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Management’s Discussion and Analysis
For the Year Ended December 31, 2006

Management’s Discussion and Analysis (MD&A) offers readers of the Borough of
Kutztown’s financial statements this narrative overview and analysis of the financial
activities of the Borough for the fiscal year ended December 31, 2006. Please read this
MD&A in conjunction with the Borough’s financial statements, summary of significant
accounting policies (SSAP) and notes to the financial statements.

The Financial Highlights

e The assets of the Borough of Kutztown exceeded its liabilities as of December 31,
2006 by $29,679,170 (net assets). Of this amount, $4,508,491 is cash or cash
equivalents, and may be used to meet the government’s ongoing obligations to
citizens and creditors.

* Asof December 31, 2006, the Borough of Kutztown’s governmental funds reported
an ending fund balance of $5,344,991. This total includes $147,235 of special
revenue for which use is restricted by tax ordinance or funding source.

* As of December 31, 2006, the Borough of Kutztown’s proprietary funds reported an
ending fund balance of $24,334,179. This total is available for use at the
government’s discretion.

* As of December 31, 2006, the Borough of Kutztown’s fiduciary funds reported an
ending fund balance of $2,676,199. This total is available for spending only on the
specific fiduciary responsibility.

* The Borough did not receive the budgeted grant funds totaling $632,000 for the
Pedestrian-Friendly Streetlight project. This funding will be rolled over to the 2007
budget with the project expected to be completed next year.

* During the year, the Borough issued $2,535,000 of General Obligation Bonds (GOB)
taking advantage of lower market interest rates. Proceeds of the issue were used to
refund remaining outstanding portions of higher interest rate Bonds issued in 2001
and 2002.
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Overview of the Financial Statement

This discussion and analysis is intended to serve as an introduction to the Borough of
Kutztown’s basic financial statements. The Borough of Kutztown’s basic financial
statements are comprised of three components: (1) government-wide financial statements,
(2) fund financial statements and (3) notes to the financial statements. This report also
contains other supplementary information in addition to the basic financial statements
themselves.

Government-Wide Financial Statements:
The government-wide financial statements are designed to provide readers with a broad
overview of the Borough of Kutztown’s finances.

The statement of net assets presents information on all of the Borough of Kutztown’s
assets and liabilities with the difference between the two reported as net assets. Over
time, increases or decreases in net assets may serve as a useful indicator of whether the
financial position of the Borough is improving or deteriorating.

The statement of activities presents information showing how the government’s net assets
changed during the most recent fiscal year. All changes in net assets are reported using
the accrual basis of accounting, regardless of the timing of related cash flows. Thus,
revenues and expenses are reported in this statement of some items that will only result in
cash flows in future fiscal periods (e.g. uncollected taxes and unpaid vendor invoices for
goods and services provided before December 31, 2006).

Both of the government-wide financial statements distinguish functions of the Borough
of Kutztown that are primarily supported by taxes and intergovernmental revenues
(governmental activities) from other functions that are intended to recover all or a
significant portion of their costs through user fees and charges (business-type activities).
The governmental activities of the Borough included general government, public safety,
community development, public works, emergency management and recreation. Refuse
and recycling collection, water distribution, electric distribution, wastewater collection
and telecommunications distribution are the business-type activities of the Borough.

The government-wide financial statements can be found on pages 12, 13 and 14 of this
report.

Fund Financial Statements:

A fund is a grouping of related accounts that is used to maintain control over resources
that have been segregated for specific activities or objectives. The Borough of Kutztown,
like other state and local governments, uses fund accounting to ensure and demonstrate
compliance with finance-related legal requirements. All of the funds of the Borough of
Kutztown are governmental, proprietary and fiduciary type funds.
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Governmental Funds:

Governmental funds are used to account for essentially the same functions reported as
governmental activities in the government-wide financial statements. However, unlike
the government-wide financial statements, governmental fund statements focus on near-
term inflows and outflows of spendable resources, as well as on balance of spendable
resources available at the end of the fiscal year. Such information may be useful in
evaluating a government’s near-term financing requirements.

Because the focus of governmental funds is narrower than that of the government-wide
financial statements, it is useful to compare the information presented for governmental
funds with similar information presented for governmental activities in the government-
wide financial statements. By doing so, readers may better understand the long-term
impact of the government’s near-term financing decisions. Both the governmental fund
balance sheet and the governmental fund statement of revenues, expenditures, and
changes in fund balances provide a reconciliation to facilitate this comparison between
governmental funds and governmental activities.

The Borough of Kutztown maintains six individual governmental funds (general, fire
protection tax, recreation tax, road tax, highway aid and unemployment compensation).
Information is presented separately in the governmental fund balance sheet and in the
governmental fund statement of revenues, expenditures and changes in fund balance for
the general fund and the special revenue fund. Only the general fund is considered a
major fund. Data from the other governmental funds are combined into a single
aggregated presentation.

The Borough of Kutztown adopts an annual appropriated budget for its general fund as
well as its other governmental funds. A budgetary comparison statement has been
provided for the general fund on page 42 to demonstrate compliance with this budget.

The basic governmental fund financial statements can be found on pages 15 and 16 of
this report.

Proprietary Funds:

The Borough of Kutztown maintains six proprietary funds. Proprietary funds are used to
report the same functions presented as business-type activities in the government-wide
financial statements. The Borough of Kutztown uses proprietary funds to account for its
refuse/recycling, water, electric, wastewater and telecommunications activities.

Propriety funds provide the same type of information as the government-wide financial
statements, only in more detail. The propriety fund financial statements provide separate
information for each of the business-type funds because they are major funds of the
Borough of Kutztown.

The propriety fund financial statements can be found on pages 17-21 of this report.
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Budget comparisons for proprietary funds are on pages 43-45.

Fiduciary Funds:

The Borough of Kutztown maintains one fiduciary fund to account and report resources
held for the defined benefit retirement plan of members of the Kutztown Police.

Fiduciary funds are not reflected in the government-wide financial statements because the
resources of these funds are not available to support the Borough’s own programs.

The fiduciary fund financial statements are on pages 22 and 23.

Government-Wide Financial Analysis:

As noted earlier, net assets may serve, over time, as a useful indicator of the
government’s financial position. In the case of the Borough of Kutztown, assets exceeded
liabilities by $29,679,170 at the close of 2006.

Infrastructure assets of the governmental activities are included within this report. The
general capital asset (e.g. land, buildings, machinery, infrastructure and equipment) of the
governmental activities of the Borough of Kutztown, less outstanding debt, equals
$23,929,268. The majority of the outstanding debt of the governmental activities funds
was incurred for infrastructure.

The largest portion of the Borough of Kutztown’s net assets (80.6 percent) reflects its
investments in capital assets (e.g. land, buildings, building improvements, machinery and
equipment), less any related outstanding debt used to acquire those assets. The Borough
of Kutztown uses these capital assets to provide services to citizens.

