,031)
Net investment income (137,150) 137,150
Benefit payments (300,117) (300,117) 0
Administrative expense (17,958) 17,958
Balance at 12/31/2018 54,432,056 52,789,572 $1,642,484

Pension Expense

For the vyear ended December 31, 2018 the actuarial
determined uniformed employees plan pension expense is $291,773.
However, the Borough recognizeg pension expense on the cash basis
which totaled $189%9,708.
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BOROUGH OF CATASAUQUA
NOTES TO THE FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 2018

NOTE 6 Defined Benefit Pension Plans (Continued)

Deferred Outflows and Deferred Inflows of Resources

At December 31, 2018, the Borough has deferred outflows of
resources related to the uniformed employees pensions from the
following sources at December 31, 2018:

Deferred
Outflows of
Regources

Differences between expected and actual experience § 35,653

Changes in assumption 53,088

Net difference between projected and actual
earnings on pension plan investments 268,757
Total S 357,498

Actuarially determined deferred outflows of resources
related to the pension plan will be recognized in the pension
expense as follows:

Year Ended December 31, 2019 $120,006
2020 76,460

2021 61,702

2022 90,716

2023 8,131

Thereafter 483

Pension Liabilities, Pension Expense, and Deferred Outflows of
Resources and Deferred Inflows of Resources Related to
Nonuniformed Emplovees Pension Plan

At December 31, 2018, the Borough's net pension liability is
5556,821. The total pension 1liability of $3,173,925 was
determined as part of an actuarial wvaluation at January 1, 2017.
Update procedures were used to roll forward to the plan's fiscal
year ending December 31, 2018.
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BOROUGH OF CATASAUQUA
NOTES TO THE FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 2018

Note 6 Defined Benefit Pension Plan (Continued)

Changes in Net Pension Liability

The following table shows the changes in the Nonuniformed
Employees plan net pension liability recognized over the
measurement period.

Increage/ (Decrease)
Total Pension Plan Fiduciary Net Pension

Liability Net Position Liability
(a) {b) a)-(b
Balance at 12/31/2017 $2,942,003 82,763,004 $ 178,999
Changeg for the year:
Service cost 67,958 67,958
Interest 223,514 223,514
Differences between
expected and actual
experience 0
Changes of assumptions 0
Contributions-state aid 62,950 (62,950)
Net investment income (132 . 01.5.) 132,015
Benefit payments {59,550} {59;550) 0
Administrative expense (17,285) 17,285
Balance at 12/31/2018 53,193,825 $2,617,104 S 556,821

Pension Expense

For the year ended December 31, 2018, the actuarial
determined nonuniformed employees plan pension expense is
$167,466. However, the Borough recognizes pension expense on the
cash basis which totaled $62,3950.

Deferred Outflows and Deferred Inflows of Resources
At December 31, 2018, the Borough has deferred outflows of
resources and deferred inflows of resources related to the

nonuniformed employees pensions from the following sources at
December 31, 2018:
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BOROQUGH OF CATASAUQUA
NOTES TO THE FINANCIAIL STATEMENTS (Continued)
DECEMBER 31, 2018

NOTE 6 Defined Benefit Pension Plans (Continued)

Deferred Outflows and Deferred Inflows of Resources (Continued)

Deferred Deferred
Outflows of Inflows of
Resources Resources
Differences between expected and ] S
actual experience 0 (234,578)
Changes in assumption 60,188 0
Net difference between projected
and actual earnings on pension
plan investments 250,557 0
Total S 310,745 $(234,578)

Actuarially determined deferred outflows of resources and
deferred inflows of resources related to the pension plan will be
recognized in the pension expense as follows:

Year Ended December 31, 2019 S 64,235
2020 26,615

2021 13,639

el i) 41,320

2023 (21,779)

Thereafter (47,863)

Actuarial Assumptions

The total pension 1liability in the January 1, 2017,
actuarial valuations were determined using the following
actuarial assumptions, applied to all perieods included in the
measurement :

Actuarial cost method - Entry Age Normal

Investment return - 7.50% per annum
Salary increases - 5% compounded annually

Mortality rates were based on the RP-2000 Mortality Table
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BOROUGH QOF CATASAUQUA
NOTES TO THE FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 2018

NOTE 6 Defined Benefit Pension Plans (Continued)

