MEMORANDUM

TO: Board of Supervisors

FROM: Robert M. Pellegrino, Township Manager
RE: 2014 Revised Preliminary Budget

DATE: January 3, 2014

| am presenting the enclosed revised preliminary 2014 budget for your consideration based on
recent discussions with individual Board members concerned about the lack of longer term
financial planning built into the adopted 2014 budget.

As you know, | did not agree with the changes made by the Board to the proposed budget, and
it is my professional opinion that the adopted budget lacks financial foresight, and does not
provide a means to fund needed capital investment in our infrastructure and equipment. In
addition, our long-range projections indicate that tax increases to fund future capital needs and
certain operating costs will be necessary each year for the next five years if the adopted budget
is not revised.

| strongly urge the Board to consider re-opening the budget and adopting the revised
preliminary budget as presented. To support this recommendation | enclose the following
documents:

e Long Term Budget Projections for 2014 through 2023- Adopted Budget

e Summary of Fund Balances Changes — Adopted Budget vs. Revised Budget

e Summary of Revised Millage Rates - Adopted Budget vs. Revised Budget

e Summary of Changes to 2013 General Fund Estimates and 2014 Expenses

The long-term projections clearly show a need for future tax increases over the next five years
to support current service levels. An option is to reduce Township services.

The differences between the proposed revised budget and the adopted budget are as follows:

e 2013 year end expense projections in the General Fund were refined and resulted in a
596,000 reduction in projected expenditures for the year

e 2014 proposed expenditures in the General Fund were reduced by $199,000 or 1.4%
over the initial proposed budget



e 2013 year end revenue projections in the General Fund were refined and resulted in
547,000 in additional revenue

e The 2104 projected ending fund balance in the General Fund increased from $842,000
to $1.2 Million

e An additional .05 mills is proposed for library services, .348 mills for debt service, and

.439 mills for capital appropriations

With the above changes, the total millage increase is proposed at 1.785 mills instead of .948
mills, or an increase of .837 mills. The proposed revised budget includes a $42 reduction in the

refuse collection fee.



Northampton Township
2014 Proposed Budget

Update to Letter of Transmittal

November 21, 2013

In accordance with the majority decision at the November 20 Board meeting, the proposed 2014
Budget presented by the Township Manager is amended as follows:

e The proposed increase for the Fire Tax Fund remains at .25 mills

e The proposed increase for the Library Fund was reduced from .3 mills to .25 mills

e The proposed increase for the Debt Service Fund of .348 mills is deferred to 2015

e The proposed increase for the Capital Reserve Fund was reduced from .522 mills to .083 mills
e The proposed increase for the Road Equipment Capital Fund remains at .365 mills

e The proposed reduction in the trash collection fee remains at $42 per year per household

The total proposed increase is .94799 mills and results in no net cost to property owners
assessed at the median value of $35,600. In addition, the revenue projection for transfer tax
receipts in the General Fund was increase by $80,000, and the projection for earned income tax
receipts was increased by $40,000.

The proposed budget with the above changes has been advertised for public inspection and is
posted to the Township website. A public hearing on the proposed budget is scheduled for
December 11, 2013.

Robert M. Pellegrino
Township Manager



Letter of Transmittal

November 8, 2013
TO: The Northampton Township Board of Supervisors

Introduction

The Administration is pleased to submit the proposed 2014 Budget for your review and
comment. The budget document consists of three sections:

Letter of Transmittal

The Letter of Transmittal is an overview of the budget in commentary form, generally
referred to as the Budget Message. It is prepared to provide the Board of Supervisors,
administrative staff, and Township residents with a narrative review of significant trends
and factors affecting the proposed budget and highlight areas of importance in
understanding the financial section. It also contains a summary of program and service
delivery, cash position, and revenue and expense forecasts.

Operating, Capital, and Trust Funds Budgets

The 2014 Budget consists of eighteen funds detailing, in line item format, the projected
revenues and proposed expenditures for the coming year. A three-year history of actual
(audited) revenues and expenditures and year-end estimates for the current year
indicates trends, and beginning and ending fund balances show cash position. A
separate summary for the General Fund by revenue and expense category provides a
snapshot of the Township's largest operating budget, and a summary of the eighteen
funds provides a broad financial picture of the organization.