Borough of Kutztown’s Net Assets 200
Current and Other Assets $ 6,915,943
Capital Asset $ 37.539.268
Total Assets $ 44,455,211
Current Liabilities $ 1,166,041
Long-Term Debt $13.610.000
Total Liabilities $ 14,776,041
Invested in Capital Assets, Net of Debt $ 23,929,268
Restricted by Tax Ordinance or Funding Source ~ § 147,235
Reserved for Capital Projects and Reserves $ 2,607,481
Unrestricted $ 2,995,186
Total Net Assets $29.679.170

At the end of the current fiscal year, the Borough of Kutztown is able to report positive
balances in all categories of net assets, both for the government as a whole, as well as for
its separate governmental and business-type activities.
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Borough of Kutztown Changes in Net Assets

Shown below is a summary comparing revenues and expenses for the current fiscal year,
which is a symmary of information identified by the statement of activities on pages 13

and 14.
Program Revenues
Charges for Services
Grants and Contributions
General Revenues
Transfers in (out)
Total Revenues
Expenditures
General Government
Public Safety
Highways and Streets
Culture and Recreation
Contributions
Debt Service
Capital Outlay
Utility Services
Total Expenditures

Change in Net Assets

Restatement of beginning balance
for GASB34 adoption

Net assets, beginning of year

Net assets, end of year

$ 390,366 $ 11416813 $ 11,952,797
$ 213,029 $ 81352 $ 294 381
$ 1,693,114 $ - $ 1693114
$ 961,352 $  (961352) $ -

$ 3,257,861 $ 10,536813 $ 13,940,292
$ 421,233 3 - 3 421233
$ 1,727,140 $ - $ 1,727,140
$ 482912 $ - 3 482912
$ 433,143 $ - 3 433,143
3 47,890 $ - 3 47 890
$ 103,464 $ - 3 103,464
3 - 3 - 3 -

3 - $ 10,816,968 $ 11,186,968
$ 3,215,782 $ (280,155) $ 14,402,750
3 42,079 $  (504537) $ (238,076)
$ 5,007,392 $ 20671426 $ 25678818
$ 295520 $ 3,942908 $ 4238428
$ 5,344,991 $ 24334179 $ 29,679,170
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Borough of Kutztown Activities

Entity-wide total net revenues were $13,940,292 million for the year ended December 31,
2006. Net transfers of funds from Business-Type activities accounted for 29.5% of total

Government Revenue.

Telecom Fund
7% General Fund

19%

Refuse &
/— Recycling Fynd
5%

Sewer Fundj-
14%

Water Fund
13%

Electric Fund
42%

Revenue for all major funds

Financial Analysis of the Government’s Funds:

Telecom Fund General Fund
7%\ 19%
Sewer Fund '
11% 4

Refuse &
~ Recycling Fund
6%

Water Fund
12%

Electric Fund
45%

Expense for all major funds

As noted earlier, the Borough of Kutztown uses fund accounting to ensure and
demonstrate compliance with finance-related legal requirements.

Governmental Funds

The focus of the Borough of Kutztown’s governmental funds is to provide information on
near-term inflows, outflows and balances of spendable resources. Such information is
useful in assessing the Borough of Kutztown’s financing requirements. In particular,
unreserved fund balance may serve as a useful measure of a government’s net resources

available for spending at the end of the fiscal year.

As of December 31, 2006, the Borough of Kutztown’s governmental funds reported
combined ending balances of $214,262. The general fund is the chief operating fund of
the Borough of Kutztown. As of December 31, 2006, the total fund balance of the general
fund was $62,027, all of which was unrestricted. This unrestricted fund balance
represents approximately 1.9% of the total general fund expenditures.

Proprietary Fund

The Borough of Kutztown’s proprietary fund provides the same type of information
found in the government-wide financial statements, but in more detail.
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As of December 31, 2006, the Borough of Kutztown’s proprietary funds reported
consolidated reserved and unrestricted balances of $5,540,640. Of this total amount,
$2,607, 481 is reserved for capital and special projects and $2,933,159 is unrestricted.
The unrestricted fund balance represents 26.7% of total business-type expenditures.

Capital Asset and Debt Administration

Capital Assets

The Borough of Kutztown’s investments in capital assets for its governmental and
business-type activities, as of December 31, 2006, amounts to $37,539,268 net of
accumulated depreciation. This investment in capital assets included land, buildings,
improvements, park facilities, utility systems, vehicles and equipment. The total decrease
in the investment in capital assets for the current fiscal year was $568,012 net of
depreciation or a 1.5% decrease. The Borough implemented Governmental Accounting
Standards Board (GASB) Statement No. 34 for the year ended December 31, 2006.

Borough of Kutztown Capital Assets
{ Net of Depreciation )

Governmental Business-Type
Activities Activities Total
Land $ 1,170,478 $ 1,292,121 $ 2,462,599
Buildings $ 1,018,188 $ 1,332,825 $ 2,351,013
improvements other than Buildings $ 4,551,134 $ 199,853 $ 4,750,987
Machinery and Equipment $ 380,929 $ 27,593,737 $ 27,974,666
Total $ 7,120,729 $ 30,418,536 $ 37,539,265

Major capital asset additions that occurred during the year included the following:
¢ Road improvements and curb and sidewalk construction: $194,474

Vebhicle Purchases: $442,117
Utility Construction: $261,225
Other Assets: $29,076

Long-Term Debt

At the end of the current fiscal year, the Borough of Kutztown had total general
obligation debt outstanding of $13,610,000 entirely backed by the full faith and credit of

the government.
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Borough of Kutztown Capital Assets
Outstanding Long-Term Debt

4 Governmental Business-Type
Activities Activities Total
Long Term Debt $ 1,985,000 $ 11,625,000 $ 13,610,000

Other long-term obligations include accrued vacation and sick leave.

Budget Comparison

General Fund Budget Highlights:

Annual revenues were lower than budgetary estimates by 19.3%; however, expenses
were below budgetary estimates by 17.2%, resulting in a net $77,813 unfavorable
variance for the year.

The Street Lighting Grant Revenues and corresponding Capital Expenditures deferred
into 2007 represent 16.0% and 15.8%, respectively, of the variances above.
Additionally, portions of the net variance are attributable to Land and Subdivision
expenditures which will be billed to developers in 2007.

Proprietary Fund Budget Highlights:

. Refuse and Recycling Fund — Revenues and Expenditures were 2.0% and 7.8%
above budget, respectively. The net unfavorable variance of $59,704 primarily
results from larger than budgeted capital and operating costs.

. Water Fund — Revenues were 5.3% above budget and Expenditures were 4.1%
below budget. The net favorable variance of $203,647 resulted primarily from
higher sales and lower capital expenditures than budget.

. Electric Fund — Revenues and Expenditures were 6.8% and 5.9% under budget,
respectively. The net unfavorable variance of $44,916 results from lower sales
and cost of sales of electricity and above budget capital expenditures.

. Sewer Fund — Revenues were 6.6% above budget and Expenditures were 6.5%
below budget. The net favorable variance of $281,985 results from higher sales
and lower than budget operating and capital costs.

° Telecommunications Fund — Revenues were 7.5% above budget and Expenditures

were 2.3% below budget. The net favorable variance of $116,486 results from
above budget telemetering and telephone revenues.
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Economic Factors and Next Year’s Budget and Rates

In 2005, the Borough signed an electrical supply contract with AMP-Ohio, a non-profit
wholesale power supplier, to 121 member municipal electric systems in four states. This
contract was intended to provide supply and price stability within deregulated state
electric markets. The success of the Borough’s efforts to control electricity costs in
unpredictable energy and electric markets will directly affect Electric Fund margins and
its ability to continue to provide financial support to the General Fund.

Pennsylvania state law restricts municipal investments to certain governmental and
financial institution debt instruments. Such investments are directly affected by market
interest rate fluctuations, both long and short term.

In 2007, the Borough will negotiate a new contract with its uniformed employees.

The Borough’s primary vendor for telecommunications equipment has been purchased by
another company, and the new vendor is phasing out the platform that the Borough’s
telecommunications utility utilizes to deliver services to its customer. The Borough
projects that a capital investment will be required to upgrade its telecommunications
capital equipment to the vendor’s new platform.