Long-Term Expected Rate of Return

The long-term expected rate of return on the Uniformed
Employee pension plan and Nonuniformed employee pension plan
investment's were determined using an asset allcocation study
conducted by the Plans' investment management consultant in
December 2018 in which best estimate ranges of expected future
real rates of return (net of pension plan investment expense and
inflation) were developed for each major class. These ranges
were combined to produce the long-term expected rate of return by
weighting the expected future real rates of return by the target
asset allocation percentage and by adding expected inflation.
Best estimates of arithmetic real rates of return for each major
asset class included in both pension plan's target asset
allocation as of December 31, 2018, are summarized 1in the
following table:

Long-Term

Target Expected Real

Asset Class Allocation Rate cf Return
US Large Cap Growth 18.50% N/A*
US Large Cap Value 18.50% N/A*
US Small & Mid Cap Value 6.00% N/A*
US Small & Mid Cap Growth 2.00% N/Ax*
International Equity 14.00% N/A*
Emerging Markets Equity 1.00% N/Ax*
US Fixed Income 35.00% N/A*
Private Real Estate 5.00% N/A*
Cash 0.00% N/A*

Total 100.00% N/A*

* Not Available
Long Term Expected Rate of Return Including Inflation - 6.90%

The pension plans' policy in regard to the allocation of
invested assets is established and may be amended by the Pension
Board.

Both plan's investment policy establishes that the portfolio

may be invested in the above asset classes and with the target
allocation for each class.
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BOROUGH OF CATASAUQUA
NOTES TO THE FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 2018

Note 6 Defined Benefit Pension Plan (Continued)

Discount Rate

The discount rate used to measure the total pension
liability was 7.50%. The projection of cash flows used to
determine the discount rate assumed that plan member
contributions will be made at the current contribution rate and
that municipal contributions will be made at rates equal to the
difference between actuarially determined contribution rates and
the member rate. Based upon the Plan's current target investment
allocation and the associated 1long-term expected investment
returns for its asset classes, the Plan's long-term returns may
be less than its actuarial discount rate assumption used to
determine its pension liability. This may result in future
increased total and net pension liability. The actuary
recommends that the governing body explore the costs of lowering
the actuarial assumed investment rate of return going forward to
be more consistent with the Plan's anticipated investment

returns.

Net Pension Liability Sensitivity

The following is a sensitivity analysis of the net pension
liability to changes in the discount rate. The table below
presents the net pension liability calculated using the discount
rate of 7.50% as well as what the net pension liability would be
if it were calculated using a discount rate that is 1 percentage
point lower (6.50%) or 1 percentage point higher (8.50%) than the
current rate:

Net Pension Liability

Current
1% Decrease Discount Rate 1% Increase
6£.50% 7.50% 8.50%
Uniformed Employee S 2,141,104 S 1,642,484 S 1,221,812

Nonuniformed Employee § 908,712 S 556,821 5] 250,399
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BOROUGH OF CATASAUQUA
NOTES TO THE FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 2018

NOTE 7 Deferred Compensation Plan

The Borough offers its employees a deferred compensation
plan created in accordance with Internal Revenue Code Section
457. The plan, with optional participation available to all
Borough employees, permits them to defer a portion of their
salary until future years. The deferred compensation is not
available to employees until termination, retirement, death or
financial hardship. The Plan's assets are presented at fair
value and captioned as "cash and investments" with corresponding
liabilities captioned "deferred compensation payable".
Amendments to the laws governing Section 457 deferred
compensation plans substantially became effective January 1,
1997. The Borough approved plan amendments such that plan assets
are held in trust, with the Borough serving as trustee, for the
exclusive benefit of the plan participants and their
beneficiaries. The assets will not be diverted to any other

purpose.

NOTE 8 Compensated Absences

Accumulated unpaid vacation and sick pay benefits accrue
based on length of service and employment. There was no material
unused accrued vacation or sick pay benefits as of December 31,
2018. Also, 1in accordance with the provisions of Governmental
Accounting Standards Board, no liability is recorded for the
non-vested accumulated rights to receive vacation and sick pay
benefits.

NOTE 9 Litigation

Various claims and lawsuits are pending against the Borough.
Defenses are being conducted by counsel for the Borough or the
insurance carrier, and losses, i1if any, are not anticipated to
have a significant effect on the Borough's financial position.

NOTE 10 Contingencies

The Borough participates in a number of state and federally
assisted grant programs. These programs are subject to program
compliance audits by the grantors or their representatives. The
audits of these programs including the year ended December 31,
2018, have not yet been conducted. Accordingly, the Borough's,
compliance with applicable grant requirements will be established
at some future date. The amount, if any, of expenditures which
may be disallowed by the granting agencies cannot be determined
at this time although the Borough expects such amounts, if any,
to be immaterial.
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BOROUGH OF CATASAUQUA
NOTES TO THE FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 2018

NOTE 11 Deficit Fund Balances

The Community Development Fund of the Borough had a deficit
fund balance at December 31, 2018.