Supporting Data

The Supporting Data or Budget Schedules offer an additional level of detail for specific
line items in each operating budget. This information provides the Board of Supervisors
and administrative staff with a detailed understanding of specific budget appropriations.
Where supporting data is available, an alphabetical index provides easy reference to the
supporting details. This information will assist in further understanding the cost of
Township services and provide more meaning to the budget projections, particularly
when considering cost-cutting alternatives or forecasting revenues.

Analyzing trends in revenues and expenditures from prior years, reviewing line item
details at the highest level, evaluating the appropriateness of current programs and
services, and considering present economic conditions are factors considered when
preparing the proposed budget. The intent of resource allocation is to maintain
accustomed service levels and provide needed capital improvements.

This budget design provides information at various levels of detail to promote an understanding
and evaluation of Township services from a financial perspective.



The Budget Format

The budget is prepared in a line item format using the Pennsylvania Chart of Accounts for local
governments published by the State Department of Community and Economic Development
(DCED). This format provides uniformity of account numbers and titles across department
budgets and operating funds. Uniformity in the budget format and consistency in posting
revenues and expenditures to the line item accounts allows the Administration and Department
Directors to monitor variations in budget appropriations during each fiscal year and from year to
year. It simplifies review of monthly financial statements and translates to improved accuracy in
accounting and budgeting.

The 2014 Budget includes separate operating funds for general government, fire and rescue
services, refuse collection, library services, senior center operations, contracted street lighting,
parks and recreation services, debt service, and state highway aid allocations. Detailing these
services in separate funds permits the costs for these government functions to be easily
identifiable, providing the Board of Supervisors and Township residents with a clear picture of
how the Township allocates resources for its program of service delivery.

The 2014 Budget continues the practice of separating operating and capital budgets. Capital
appropriations for general purposes are budgeted in the Capital Reserve Fund. Inter-fund
transfers from the General Fund and other revenue dedicated for capital projects provide
funding for any proposed capital purchases or improvements. Capital appropriations for Parks
and Recreation purposes are budgeted in the Recreation Capital Reserve Fund. Funding for
these appropriations can be from a variety of sources including inter-fund transfers, grants, and
impact fees.

The 2013 Budget included a new Road Equipment Capital Fund for acquisition of vehicles and
equipment in the Public Works Department. While the Board did not ultimately levy a tax to
fund proposed appropriations, the Administration began tracking expenses for equipment
purchases in the fund, and transferred monies from the Capital Reserve Fund for those
expenditures.

The 2014 Budget includes a capital fund for Library Board appropriations meeting the definition
of capital expenses. The Library Board can choose to fund appropriations using its existing
capital fund balance or by transfers from the Library operating budget. The Library Board
currently holds its capital fund balance in a separate account that is not under the control of the
Township.

Separating capital appropriations from operating revenues and expenditures eliminates the
variations in government operating appropriations from year to year caused by one-time capital
expenses. Inthe General Fund, the Result from Operations (page 14) represents the difference
between annual revenues and expenditures before inter-fund ftransfers for capital
appropriations, or appropriations to other operating budgets.

This budget format standardizes the accounting function and simplifies the budget preparation
process.



Budget Highlights

A review of the proposed 2014 Budget leads to several observations about its effect on
Township residents and the services provided by the Township government:

The proposed budget maintains municipal services at current levels

Operating appropriations in the 2014 Budget provide the resources needed to continue the high
level of service our residents have come to expect. The appropriations support accustomed
levels of police, fire, and rescue services, the maintenance of public roads and rights-of-way,
recreation services and programs, park maintenance, refuse and recycling collections, and the
operation of the Library and Senior Center. The appropriations also include debt payments on
outstanding bonds, and funding for certain infrastructure improvements and capital equipment
purchases. There are no proposed reductions in Township services.

Proposed Capital appropriations maintain critical infrastructure and equipment

The Finance Department developed a ten (10) year capital improvement plan in 2012 that
serves as a guide when programming capital appropriations. The Finance Department updates
the plan annually with input and advice from each Department. It is included under Schedule J
of the Budget Document and forms the basis for proposed capital appropriations in the 2014
Budget.