Requests for Information

This financial report is designed to provide citizens, taxpayers, customers, investors and
creditors with a general overview of the Borough’s finances and to show the Borough’s
accountability for the money it receives. If you have questions about this report or need
additional financial information, contact the Borough Finance Director at:

Borough of Kutztown
45 Railroad Street
Kutztown, PA 19530
610-683-6131

General information relating to the Borough of Kutztown, Pennsylvania, can be found at
the Borough’s Web site www.kutztownboro.org.
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INDEPENDENT AUDITOR’'S REPORT

To the Council of
Kutztown Borough
Kutztown, PA 19530

We have audited the accompanying financial statements of the government
activities, business-type activities, the discretely presented component unit, each
major fund and the aggregate remaining fund information of Kutztown Borough
as of and for the year ended December 31, 2006, which collectively comprise the
basic financial statements of the Borough of Kutztown. These financial
statements are the responsibility of Borough’s management. Our responsibility is
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. 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 opinions.

In our opinion, the financial statements referred to above present fairly, in all
material respects, the respective financial position of the government activities,
business-type activities, the discretely presented component unit, each major
fund and the aggregate remaining fund information of Kutztown Borough, as of
December 31, 2006 and the respective changes in financial position and cash
flows, for the year then ended in conformity with accounting principles generally
accepted in the United States of America.
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The management’s discussion and analysis on pages 1 through 8 and budgetary comparison”
information on pages 41 through 44 are not a required part of the basic financial statements
but are supplementary information required by accounting principles generally accepted in the
United States of America. We have applied certain limited procedures, which consisted
principally of inquiries of management regarding the methods of measurement and presentation
of the required supplementary information. However, we did not audit the information and
express no opinion on it.

Long, Barrell & Co., Ltd.
Certified Public Accountants
Reading, Pennsylvania

November 15, 2007
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Kutztown Borough
Staternent of Net Assets
December 31, 2006

ASSETS
RS
Cash and cash equivalents
Accounts receivable
Inventory
Prepaid expenses
Due from other funds
Loan receivable KMA
Capital assets, net of accumulated
depreciation
Unamortized bond costs
Total Assets

LIABILITIES
Longterm debt
Accounts payable
Accrued expenses
Customer deposits
Deferred revenues
Due to other funds

Total Liabilities

NET ASSETS

Invested in capital assets net of debt
Restricted by tax ordinance or funding source
Reserved for capital projects and reserves
Unrestricted

Total net assets

Cormponent

Primary Government Units
Business
Government Type

Activities Funds Total Authorities
$ 419,241 $ 4,089,250 $ 4,508,491 $ 192,309
15,060 1,651,577 1,666,637 196,013
- 304,265 304,265 -
40,358 46,378 86,736 -
- 314 314 -

- 205,000 205,000
7,120,729 30,418,539 37,539,268 414,885

16,500 128,000 144,500
$ 7,611,888 $ 36,843,323 $ 44,455,211 $ 803,207
$ 1,985,000 $ 11,625,000 $ 13,610,000 $ 205,000
65,616 460,927 526,543 253,495
215,967 346,414 562,381 -
- 23,349 23,349 -
- 53,454 53,454 -
314 - 314 -
2,266,897 12,509,144 14,776,041 458,495
5,135,729 18,793,539 23,929,268 209,885
147,235 - 147,235 -
- 2,607,481 2,607,481 211,919
62,027 2,933,159 2,995,186 (77,092)
$ 5,344,991 $ 24,334,179 $ 29,679,170 $ 344,712

The accompanying notes are an integral part of this statement.
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Kutztown Borough
Balance Sheet
Government Funds
December 31, 2006

A Special Other
General Revenue Funds Total
ASSETS
Cash and cash equivalents $ 271,989 $ 70,117 $ 77135 $ 419,241
Accounts receivable 15,060 - - 15,060
Prepaid expenses 40,358 - - 40,358
Due from other funds - - - -
Unamortized bond issuance costs 16,500 - - 16,500
Total Assets $ 343907 % 70,117 $ 77,135 $ 491,159
LIABILITIES
Accounts payables 60,599 17 - 60,616
Accrued expenses 215,967 - 215,967
Due to other funds 314 - 314
Total Liabilities 276,880 17 - 276,897
FUND BALANCES
Restricted by tax ordinance or funding source - 70,100 77,135 147,235
Unrestricted 67,027 - - 67,027
Total Fund Balances $ 67027 $ 70,100 $ 77,135 $ 214,262
Reconciliatio Vv ntwid N :
Total Fund Balances above $ 67,027 $ 70,100 $ 77,135 $ 214,262
Net book value of fixed assets 7,120,729 - - 7,120,729
Longterm debt (1,990,000) - - (1,990,000)
Net Assets of Government Activities as reported :
on the Statement of Net Assets $ 5,197,756 $ 70,100 $ 77,135 $ 5,344,991

The accompanying notes are an integral part of this statement.

15



Kutztown Borough
Statement of Revenues, Expenditures and Changes in Net Assets
Government Funds
December 31, 2006

Special Other
General Revenue Funds Totals
RECEIPTS
Taxes:
Real estate taxes $ 50,491 $ 164,435 $ - $ 214,926
Transfer taxes 93,120 - - 93,120
Earned income taxes 328,800 - - 328,800
Other taxes 172,213 - - 172,213
Licenses & permits 97,053 - - 97,053
Intergovernmental funds 291,720 93,809 - 385,529
Charges for services 330,802 - - 330,802
Fines and penalties 147,263 - - 147,263
Rents 434,550 - - 434,550
Interest 9,536 9,092 - 18,628
Contributions 5,588 - - 5,588
Miscellaneous income 126,047 - 23,343 149,390
Total revenues 2,087,183 267,336 23,343 2,377,862
DISBURSEMENTS
Salaries & wages 1,256,817 5,600 - 1,262,417
Employee benefits 496,650 - 8,209 504,859
Advertising/Public relations 26,268 - - 26,268
Contracted services 257,490 - - 257,490
Supplies 107,554 - - 107,554
Repairs & maintenance 40,811 - - 40,811
Insurance 96,320 - - 96,320
Rentals 97,168 - - 97,168
Utilities 115,113 - - 115,113
Communication 63,538 - - 63,538
Contributions 47,231 - - 47,231
Misc expenditures 168,751 - - 168,751
Debt service: - - -
Principal 110,000 - - 110,000
Interest 103,464 - - 103,464
Capital outlay: - -
Highways and streets 95,000 - 95,000
Other 219,053 - - 219,053
Total expenditures 3,206,228 100,600 8,209 3,315,037
Excess (deficiency) of revenues
over (under) expenditures (1,119,045) 166,736 15,134 (937,175)
Transfers in 1,110,800 - - 1,110,800
Transfers out (100,800) (130,000) - (230,800)
Total other financing sources 1,010,000 (130,000) - 880,000
Net change in fund balances (109,045) 36,736 15,134 (57,175)
Net assets - beginning 200,155 33,364 62,001 295,520
Restatement of beginning balance
for GASB 34 adoption (24,083) - - (24,083)
Net assets - ending $ 67,027 $ 70,100 $ 77,135 $ 214,262

Net change in fund balances above $  (109,045) $ 36,736 $ 15134 $ (57,175)

Debt service principal 110,000 - - 110,000
Assets capitalized 218,081 95,000 - 313,081
Depreciation (323,826) - - (323,826)

Net change in fund balances of
Government Activities as reported
on the Statement of Activities $  (104,790) $ 131,736 $ 15,134 $ 42,080