The GCeneral Fund's: General Government, Insurance,
Benefits, & Miscellaneous, and Capital Outlay budget categories
had expenditures in excess of appropriations for the year ended
December 31, 2018.

Note 12 Risk Management

Significant losses are covered by commercial insurance for
all major programs. There has been no significant reduction in
insurance coverage. Settlement amounts have not exceeded
insurance coverages for the current year or the three prior
years.

Note 13 Subsequent Events
Subsequent events have been evaluated through January 17,

2020, which was the date financial statements were available to
be isgsued.
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BOROUGH OF CATASAUQUA
SUPPLEMENTARY INFORMATION

SCHEDULE OF CHANGES IN NET PENSION LIABILITY

UNIFORMED PENSION PLAN

POLICE PENSION PLAN (UNIFORMED PLAN)

Last 10 Fiscal Years*

12/31/2014 12/31/2015 12/31/2016 12/31/2017 12/31/2018
Total Pension Liability
Service cost $ 67,775 h 85,189 $ 89,448 $ 95,388 $ 100,157
Interest 267,668 283,484 293,634 309,219 319,682
Differences between expected and actual experience - 7,217 - 44,750 =
Changes of assumptions - 88,718 - 12,650 -
Benefit payments, including refunds of member
contributions (238,199) (237,608) (237,608) (239,619) (300,117
Net change in total pension liability 97,244 227,000 145,474 222388 119,722
Total pension liability - beginning 3,620,228 3,717,472 3,944,472 4,089,946 4,312,334
Total pension liability - ending $ 3717472 $ 3,944,472 $ 4,089,946 $ 4,312,334 h) 4,432,056
Plan Fiduciary Net Position
Contributions - employer $ 66,341 $ 60,721 $ 68,367 $ 70,748 $ 98,073
Contributions - State Aid 55,070 65,598 87,382 87,244 91,635
Contributions - member 41,324 46,651 47,364 49,006 47,031
Net investment income 158,518 (17,081) 119,869 347,312 (137,150)
Benefit payments, including refunds of member
contributions (238,199) (237,608) (237,608) (239,619) (300,117)
Administrative expense (16,405) (20,360) (17,861) (21,295) (17,958)
Net change in plan fiduciary net position 66,649 (102,079) 67,513 293,396 (218,486)
Plan fiduciary net position - beginning 2,682,579 2,749,228 2,047,149 2,714,662 3,008,058
Plan fiduciary net position - ending $ 2,749,228 $ 2,647,149 $ 2,714,662 $ 3,008,058 $ 2,789,572
Municipality's net position liability $ 968,244 $ 1,297,323 $ 1,375,284 $ 1,304,276 3 1,642,484
Covered-employee payroll $ 438,276 b 504,874 $ 566,098 $ 593,222 $ 632,440
Net pension liability as a percentage of its covered
employee payroll 220.9% 257.0% 242.9% 219.9% 259.7%
Plan fiduciary net position as a percentage of the
total pension liability 74.0% 67.1% 66.4% 69.8% 62.9%

Notes to schedules:

Assumption Changes - In 2015, the mortality assumption was changed from the RP-2000 Table to the RP-2000 Table projected to
2015 using Scale AA. In 2017, the mortality assumption was changed from the RP-2000 Table projected to 2015 to the RP-2000

Table projected to 2017 using Scale AA.

*

This schedule will be presented on a prospective basis,
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BOROUGH OF CATASAUQUA
SUPPLEMENTARY INFORMATION
SCHEDULE OF CHANGES IN NET PENSION LIABILITY
NONUNIFORMED PENSION PLAN

EMPLOYEES PENSION PLAN (NONUNIFORMED PLAN)
Last 10 Fiscal Years*

12/31/2014 12/31/2015 12/31/2016 12/31/2017 12/31/2018

Total Pension Liability

Service cost $ 71,349 S 59,361 $ 62,329 $ 64,722 $ 67,958

Interest 174,074 185,904 202,664 206,444 223,514

Differences between expected and actual experience - (153,033) - (196,145) -

Changes of assumptions L 95,440 - 13,196 -

Benefit payments, including refunds of member

contributions (20,707) (15,496) (34,042) (34,042) (59,550)
Net change in total pension liability 224,716 172,176 230,951 54,175 231,922
Total pension liability - beginning 2,259,985 2,484,701 2,656,877 2,887,828 2,942,003
Total pension liability - ending 3 2,484,701 $ 2,656,877 $ 2,887,828 $ 2,942,003 ) 3,173,925
Plan Fiduciary Net Position