Proposed capital appropriations include computer system replacements and software upgrades,
light fixture replacements in the Public Works building, video equipment for the meeting room,
replacement vehicles for the Police and Public Works departments, safety equipment such as
bulletproof vests, an electronic speed-timing device, new guide rail along Elm Avenue, minor
bridge repairs and traffic signal upgrades. The budget also includes funding to resurface or
treat approximately 6.8 miles of Township roads, curb replacements, and lease purchase
payments on vehicles and equipment acquired between 2010 and 2013. The lease purchase
contracts have three, five, and seven year terms.

Capital appropriations for the Parks and Recreation Department include new playground
equipment at the Recreation Center, tennis and basketball court repairs, bleachers, an
engineering design for proposed improvements to the Civic Center, native plantings at the 39-
acre site, and an addition to the park maintenance facility. Appropriations also include the
purchase of a utility truck, a new mower, and on-going lease purchase payments. With
completion of the Parks and Recreation Comprehensive Plan, the Board may wish to consider
financing the proposed improvements to the Civic Center with a bond issue. Any improvements
to the Maier house could be included in this project.

There are no new positions in the proposed budget

Present staffing levels are adequate to maintain Township services and there are no new
positions proposed in the 2014 Budget and no proposed staff reductions. Unless the Township
adds new programs or services, additional staffing is not necessary; however, changes or
reassignment of duties among existing employees may be required from time to time. The
proposed budget does include the promotion of four new corporal positions in the police
department. The additional cost will be offset by elimination of officer-in-charge pay, and
guarantee a trained supervisor on each police shift.



The proposed budget includes a real estate tax adjustment

For the past four years, the Township has held down expenses through numerous cost-cutting
measures, but the continued impact the economy had on important revenues, specifically the
real estate and construction markets, has led to growing operating budget deficits in certain
areas of the government. At the same time, the Township finds itself confronted with a number
of challenges related to the state of its facilities and equipment after this period of significant
capital budget austerity. The proposed 2014 Budget and the ten-year capital improvement plan
illustrate the cumulative effects of four years of economic difficulties on Township finances that
necessitates additional revenue.

The proposed 2014 Budget includes selected real estate tax adjustments to generate needed
revenue for the volunteer fire company and library, and to fund debt service payments on
outstanding bond issues. More importantly, the additional revenue is required for projected
capital needs including facilities maintenance and equipment replacements.

The recommended tax adjustments are in the following areas of Township government:

Fire Tax Fund

The Northampton Township Volunteer Fire Company provides fire protection services to
Township residents from three fire stations strategically located in the community. Like
the Township, the fire company has deferred maintenance on its facilities for more than
five years and has extended the useful life of its trucks by 25 percent by keeping them
for 20 years or longer.

Capital needs include replacing the roof and resurfacing the bay floor at Station 83, and
replacing the concrete pad in front of the bay doors at Station 3. In addition, the cost of
new fire apparatus has increased significantly so that the tax revenue set aside for this
purpose from current millage is not adequate to fund the projected equipment
replacement needs of the organization. The fire company is seeking a .25 mill tax
adjustment.

Library Fund

The Library experienced a steady decline in state funding in past years while operating
and maintenance costs have increased. During that time, reserves from the Library
Fund compensated for budget deficits. The Library Board depleted those reserves in
2012, requiring the General Fund to transfer $80,000 to the Library Fund in 2013 toward
the cost of library operations. A tax adjustment is necessary to maintain current services
or the Library Board may need to consider staff reductions and shortened hours of
operation to reduce expenses. The Administration recommends a tax adjustment of .3
mills to fund Library services through 2015.

Debt Service Fund

The Township refinanced four bond issues in 2010 to take advantage of lower interest
rates and saved approximately $1.2 Million, which significantly increased the fund
balance. In an effort to avoid a tax increase, the 2011 Budget included a .535 mill
transfer from the Debt Service Fund to the General Fund. The 2013 Budget included a
similar transfer of .1725 mills and further reduced the fund balance. The Debt Service
Fund will need a tax adjustment in 2015 in order to pay Township debt cbligations. The
Administration recommends a .348 tax adjustment in 2014. This will provide sufficient
revenue to pay debt obligations through 2016.