The accompanying notes are an integral part of this statement.
16
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" Kutztown Borough
Balance Sheet - Cash Basis
Fiduciary Funds
December 31, 2006

\ Police
Pension
ASSETS
Cash and cash equivalents $ -
Investments, at fair value 2,676,199
Total Assets $ 2,676,199
NET ASSETS
Held in trust for pension benefits and
other uses $ 2,676,199
Total net assets $ 2,676,199

The accompanying notes are an integral part of this statement.
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Kutztown Borough
Statement of Revenues, Expenditures and Changes in Fund Balances
Fiduciary Funds
December 31, 2006

Police
Pension
CASH RECEIPTS
Contributions:
Employer $ -
Employee -
State aid 71,714
71,714
investment earnings:
Interest and dividends 83,304
Realized gains (losses) 111,085
Increase (decrease) in fair value of investments 98,158
292,547
Less investment expenses 31,852
Net investment earnings 260,695
Total cash receipts 332,409
CASH DISBURSEMENTS
Benefits paid 30,148
Administrative costs 152
Capital expenditures -
Total cash disbursements 30,300
Increase (decrease) in net assets 302,109
Net assets- beginning 2,374,090
Net assets - end $ 2,676,199

The accompanying notes are an integral part of this statement.
23



KUTZTOWN BOROUGH
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006

Note 1: Summary of significant accounting policies

. The basic financial statements of the Kutztown Borough (Pennsylvania), have

" been prepared in conformity with accounting principals generally accepted in the
United States of America (GAAP) as applied to government units. The
Government Accounting Standards Board (GASB) is the accepted standard
setting body for establishing government accounting standards and financial
reporting principles. The significant accounting principles and policies utilized by
the Borough are described below:

A. Reporting Entity

Kutztown Borough is located in Berks County, PA. The Borough operates as a
council/manager form of government under the Borough Code of the
Commonwealth of Pennsylvania. The accompanying financial statements present
the government and certain component units, entities for which the government
is considered to be financially accountable. In evaluating the Borough (the
primary government) as a reporting entity, all potential component units that
may or may not fall within the financial accountability of the form of government
have been addressed. Financial accountability is present if the Borough appoints
a voting majority of a component unit's governing body and has the ability to
impose its will on the organization or if there is a potential for the organization to
provide specific financial benefits to, or impose specific financial burdens on, the
form of government. The Kutztown Municipal Authority and the Kutztown
Transportation Authority (component units) are combined and reported in a
separate column in the government-wide financial statements (see note below
for description) to emphasize that it is legally separate from the government.

Discretely presented component units. The Kutztown Municipal Authority
and the Kutztown Transportation Authority are component units of the Borough
of Kutztown since the Borough has the responsibility for funding the Authorities’
funding deficits and appoints members of the Authority’s governing board .

Complete financial statements for the Kutztown Municipal Authority and
the Kutztown Transportation Authority may be obtained at the entity’s
administrative offices of the Borough.

B. Government-wide and fund financial statements

The government-wide financial statements (i.e., the statement of net assets and
the statement of activities) report information on all of the nonfiduciary activities
of the primary government and its component units. 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.
Likewise, the primary government is reported separately from certain legally
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KUTZTOWN BOROQUGH
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006

separate component units for which the primary government is financially
accountable.

4

The statement of activities demonstrates the degree to which the direct
expenses of a given function or segment are offset by program revenues. Dijrect
expenses are those that are clearly identifiable with a specific function or
segment. Program revenuesinclude: 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 requirements 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 and
major individual enterprise funds are reported as separate columns in the fund
financial statements.

The borough reports the following major government funds:
GENERAL FUND

The general fund is the primary operating fund. It accounts for all financial
resources of the general government, except those required to be accounted for
in another fund.

UTILITY FUNDS

The refuse, water, electric, sewer and telecommunications funds separately
report the accounts for the operation, construction and financing of the individual
utilities.

C. Measurement focus, basis of accounting, and financial statement
presentation

The government-wide financial statements are reported using the economic
resources measurement focus and the accrual basis of accounting, as are the
proprietary fund and fiduciary fund financial statements. Revenues are recorded
when earned and expenses are recorded when a liability is incurred, regardless
of the timing of related cash flows. Property taxes are recognized as revenues in
the year for which they are levied. Grants and similar items are recognized as
revenue as soon as all eligibility requirements imposed by the provider have
been met.
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KUTZTOWN BOROUGH
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006

As a general rule the effect of interfund activity has been eliminated from the
government-wide financial statements. Exceptions to this general rule are
payments-in-lieu of taxes and other charges between the government’s business

* type functions and various other business type and general government
functions. Elimination of these charges would distort the direct costs and
program revenues reported for the various functions concerned.

Government fund financial statements are reported using the current financial
resources measurement focus and the modified accrual basis of accounting.
Revenues are recognized as soon as they are both measurable and available.
Revenues are considered to be available when they are collectible within the
current period or soon enough thereafter to pay liabilities of the current period.
For this purpose, the Borough considers revenue to be available if they are
collected within 60 days of the end of the current period. Expenditures generally
are recorded when a liability is incurred, as under accrual accounting. However,
debt service expenditures, as well as expenditures related to compensated
absences and claims and judgments, are recorded only when payment is due.

The Borough’s only fiduciary fund is the police pension fund which does not have
measurement focus since the fund is not available to meet current cash
requirements of the Borough.

Property taxes, licenses and interest associated with the current year are
considered to be susceptible to accrual and have been recognized in the current
year.

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

Amounts reported as program revenues include 1) charges to customers or
applicants for goods, services, or privileges provided, 2) operating grants and
contributions, and 3) capital grants and contributions, including special
assessments. Internally dedicated resources are reported as general revenues
rather than as program revenues. Likewise, general revenues include all taxes.

Proprietary funds distinguish operating revenues and expenses from
nonoperating items. Operating revenues and expenses generally result from
providing services and producing and delivering goods in connection with a
proprietary fund’s principal ongoing operations. The principal operating revenues
of the sewer fund are charges to customers for sales and services.  Operating
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.. KUTZTOWN BOROUGH
- NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006

expenses for enterprise funds and internal service funds include the cost of sales

and services, administrative expenses, and depreciation on capital assets. All
. revenues and expenses not meeting this definition are reported as nonoperating
'revenues and expenses.

When both restricted and unrestricted resources are available for use, it is the
government’s policy to use restricted resources first, and then unrestricted
resources as they are needed.

D. Assets, liabilities, and net assets or equity
1, Deposits and investments

The government’s cash and cash equivalents are considered to be cash on hand,
demand deposits, and short-term investments with original maturities of three
months or less from the date of acquisition.

With the exception of Pension Trust Funds, state law allows the government to
invest in obligations of the United States of America, the Commonwealth of
Pennsylvania, or any agency or instrumentality of either, which are secured by
the full faith and credit of such entity. The law also allows for the Government
to invest in certificates of deposit of banks, savings and loans, and savings banks
both within and outside the Commonwealth of Pennsylvania, provided such
amounts are insured by the Federal Deposit Insurance Corporation (FDIC) or
other like insurance, and that deposits in excess of such insurance are
collateralized by the depository. The state also imposes limitations with respect
to the amount of investment in certificates of deposit to the extent that such
deposits may not exceed 20% of a bank’s total capital surplus or 20% of a
savings and loan’s or savings bank’s assets, net of its liabilities. The government
may also invest in shares of registered investment companies, provided that
investments of the Company are authorized investments, as noted above.