Contributions - employer $ - 8 - % - 8 - 3 -

Contributions - State Aid 68,856 63,790 65,731 64,168 62,950

Contributions - member - - - - -

Net investment income 130,748 (15,802) 107,761 320,074 (132,015

Benefit payments, including refunds of member

contributions (20,707) (15,496) (34,042) (34,042) (59,550)

Administrative expense (14,043) (20,326) (17,464) (20,509) (17,285)
Net change in plan fiduciary net position 164,854 12,166 121,986 329,691 (145,500)
Plan fiduciary net position - beginning 2,134,307 2,299,161 2,311,327 2,433,313 2,763,004
Plan fiduciary net position - ending $ 2,299,161 $ 2,311,327 $ 2,433,313 3 2,763,004 $ 2,617,104
Municipality's net position liability $ 185,540 $ 345,550 3 454,515 $ 178,999 $ 556,821
Covered-employee payroll $ 899,946 b 833,294 $ 907,350 $ 884,408 $ 920,000
Net pension liability as a percentage of its covered

employee payroll 20.6% 41.5% 50.1% 20.2% 60.5%
Plan fiduciary net position as a percentage of the

total pension liability 92.5% 87.0% 84.3% 93.9% 82.5%

Notes to schedules:

Assumption Changes - In 2013, the mortality assumption was changed from the RP-2000 Table to the RP-2000 Table projected to
2015 using Scale AA. In 2017, the mortality assumption was changed from the RP-2000 Table projected to 2015 to the RP-2000
Table projected to 2017 using Scale AA.

*  This schedule will be presented on a prospective basis.
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BOROUGH OF CATASAUQUA
SUPPLEMENTARY INFORMATION
SCHEDULE OF EMPLOYER CONTRIBUTIONS
DEFINED BENEFIT PENSION PLANS

POLICE PENSION PLAN (UNIFORMED PLAN)

Last 10 Fiscal Years*

12/31/2014 12/31/2015 12/31/2016 12/31/2017 12/31/2018
Actuarially determined contribution 121,411 126,319 155,749 157,992 189,708
Contributions made (121.411) (126,319) (155,749) (157,992) (189,708)
Contribution deficiency (excess) - = . = y
Covered-employee payroll 438,276 504,874 566,098 593,222 632,440
Contributions as a percentage of
covered-employee payroll 27.70% 25.02% 27.51% 26.63% 30.00%

EMPLOYEES PENSION PLAN (NONUNIFORMED PLAN)
Last 10 Fiscal Years*

12/31/2014 12/31/2015 12/31/2016 12/31/2017 12/31/2018
Actuarially determined contribution 68,856 63,790 65,731 64,168 62,950
Contributions made (68,856) (63,790) (65,731) (64,168) (62,950)
Contribution deficiency (excess) - - - - -
Covered-employee payroll 899,946 833,294 907,350 884,408 920,000
Contributions as a percentage of
covered-employee payroll 7.65% 7.66% 7.24% 7.26% 6.84%

* This schedule will be presented on a prospective basis.
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BOROUGH OF CATASAUQUA
SUPPLEMENTARY INFORMATION
NOTES TO THE SUPPLEMENTARY INFORMATION
DEFINED BENEFIT PENSION PLANS

The information presented in the supplementary schedules was
determined as part of the actuarial valuations at the dates
indicated. Additional information as of the latest actuarial

valuation follows.

Uniformed Nonuniformed
Plan Plan
Actuarial Valuation Date: 1/1/17 1/1/17
Actuarial cost method: Entry age Entry age

Amortization methed:

Remaining amortization
period:

Agsget wvaluation method:

Level Dollar

11 Years

Asset Smoothing
per Section

Level Dollar

N/A

Asset Smoothing
per Section

210 (a) of Act 44 210 (a) of Act 44
Actuarial assumptions:
Inflation 2.25% 2.25%
Projected salary increases 5.00% 5.00%
Investment rate of return 7.50% 7.50%
Cost of living adjustments 3.00% N/A
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FRANCE, ANDERSON, BASILE and COMPANY, P.C.
CERTIFIED PUBLIC ACCOUNTANTS

903 Chestnut Street 610-967-1200 Phone
Emmaus, Pennsylvania 18049 610-966-6669 Fax
www.fabandco.com

INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL
OVER FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER
MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Borough Council
Borough of Catasauqua, Pennsylvania