Capital Reserve Fund

The Capital Reserve Fund used available reserves in recent years to fund facility and
infrastructure improvements and capital equipment acquisitions. Those reserve funds
are now exhausted. The Capital Reserve Fund receives General Fund transfers for
capital appropriations; however, the General Fund only had limited reserves available for
this purpose.

In past years, proceeds from the Richboro Schoolhouse sale were included as one-time
revenue to fund capital appropriations. The proposed 2014 Budget again includes the
net proceeds as one-time revenue; however, the amount is not sufficient to fund
projected capital needs. Without increased revenue, the Township cannot afford to
replace critical equipment such as police and public works vehicles, and computer
systems. There is also insufficient revenue for road resurfacing, traffic signal upgrades,
or facility maintenance.

The following are examples of capital needs:

The police fleet includes 27 vehicles with a useful life of 2 to 4 years. While mileage
varies on fleet vehicles based on age and rotation, each vehicle averages 34,000 miles
per year. Presently, there are five vehicles with between 82,000 and 132,000 miles.
The Township should purchase four to five new vehicles each year with total cost ranges
from $140,000 to $175,000 to maintain the police fleet.

In 2007, the police department received 13 mobile data terminals from the Department
of Homeland Security at no cost. These devices are the in-vehicle computers used to
access various data from the Commonwealth and Township records management
systems. Six of these units are operational. The department uses the inoperable units
for spare parts. Police Administration recommends replacing all of the units.

The police department’s data management system consists of five laptop computers, 27
workstations, and 4 server units. Twenty-five of these units use the Windows XP
operating system dating to 2001. As of January 1, 2014, Microsoft no longer supports
the Windows XP operating system. The working MDT's also use Windows XP. Twenty
of these units use Microsoft Office 2003. Upgrading these units is critical to the
operation of the department.

The Township owns and maintains 30 traffic signals, and each January, a signal
maintenance contractor inspects them to ensure proper functionality. Many of the
signals utilize older technology in the controller units, lack battery backup systems, and
still use loop technology to identify vehicles at intersections. The reports recommend
maintenance at an annual cost of approximately $60,000. This does not include the cost
to upgrade technology with smart controllers, replace loop sensors with cameras, or
install backup systems. Upgrading the traffic signal systems with newer technology will
significantly reduce annual maintenance costs.

The Township owns and maintains 15 buildings. Nine are climate controlled using any
number of HVAC systems. Many of these systems are not energy efficient and will
approach the end of useful life in the near future. Their replacement is inevitable. Doing
so will reduce energy consumption and improve heating and/or cooling efficiency in
those facilities.



The data management system serving the administration, public works, and recreation
facilities consists of 3 servers, 4 laptops, and 36 workstations. Twelve units use the
Windows XP operating system and require replacement.

The Township Administration building does not have a working fire alarm system. The
addition to the building constructed about 1990 that currently houses the planning and
zoning department included a system using three pull stations. A lightning strike
destroyed it soon thereafter. A system monitored by a third party agency would provide
needed protection to personnel, minimize loss, and reduce future liability.

In the past several years, the Township replaced lighting systems in administrative and
police offices with high efficiency fixtures and experienced a corresponding reduction in
energy usage. The Township did not replace fixtures in the public works and recreation
facilities due to lack of funding. The Township should take advantage of a second
PECO incentive program that will fund a portion of the cost and complete the project.

The Township placed its order for new emergency radios through a County sponsored
program with Motorola. The total cost for these new radios exceeds $1 Million and
financing is available through a County bond issue payable over a seven-year period at
1.5% interest beginning in 2015. The County required each municipality to replace its
existing equipment to conform to a Federal Communications Commission mandate on
narrowbanding. The Township does not presently have a funding source for the annual
debt service required by the County loan.

The Administration recommends a .522 mill tax adjustment to fund capital appropriations
identified in the ten (10) year capital improvement plan through 2016. Revenue would
flow from the General Fund to the Capital Reserve Fund. Capital appropriations in
future years will require additional funding.

Road Equipment Capital Fund

A Road Equipment Capital Fund in the 2013 Budget accounted for replacement vehicles
in the Public Works Department. The fleet for the department consists of 24 trucks of
varying sizes and functions. Five of these vehicles are more than 15 years old with the
oldest unit dating from 1989. Six vehicles have between 77,000 and 104,000 miles of
use.