The government invests in obligations and agencies of the United States of
America. These investments are comprised of Treasury strips, collateralized
mortgage obligations, and U.S. Treasury obligations. The government
recognizes interest rate risk and extension risk with some of these obligations.
The government has stratified their portfolio so that the investments with
extension risk are comprised of monies needed on a long-term basis.
Investments with interest rate risk are selected so that the risk of interest decline
below area saving’s accounts rates is minimal.

The law provides that the government’s Pension Trust funds may invest in any

form or type of investment, financial instrument, or financial transaction if
determined by the government to be prudent.
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S KUTZTOWN BOROUGH
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006

Investments for the government, as well as for its component units, are reported

at fair value. The Investment Pool operates in accordance with appropriate state

laws and regulations. The reported value of the pool is the same as the fair
*value of the pool shares.

2. Receivables and payables

Activity between funds that are representative of lending/borrowing
arrangements outstanding at the end of the fiscal year are referred to as either
“due to/from other funds” (i.e. the current portion of interfund loans) or
“advances to/from other funds” (i.e. the non-current portion of interfund loans).
All other outstanding balances between funds are reported as “due to/from other
funds”. Any residual balances outstanding between the governmental activities
and business-type activities are reported in the government-wide financial
statements as “internal balances”.

Advances between funds, as reported in the fund financial statements are offset
by a fund balance reserve account in applicable governmental funds to indicate
that they are not available for appropriation and are not expendable available
financial resources.

All trade and property tax receivables are shown net of an allowance for
uncollectible accounts. At December 31, 2006, all trade receivables were
deemed to be fully collectible.

Property taxes are levied as of January 1 on property values assessed as of the
same date. Taxes are billed February 1 and payable under the following terms:
a 2% discount February through April 1; face amount April 2 through June 1;
and a 10% penalty after June 1. Any unpaid bills at December 31 are subject to
lien, taxes, penalties and interest are referred to the Berks County Tax Claim
Bureau for collection.

3. Inventories

Inventories are recorded at cost, which approximates market value, using the
first-in, first-out method. Inventories consist of expendable supplies held for
consumption. The cost is recorded as an expenditure at the time inventory items
are consumed rather than purchased.

4. Prepaid Items

Payments made to vendors that will benefit periods beyond the end of the
current year are recorded as prepaid items.
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KUT.TOWN BOROUGH
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006

' 5. Capital assets

Capital assets, which include property, plant, equipment, and infrastructure
assets (e.g., roads, bridges, sidewalks, and similar items), are reported in the
applicable governmental or business-type activities columns in the government-
wide financial statements. The government defines capital assets as assets with
an initial, individual cost of more than $10,000 (amount not rounded) and an
estimated useful life in excess of two years. Such assets are recorded at
historical cost or estimated historical cost if purchased or constructed. Donated
capital assets are recorded at estimated fair market value at date of donation.

Major outlays for capital assets and improvements are capitalized as projects are
constructed. Interest incurred during the construction phase of capital assets of
business-type activities is included as part of the capitalized value of the assets
constructed. These assets have been valued at estimated historical cost.

Property, plant, and equipment of the primary government, as well as the
component units, is depreciated using the straight line method over the following
estimated useful lives:

Assets Years
Buildings and plants 50
Recreation structures 25
Roads and bridges 40
Utility distribution and collection systems 50
Lighting and traffic control devices 15
Trucks and heavy equipment 10
Vehicles 7

6. Deferred Revenue

Deferred revenue is reported in the Telecommunications Fund in connection with
revenues which have been received but are not earned as of the end of the year.
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7. Long-term obligations

In the government-wide financial statements, and proprietary fund types in the

*fund financial statements, long-term debt and other long-term obligations are
reported as liabilities in the applicable governmental activities, business-type
activities, or proprietary fund type statement of net assets. Bond issuance costs
are deferred and amortized over the remaining life of the related debt. If a bond
issuance is refinanced, the unamortized costs are charged to expense in the year
of refinancing.

8. Fund equity

In the fund financial statements, governmental funds report reservations of fund
balance for amounts that are not available for appropriation or are legally
restricted by outside parties for use for a specific purpose. Designations of fund
balance represent tentative management plans that are subject to change.

E. Use of estimates

The preparation of the financial statements in conformity with generally accepted
accounting principles 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 period.
Actual results could differ from those estimates.

Note 2 ; Stewardship, compliance, and accountability

A. Budgetary information

Annual budgets are adopted on a basis consistent with generally accepted
accounting principles for the General Fund, Refuse Fund, Water Fund, Electric
Fund, Sewer Fund, Telecommunications Fund and Highway Aid Fund. All annual
appropriations lapse at fiscal year end. Budgets are shown in supplemental
information.

During November, the Borough holds budget hearings for the purpose of
receiving oral and written comment from interested parties in regard to the
proposed budget for the following year. The Borough makes available to the
public its proposed operating budget for all funds. The operating budget
includes proposed expenditures and the means of financing them. The board
holds public hearings and a final budget must be prepared and adopted no later
than December 31 through the passage of an ordinance.

All budget revisions require the approval of the Borough Council. There were no
budget revisions made during the year.
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The budget was over expended in general fund primarily as a result of significant
~unanticipated and unreimbursed fees for land development and subdivision.
* Some of these fees were reimbursed in 2007.

Note 3: Detailed notes on all funds

A. Deposits and investments

Cash and investments as of December 31, 2006 are classified in the accompanying
financial statements as follows:

Statement of net assets:

Cash and investments $ 4,508,491

Fiduciary funds:
Cash and investments 2,676,199
Total cash and investments $ 7,184,690

Cash and investments as of December 31, 2006 consist of the following:

Cash on hand $ 500

Pooled investments 1,849,583

Deposits with financial institutions 2,658,408

Investments 2,676,199

Total cash and investments 7,184

Investments by the police pension fund as of December 31, 2006 consisted of the
following:

Money market accounts $ 67,892

Bond funds 959,281

Managed equity funds 1,649,026

Total $ 2,676,199
Investments Authorized by the Entity’s Investment Policy

The Borough’s investment policy only authorizes investment in local government
investment pools including the PA Local Government Investment Trust (PLGIT) and the
Pennsylvania Invest Program for Local Governments and Nonprofits administered by the
Treasurer of the Commonwealth of Pennsylvania. The Borough’s investment policy does
not contain any specific provisions intended to limit the Borough’s exposure to interest
rate risk, credit risk, and concentration of credit risk.
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The Police Pension Plan’s investment plan authorizes investment in common and
preferred stock, U. S. Government securities, money market funds, commercial paper
and convertible security bonds with a rating of AA or better. Investment in derivatives,

+ lettered stock, mutual funds and foreign securities is prohibited. Purchasing on margin is

also prohibited. A variety of investment managers and styles will be utilized with a range
of investment of between 5% and 40% for each. Equity investments will not exceed
80% of the total portfolio and will be invested with a minimum of two managers to
achieve diversification. An exchange traded fund will also be utilized to achieve
diversification. A portion of the funds will also be invested with a fixed income manager.

With the exception of Pension Trust Funds, state law allows the government to invest in
obligations of the United States of America, the Commonwealth of Pennsylvania, or any
agency or instrumentality of either, which are secured by the full faith and credit of such
entity. The law also allows for the Government to invest in certificates of deposit of
bank, savings and loans, and savings banks both within and outside the Commonwealth
of Pennsylvania, provided such amounts are insured by the Federal Deposit Insurance
Corporation (FDIC) or other like insurance, and that deposits in excess of such insurance
are collateralized by the depository. The state also imposes limitations with respect to
the amount of investment in certificates of deposit to the extent that such deposits may
not exceed 20% of a bank’s total capital surplus or 20% of a savings and loan’s or
savings bank’s assets, net of its liabilities. The government may also invest in shares of
registered investment companies, provided that investments of the Company are
authorized investments, as noted above.