We have audited, in accordance with the auditing standards
generally accepted in the United States of America and the
standards applicable to financial audits contained in Government
Auditing Standards issued by the Comptroller General of the
United States, the cash basis financial statements of the
governmental activities, the business-type activities, each major
fund, and the aggregate remaining fund information of the Borough

of Catasauqua, Pennsylvania, as of and for the year ended
December 31, 2018, and the related notes to the financial
statements, which collectively comprise the Borough of

Catasauqua, Pennsylvania's, basic financial statements and have
igsued our report thereon dated January 17, 2020.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the
Borough of Catasauqua, Pennsylvania's internal control over
financial reporting (internal control) to determine the audit
procedures that are appropriate in the circumstances for the
purpose of expressing our opinions on the financial statements,
but not for the purpose of expressing an opinion on the
effectiveness of the Borough of Catasauqua, Pennsylvania's
internal control. Accordingly, we do not express an opinicn on
the effectiveness of the Borough of Catasauqua, Pennsylvania's
internal control.

A deficiency in internal control exists when the design or
operation of a control does not allow management or employees, in
the normal course of performing their assigned functions, to
prevent, or detect and correct, misstatements on a timely basis.
A material weakness 1s a deficiency, or a combination of
deficienciesg, in internal control such that there is a reasonable
possibility that a material misstatement of the Borough's
financial statements will not be prevented, or detected and

corrected on a timely basis. A sgignificant deficiency is a
deficiency, or a combination of deficiencies, in internal control
that 1s less severe than a material weakness, vyet important

enough to merit attention by those charged with governance.
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our consideration of internal control reporting was for the
limited purpose described in the first paragraph of this section
and was not designed to identify all deficiencies in internal
control that might be material weaknesses OT gignificant
deficiencies and therefore, material weaknesses or significant
deficiences may exist that were not identified. Given these
limitations, during our audit we did not identify any
deficiencies in internal control that we consider to be material
weaknesses. However, material weaknesses may exist that have not
been identified. We did identify certain deficiencies in
internal control, described in the accompanying schedule of
findings and questioned costs that we consider to be significant
deficiencies, finding reference number 2018-1.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the

Borough of Catasauqua, Pennsylvania's, financial statements are
free of material misstatement, we performed tests of its
compliance with certain provisions of laws, regulations,

contracts, and grant agreements, noncompliance with which could
have a direct and material effect on the determination of

financial statement amounts. However, providing an opinion on
compliance with those provisions was not an objective of our
audit, and accordingly, we do not express such an opinion. The

results of our tests disclosed instances of noncompliance or
other matters that is required to be reported under Government
Auditing Standards and which is described in the accompanying
schedule of findings and questioned costs as item 2018-1.

Borough of Catasaugqua, Pennsylvania's Reponse to Findings

Borough of Catasauqua, Pennsylvania's response to the
finding identified in our audit is described in the accompanying
schedule of findings and gquestioned costs. Borough of
Catasauqua, Pennsylvania's response ws not subjected to the
auditing procedures applied in the audit of the financial
statements and, accordingly, we express no opinion on it.

Purpose of this Report

The purpose of this report is solely to describe the scope
of our testing of internal control and compliance and the results
of that testing, and not to provide an opinion on the
effectiveness of the Borough's internal control or on compliance.
This report is an integral part of an audit performed in
accordance with CGovernment Auditing Standards in considering the
Borough's internal control and compliance. Accordingly, this
communication is not suitable for any other purpose.
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January 17, 2020
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BOROUGH OF CATASAUQUA
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED DECEMBER 31, 2018

FINDINGS

SIGNIFICANT DEFICIENCIES

Finding No. 2018-1: Segregation of Duties

Condition: Due to the size of the office staff of the Borough,
there lacks enough personnel to provide for proper segregation of
accounting functions.

Criteria: Internal controls should be in place that provide for
proper segregation of accounting functions. See additional
communication.

Effect: Because of the inadeguate segregation of accounting

duties the possibility arises that there is more than a remote
likelihood that a mistatement of the Borough's financial
statements that 1s more than inconsequential will not be
prevented or detected by the Borough's internal control.

Recommendation: We understand it 1ig impractical to have an
accounting staff large enough to provide for proper segregation
of all duties and the additional cost of adding staff does not
justify the Dbenefits that would be provided. However, the
Borough Manager and Borough Council need to monitor the
accounting of the Borough and remain involved in the functions of
the office to provide additional safeguards.

Views of Reponsible Officials and Planned Corrective Actions:
The Borough Council agree with the findings and the auditors'
recommendation has been adopted.

QUESTIONED COSTS

None
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