In recent years, the Township lease purchased replacement units for some of its oldest
vehicles because of limited funding. Although it makes sense to capitalize on the current
interest rate market and purchase newer vehicles, the Township has debt obligations
through 2019 that further limit available funds. It is important to note that the acquisition
of new equipment in recent years has reduced annual maintenance costs in the
operating budget.

The average cost of a dump truck equipped with a snowplow and salt spreader is
$140,000. Backhoes and loaders are similarly priced, so it is important to properly plan
for their replacement.

The Administration recommends a .365 mill tax levy that will provide a dedicated
revenue source to replace vehicles in the public works fleet identified in the ten (10) year
capital plan through 2016.



In summary, the Administration recommends the following real estate tax adjustments:

.25 mills - volunteer fire company
30 mills — library services

.348 mills — debt service

.522 mills — capital improvements
.365 mills — road equipment

1.785 mills

At the proposed tax levy of 12.9275 mills, real estate taxes for a home assessed at the median
value of $35,600 will pay $460 per year or $38 per month for Township services, an increase of
$5 per month.

Budget Overview

The Township organizes its functions in the budget among 18 different funds, each with specific
purposes. The General Fund is the largest operating fund and accounts for many common local
government services. These include police services, planning, zoning, and code enforcement
services, general administration, financial accounting services, legal, engineering and
information technology expenses, tax collection services, facilities maintenance, fleet
maintenance, and public works services.

Appropriations from the General Fund are available for any legal expenditure; however, Funds
created for special purposes are available only for that purpose. For example, the Township
cannot use Fire Tax revenue for police services. Revenues and expenditures in each fund are
specific to that fund and its legally allowable purpose(s).

The General Fund, Library Fund, Refuse Fund, Senior Center Fund, Street Light Fund, and
Park and Recreation Fund account for all personnel, fringe benefit, insurance, utility and routine
maintenance and operational expenditures. Appropriations from other funds are limited to
capital improvements or for specific purposes. Some examples include debt payments; refuse
collection costs, emergency medical services and volunteer fire company support.

Each proposed budget shows beginning and ending fund balances, projected revenues, and
line item appropriations by category and illustrates the cost for these separate and distinct
government functions.

Personnel costs remain the largest single expense in the operating budgets representing 76
percent of total appropriations in those specific operating funds. Insurance, utilities,
professional services, and contracted services (not including refuse collections) account for an
additional 8 percent of budgeted expenditures. These percentages are typical in local
governments as public service agencies. They demonstrate that significant budget reductions
can only occur by staff reductions that directly affect service delivery.

The total proposed 2014 Budget for all funds is $28.76 Million.

The General Fund totals $14.74 Million. Other operating budgets include the Fire Protection
Fund ($ 591,000), Rescue Squad Fund ($72,000), Refuse Collection Fund ($3.58 Million),
Library Fund ($1.05 Million), Senior Center Fund ($214,000), Street Light Fund ($75,000) Parks
and Recreation Fund ($2.5 Million), Debt Service Fund ($2.67 Million) and Highway Aid Fund
($1.057 Million). Combined capital funds total $847,000 and pension funds total 1.35 Million.

The charts on the following page show proposed appropriations by fund and major expense:
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A narrative summary of the financial position of each Fund and a highlight of projected revenues
and proposed expenditures for the new fiscal year follows:

General Fund

The General Fund is the operating budget for general municipal purposes and includes
appropriations for general government operations such as administration and finance, legal,
engineering and other professional services, police and code enforcement, paid emergency
rescue and fire services, planning and zoning administration, technology, highway facilities and
fleet maintenance. There are also appropriations to support the work of appointed boards and
commissions.

The primary revenue sources for the General Fund are real estate taxes, Act 511 taxes (earned
income, per capita, local services, and transfer taxes), business licenses, permit fees, grants,
state-shared entitlements, and charges for service.