Disclosures Relating to Interest Rate Risk
Interest rate risk is the risk that changes in market interest rates will adversely
affect the fair value of an investment. Generally, the longer the maturity of an

investment, the greater is the interest rate risk. The weighted average maturity of the
investments contained in the PLGIT investment pool is approximately 43 days.

Receivables
Receivables as of year-end for the government’s individual major funds and non-

major, internal service, and fiduciary funds in the aggregate, including the
applicable allowances for uncollectible accounts, are as follows:
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General Refuse Water Electric Sewer Telecom Total Authority
Receivables:
Taxes $ 7,493 $ -3 - % - % - $ - $7493¢% -
Accounts®
receivable - 61,693 472,582 583,560 533,742 1,651,577 196,013
Fines
receivables 7,567 - - - - 7,567
Gross
Receivables 15060 61,693 472,582 583,560 533,742 - 1,666,637 196,013
Less: allowance
for uncollectible - - - - - -
Net Total
Receivables $15060 $ 61,693 $ 472,582 $ 583,560 $ 533,742 $ $ 1,666,637 $ 196,013
Capital assets

Capital asset activity for the year ended December 31, 2006 was as follows:

Primary Government

Governmental Activities:

Land, not being depreciated

Assets being depreciated:
Buildings and improvements
Machinery and equipment
Vehicles
Infrastructure

Total assets being depreciated
Less Accumulated depreciation:
Buildings and improvements
Machinery and equipment

Vehicles
Infrastructure

Total Accumulated Depreciation

Government Act.,Net Assets

Beginning Ending

Balanc Increases Decreases Balance
$ 1,170,478 $ - $ - $ 1,170,478
2,356,787 - - 2,356,787
375,028 9,590 - 384,618
497,916 - - 497,916
6,753,060 303,491 - 7,056,551
9,982,791 313,081 - 10,295,872
943,137 80,394 - 1,023,531
253,276 43,395 296,671
279,683 34,268 313,951
2,545,699 165,769 2,711,468
4,021,795 323,826 - 4,345,621
$ 7,131,474 $ (10,745) $ - $ 7,120,729

33



t .7 KUTZTOWN BOROUGH
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006

Business Type Activities:

_Beginning

_ Ending

‘Land, not being depreciated | § 1,292,121 . § 8 - 8 1202121
o ts bemg 5 eprecnated B w S S
_Buildings and improvements ; 2234672 | | -i | -
Machinery and equipment 2,179,391 31,469 N
Vehicles 764,733 345,117 - |
Infrastructure e 36,092,779 237,225 - 36,330,004
:l:gt_al asseis being depreciated 41,271,575 613,8{{ - 41885386
HI:ess A ccumulated dépreciation: ‘‘‘‘‘‘
Buildings and improvements 554,675 35,240 -1 589,915
Machinery and equipment 833,261 253,718 - 1,086,979
Vehicles i 562,421 59,539 - 621,960
Infrastructure 9,637,533 822,583 - 10,460,116
TotalAccumulated Depreciation 11,587,890 1,171,080 - 12,758,970
Business Type,Net Assets $30,975,806 $(557,269) $ - $ 30,418,537

Depreciation expense was charged to functions/programs of the primary

government as follows:

Administrative

Police and emergency services
Highways, traffic control devices, etc.

Parks

Total

$ 33,371

31,598
193,520

65,337

$ 323,826

Discretely presented component units

Activity for the Authority for the year ended December 31, 2006, was as follows:
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Beginning Ending
Balance Increases Decreases Balance
COMPONENT UNIT
Water lines $ 594,545 $ 594,545
Sewer lines 147,580 147,580
Total capital assets being depredated 742,125 - - 742,125
Less accumulated depreciation 319,950 7,290 327,240
Total capital assets, net $ 422175 3 (7,290) $ - $ 414,885

D. Interfund receivables, payables, charges and transfers

The composition of interfund balances as of December 31, 2006, is as follows:

Due to/from other funds:

Due From Due To
Other Funds Other Funds
General Fund $ - $ 314
Refuse Fund 314 -
Total $ 314 $ 314

Police protection charges from the general fund to the various other funds were as

follows:

Refuse and recyling fund $ 4,080
Water fund 93,201
Electric fund 46,480
Sewer fund 61,480
Telecommunications fund 9,580

Total $ 214,821

Interfund operating transfers for the year ended December 31, 2006 were as follows:

Transfer In

General Fund $ 1,110,800
Enterprise Funds 312,152
Total $1,422.952
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Rent is charged by the General, Water and Electric Funds to othe funds for use of
facilities constructed in one fund but used, in part by other funds. Rental income and
expense is as follows:

Rental Income:

General fund $ 436,348
Water fund 187,006
Electric fund 48,946

Total Income $ 672,300

Rental Expense:

General fund $ 97,168
Refuse fund 97,503
Water fund 125,826
Electric fund 180,000
Sewer fund 125,825

Telecommunications fund 45,978

Total Expense $ 672,300

E. Long-term debt
At December 31, 2006 debt consisted of the following:

General Obligation Bonds, Series 2001A;
M & T Bank, $2,190,000, interest rates
from 4.75% to 6.65% to November 2031. $ 2,055,000

General Obligation Bonds, Series of 2003

M & T Bank, Initial issue $6,375,000,

interest rates from 1% to 4.4% per

annum until August, 2023. 5,220,000

General Obligation Bonds, Series of 2005

M & T Bank, Initial issue $3,905,000

interest rates from 3.35% to 5% per

annum until August, 2024. 3,870,000

General Obligation Bonds, Series of 2006
M & T Bank, Initial issue $2,535,000
interest rates from 3.25% to 4.30% per

annum until August, 2031. 2,465,000
Total $ 13,610,000
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The following summarizes debt activity for the Borough for 2006:

G O Bonds 2001 $
G O Bonds 2001A

G O Bonds 2002

G O Bonds 2003

G O Bonds 2005

G O Bonds 2006

January 1, 2006 Issued Retired December 31, 2006 One Year
315,000 $ - $ 315000 $ - 4 -
2,090,000 - 35,000 2,055,000 35,000
2,045,000 - 2,045,000 - -
5,575,000 - 355,000 5,220,000 370,000
3,890,000 - 20,000 3,870,000 100,000
- 2,535,000 70,000 2,465,000 75,000
$ 13,915,000 $ 2,535,000 $ 2,840,000 $ 13,610,000 $ 580,000

Aggregate maturities required on debt at December 31, 2006 are as follows:

rincipal Interest
2007 $ 580,000 $ 501,938
2008 585,000 503,539
2009 605,000 497,925
2010 615,000 497,301
2011 640,000 478,049
2012 - 2016 3,585,000 2,065,472
2017 - 2021 2,340,000 1,418,619
2022 - 2026 2,230,000 898,076
2027 - 2031 1,510,000 397,704
2032 — 2033 920,000 13,760
$13.610000 | $ 7272383 |

Substantially all of the Borough's assets are pledged as collateral on the General
Obligation Bonds and Notes.

Interest expense for the years ended December 31, 2006 and 2005 was $571,940 and

$542,920 respectively.

Component Unit Debt

Component Unit Debt consists of:
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Municipal
A utho rity

Mortgage payable to Borough $ 205,000
$ 205,000

e debt is scheduled for repayment in 2007 but may be delayed by mutual
reement..

Note 4 - Economic Dependency and Related Party Transactions:

In 2006 net sales of electricity to one customer amounted to $ 1,495,256 or 23% of total
electricity sales. Net sales of sewer to another customer amounted to $ 673,381 or 23% of total

water and

sewer sales. Electricity purchased from one supplier amounted to $ 4,229,388 or 98%

of the total electricity purchased.

The Borough recorded water and sewer sales of $ 765,391 and management service charges of
$ 30,342 from the Kutztown Municipal Authority in 2006.

Note 5 : Employee Retirement Plan:

a.

Plan Description - The Municipality administers two single - employer defined
benefit pension plans: Non-uniformed fulltime and regular part-time employees and
fulltime police. All plans provide retirement benefits to plan members; the police
plan also provides for a death benefit for surviving spouses. Plan provisions are
established by municipal ordinance with the authority for Borough contributions
required by Act 205 of the Commonwealth (the Act). The plans do not issue
separate reports.

As of, the date of the most recent valuation (police pension
January 1, 2007 and non-uniform pension plan January 1, 2005 , participants

in the plans were as follows:
Non-uniformed

Employees Police

Participants:
Retirees and beneficiaries 17 3
Deferred vested 2 1
Active employees 48 11

Summary of Significant Accounting Policies - Financial information of the
municipality's plans is presented on the cash basis of accounting. Employer
contributions to each plan are recognized when due as required by the Act. Benefits
and refunds are recognized when due and payable in accordance with the terms of
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the individual plan.

Investments of the plans are reported at market value. At December 31,
2006, all of the assets of the non-uniform pension plan are invested with the
Pennsylvania Municipal Retirement System. The assets of the police pension
plan are invested as follows:

Description Market Value

Smith Barney Money Fund $ 67,892
Smith Barney Bond Fund 959,281
Smith Barney Large Value Fund 385,799
Smith Barney Growth Fund 332,209
Smith Barney Small-Mid Fund 280,187
Smith Barney ETF-Tactical Fund 650,831
$2.676,199

Contributions and Funding Policy- The Act requires that annual contributions are
based upon the calculation of the Minimum Municipal Obligation (MMO). The MMO
calculation is based upon the biennial actuarial valuation. The Commonwealth
allocates certain funds to assist in pension funding. Any financial requirement
established by the MMO which exceeds the Commonwealth allocation must be
funded by the Municipality (and could include employee contributions).

For 2006, the only employee group required to contribute were non-uniform
employees based upon the financial requirements. In 2006, the contribution rate
was 4.50%. The Municipality contributed the funds necessary to meet the 2006
obligations of the non-uniform plan and police plan in the amount of $ 39,969 and

$ 71,714 respectively.

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

The Municipality's annual pension cost and related information for each plan for
2006 is as follows:

Non-Uniform
Employees Police

Annual pension cost $ 38,007 $ 71,714
Contributions made $ 38,007 $ 71,714
Actuarial valuation date 1/1/05 1/1/07
Actuarial cost method Entry Age Entry Age

Normal Normal
Amortization method Level Dollar Annual Funding

Close Adjustment
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Non-Uniform
Employees Police
£y
Asset vaiuation method Market Market
Amortization period 15 years 10 years
Actuarial assumptions:
Investment rate of return 5.0% 7.75%
Projected salary increases 6.0% 5.50%

The Municipality has no pension obligation (NPO) as of December 31, 2006.

The assets of the non-uniform employees and the police pension plan exceed the
actuarial accrued liability.

d. Trend Information

Police Pension Plan

Entry Age
Valuation Actuarial Actuarial Unfunded UAAL as a
Date Value Accrued AAL Funded Covered % of covered
of Assets Liability (AAL) (UAAL) Ratio Payroll Payroll
(@) () (b-a) (a-b) (©) ((b-a/c))

1/1/1997 1,165,904 858,552 (307,352)  135.8% 315557  (97.4%)
1/1/1998 1,467,196

1/1/1999 1,754,772 1,168,527  (586,245)  150.2% 371,020  (158.0%)
1/1/2000 2,160,101

1/1/2001 2,157,140 1,385,784  (771,356)  155.7% 428,747  (179.9%)
1/1/2002 2,075,653

1/1/2003 1,835,221 1,579,908  (255,313)  116.2% 409,478  (62.4%)

1/1/2004 2,104,517

1/1/2005 2,241,492 2,156,776 (84,716)  103.9% 504,964  (16.8%)
1/1/2006 2,380,456

1/1/2007 2,682,793 2,600,929 (81,864) 103.1% 675983  (12.1%)
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Non-Uniform Pension Plan

1/1/ 19§7 3,580,409 3,768,406 187,997 95.00% 1,004,403 18.7%
1/1/1999 4,528,702 4,029,348 (499,354) 112.39% 1,161,831 (42.9%)
1/1/2001 5,870,523 4,993,539 (876,984) 117.56% 1,347,530 (65.1%)
1/1/2003 6,366,907 5,306,789  (1,060,118) 119.98% 1,518,558 (69.8%)
1/1/2005 7,143,151 6,612,456 (530,695) 108.02% 1,767,222 (30.0%)

Note 6: Other information:

A. Risk management

The Borough is involved in various matters concerning pending or threatened litigation. Given
the current status of pending settlements, the lawsuits in progress are expected to be settled for
less than $ 100,000 of Borough funds.

The Borough received Federal and state grants for specific purposes which are subject to review
and audit by Federal and state agencies. Such audits could result in a request for reimbursement
by the grantor agency in the event that an expenditure under the program is disallowed. In the
opinion of Borough management, such disallowances, if any, will not be significant. During the
year, the Borough received approval for a grant from the PA Department of Transportation of
approximately $ 600,000. The funds will be expended in 2006 and 2007.

The Borough Council has adopted a resolution concerning $2,935,960 in funds which were
transferred from the Electric Funds to the Telecommunications Funds for the construction of the
Fiber-to-the-Home project. Under the resolution, the funds are to be repaid with interest
comparable to the earnings that the Electric Funds would have earned if the funds had not been
advanced. The funds are tentatively scheduled to be amortized over a period of 30 years
beginning in 1999 with repayment scheduled over the last 21 years of the period. No interfund
receivable or payable is reflected in the current financial statements because repayment of the
funds, if any, cannot be accurately predicted.

The Borough has elected to fund unemployment compensation insurance with the
Commonwealth of Pennsylvania Unemployment Compensation Fund on a reimbursable basis.
Consequently, the Borough is liable to the Fund for actual benefits paid on its behalf.

During 2006, the Borough Council made a commitment to the Kutztown Community Partnership
for five annual grants of $ 5,000 to fund, in part, the operations.

The Borough entered into a lease for additional office space at a net cost of $ 875 a month for
2006, 2007 and 2008 and $ 925 per month for 2009 and 2010.
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Borough of Kutztown
Budget Comparison Schedule
December 31, 2006

Favorable
Adopted Amended (Unfavorable)
Classification Budget Budget Actual Results Variance

Fund: 01 - General Fund
Revenues
01 - General Fund $ 3,961,782 $ 3,961,782 $ 3,197,983 $ (763,799)
Expenditures
400 - Administration 269,382 269,382 265,806 3,576
402 - Mayor and Council 22,180 22,180 20,673 1,507
403 - Tax Collection 4,700 4,700 6,734 (2,034)
409 - Buildings and Plant 87,791 87,791 90,433 (2,642)
410 - Public Safety 1,387,871 1,387,871 1,273,846 114,025
411 - Fire Protection 61,600 61,600 52,535 9,065
412 - Ambulance/Rescue 4,100 4,100 3,512 588
413 - Community Development 211,028 211,028 238,170 (27,142)
414 - Subdivision & Land 4,000 4,000 121,822 (117,822)
415 - Emergency Management 7,336 7,336 5,656 1,680
430 - Public Works - Hwy,Rds&Str 238,614 238,614 253,203 (14,589)
431 - Cleaning Streets & Gutters 5,633 5,633 4,664 969
432 - Winter Maintenance 59,707 59,707 18,836 40,871
433 - Traffic Contol Devices 29,647 29,647 31,367 (1,720)
434 - Street Lighting 677,999 677,999 94,253 583,746
435 - Sidewalks, Crosswalks 2,000 2,000 - 2,000
436 - Storm Sewer & Drains 64,350 64,350 49,602 14,748
438 - Maint & Rep-Streets & Alleys 10,173 10,173 5,873 4,300
439 - Constr&Rebld-Streets & Alleys 136,000 136,000 38,288 97,712
440 - Motor Pool 1,037 1,037 1,798 (761)
452 - Swimmimg Pool 118,580 118,580 115,095 3,485
454 - Parks 143,726 143,726 150,832 (7,106)
455 - Shade Trees 2,600 2,600 - 2,600
456 - Library 89,560 89,560 101,878 (12,318)
460 - Economic Development 10,000 10,000 ‘ - 10,000
470 - Debt Service 203,000 203,000 213,464 (10,464)
480 - Miscellaneous 39,600 39,600 47,887 (8,287)
492 - Interfund Operating Transfers 100,800 100,800 100,800 -
493 - Intrafund Transfers - - - -
Expenditure Total: 3,993,014 3,993,014 3,307,028 685,986
Fund Total: General Fund $ (31,232) $ (31,232) $ (109,045) $ (77,813)

The classification of revenue and expenses on these schedules is not consistant with previous statements.
Amounts are presented on the cash basis without regard to GASB 34 adjustments and depreciation.
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Borough of Kutztown
Budget Comparison Schedule
December 31, 2006

Favorable
Adopted Amended (Unfavorable)
Classification Budget Budget Actual Results Variance

Fund: 02 - Refuse and Recycling Fund
Revenues
02 - Refuse and Recycling Fund $ 918,420 $ 918,420 $ 937,059 $ (18,639)
Expenditures
021 - Administration 127,692 127,692 120,052 7,640
022 - Collection and Disposal 396,092 396,092 419,659 (23,567)
023 - Recycling 103,620 103,620 125,734 (22,114)
470 - Debt Service - - - -
480 - Miscellaneous - - - -
490 - Capital Expenditures 146,700 146,700 166,442 (19,742)
491 - Other Financing Uses 100 100 - 100
493 - Intrafund Transfers 225,300 225,300 245,961 (20,661)
Expenditure Total: 999,504 999,504 1,077,847 (78,343)
Fund Total: Refuse and Recycling $ (81,084) ' § (81,084) $ (140,788) $ 59,704
Fund: 06 - Water Fund
Revenues
06 - Water Fund $ 2,176,620 $ 2,176,620 $ 2,293,676 $ 117,056
Expenditures
061 - Administration 436,039 436,039 447,949 (11,910)
062 - Pumping and Purification 253,433 253,433 240,886 12,547
063 - Collection&Distribution Systems 301,000 301,000 242,008 58,992
470 - Debt Service 338,200 338,200 415,391 (77,191)
480 - Miscellaneous - - 14,466 (14,466)
490 - Capital Expenditures 229,900 229,900 111,821 118,079
491 - Other Financing Uses 2,000 2,000 1,461 539
493 - Intrafund Transfers 517,800 517,800 517,800 -
Expenditure Total: 2,078,372 2,078,372 1,991,782 86,590
Fund Total: Water Fund $ 98,248 $ 98,248 $ 301,895 $ 203,647

The classification of revenue and expenses on these schedules is not consistant with previous statements.
Amounts are presented on the cash basis without regard to GASB 34 adjustments and depreciation.
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Borough of Kutztown
Budget Comparison Schedule
December 31, 2006

Favorable
Adopted Amended (Unfavorable)
Classification Budget Budget Actual Results Variance

Fund: 07 - Electric Fund
Revenues
07 - Electric Fund $ 7,566,585 $ 7,566,585 $ 7,047,967 $ (518,618)
Expenditures
071 - Administration 672,568 672,568 623,636 48,932
072 - Buildings & Property 87,791 - 87,791 71,760 16,031
073 - Transmission & Power Purchase 4,966,363 4,966,363 4,336,315 630,048
074 - Distribution 318,582 318,582 370,696 (52,114)
075 - Street Lighting 4,781 4,781 5,415 (634)
460 - Economic Development - - - -
470 - Debt Service 89,900 89,900 68,945 20,955
480 - Miscellaneous - - 2,949 (2,949)
490 - Capital Expenditures 233,900 233,900 421,289 (187,389)
492 - Interfund Operating Transfers 1,286,622 1,286,622 1,285,800 822
493 - Intrafund Transfers 333,900 333,900 333,900 -
Expenditure Total: 7,994,407 7,994,407 7,520,705 473,702
Fund Total: Electric Fund $ (427,822) $ (427,822) $ (472,738) $ (44,916)
Fund: 08 - Sewer Fund
Revenues
08 - Sewer Fund $ 2,180,880 $ 2,180,880 $ 2,326,181 $ 145,301
Expenditures
081 - Administration 440,656 440,656 428,535 12,121
082 - Collection System 121,604 121,604 81,260 40,344
083 - Sewage&WastewaterTrPlant 409,502 409,502 375,763 33,739
470 - Debt Service 334,200 334,200 378,769 (44,569)
480 - Miscellaneous - - - -
490 - Capital Expenditures 222,900 222,900 127,851 95,049
493 - Intrafund Transfers 570,200 570,200 570,200 -
Expenditure Total: 2,099,062 2,099,062 1,962,378 136,684
Fund Total: Sewer Fund $81,818 $81,818 $363,803 $281,985

The classification of revenue and expenses on these schedules is not consistant with previous statements.
Amounts are presented on the cash basis without regard to GASB 34 adjustments and depreciation.
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Borough of Kutztown
Budget Comparison Schedule
December 31, 2006

Favorable
Adopted Amended (Unfavorable)
Classification Budget Budget Actual Results Variance

Fund: 09 - Telecommunications Fund
Revenues
09 - Telecommunications Fund $ 1,149,152 $ 1,149,152 $ 1,235,976 $ 86,824
Expenditures
091 - Administration 272,155 272,155 292,301 (20,146)
092 - NOC and Headend 29,541 29,541 3,482 26,059
093 - Fiber Distribution 76,559 76,559 75,956 603
094 - Cable TV 199,798 199,798 237,360 (37,562)
095 - Broadband Services 112,780 112,780 115,573 (2,793)
096 - Telephone Services 16,246 16,246 17,444 (1,198)
097 - Maxatawney Township - - - -
470 - Debt Service 169,600 169,600 169,388 212
480 - Miscellaneous - - 6,156 (6,156)
490 - Capital Expenditures 194,200 194,200 123,556 70,644
493 - Intrafund Transfers 194,200 194,200 194,200 -
Expenditure Total: 1,265,079 1,265,079 1,235,416 29,663
Fund Total: Telecommunications Fund $ (115,927) $ (115,927) $ 559 $ 116,486

The classification of revenue and expenses on these schedules is not consistant with previous statements.
Amounts are presented on the cash basis without regard to GASB 34 adjustments and depreciation.
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