Earned income taxes represent one-half (1/2) percent of earned income. Township residents
and non-residents working in the Township pay the tax unless their home municipality levies it.
Earned income taxes will generate an estimated $6.88 Million in 2014, representing 50 percent
of total revenues in the General Fund. Real estate taxes represent another 15.4% of total
revenue at $2.27 Million. The proposed General Fund real estate tax rate is 3.9845 mills, which
is a .522 mill increase from the prior year. The equivalent dollar amount generated by this
increase ($297,000) shows as a transfer to the Capital Reserve Fund to fund proposed capital
appropriations.

Transfer taxes are a tax on real estate sales within the Township. The tax rate is 2% of each
sale price. The county government receives 1% of the tax proceeds, whereas the Council Rock
School District and the Township share the remaining 1 percent equally. Due to the recent
economic downturn in the housing market, transfer tax receipts steadily declined since 2006
when collections exceeded $1.5 Million. Collections dropped to a low of $607,000 in 2011;
however, receipts will reach $894,000 in 2013 and $100,000 over budget.

Approximately 486 properties will transfer ownership in 2013, an increase of 171 transfers from
2011. Under normal circumstances about 5 percent of the existing housing stock (600
properties) transfers each year. New home construction further enhances transfer tax revenue.
The Administration believes transfer tax revenue will steadily increase over the next several
years as the real estate market improves.

The decline in transfer tax receipts during the economic downturn has had a profoundly
negative impact on Township budgets, contributing to the lack of funds for capital
appropriations. As a significant revenue source, an increase in transfer tax receipts will
minimize the need to increase the real estate tax.

Other significant sources of revenue in the General Fund include permit fees, cable television
franchise fees, and pension system aid. Interest earnings have virtually disappeared because
the Township has low reserves and market rates on short-term instruments are below 1 percent.

Revenue from permit fees reached a low of $298,000 in 2009 but had steadily increased since
that time. The Township issued permits for twenty-one new homes in 2013 but only issued
three permits in 2012. Permit fee revenue in 2013 will exceed $656,000. There is also a steady
demand for addition and alteration permits. From 2008 through 2013, the Township issued an
average of 870 permits for these types of improvements.



State aid for employee pension plans increased from $417,000 to $548,000 between 2010 and
2013 and represents approximately 33 percent of the minimum required plan contributions.
Cable television franchise fees continue to increase as well. The 2014 projection is $900,000.

Total estimated general fund revenue in 2013 is $13.77 Million and $543,000 over budget. Act
511 taxes ($358,000), cable television franchise fees ($70,000), permit fees ($90,000), and
pension state aid ($50,000) are major contributors. Real estate tax collections will meet budget
at $1.97 Million.

Projected revenue in the 2014 Budget totals $13.79 Million, a 4.3 percent increase from 2013.
The proposed real estate tax increase ($300,000), state aid ($96,000), permits ($90,000) and
earned income taxes ($68,000) are significant contributors. The budget includes $43,000 in
contributions from non-uniformed employees toward health insurance premiums.

Tax collection experience, prior year collection history, contract guarantees, projected grants,
state shared revenue, and economic trends are the basis for future revenue projections.
Earned income taxes, transfer taxes, and permit fees have the most significant financial impact
on General Fund revenue from year to year.

The following chart shows the sources of General Fund revenue used for the operation of
Township government:
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Projected General Fund expenditures in 2013 total just under $14 Million and most expense
categories are at or below budget allocations. Police expenses were $67,000 over budget, the
Township paid $45,000 more to the Fireman’s Relief Fund from an additional allocation of state
aid, and the 2013 Budget had a positive $57,000 result from operations before transfers. With
the transfer of $270,000 to support library and senior center operations, the General Fund
reserve will decrease from $2.05 Million to $1.83 Million or $212,000 at year-end.

Proposed General Fund appropriations in 2014 are $14.74 Million, a 5.8% increase over the
2013 budget. This increase includes a $300,000 transfer for capital appropriations. Without this
transfer, operating expenses increase by 4.2%. Wages and employee benefits account for
most of this increase at $475,000. Wage costs for police employees will increase 3.7%, public
works employees will see an average 2.6% increase, and 3% is budgeted for all non-union
employees.

Healthcare costs will increase 13.3 percent from 2013 due to utilization and new federal
regulations under the Affordable Care Act. Workers compensation premiums will increase by
$45,000 due to less than ideal loss experience and the costs associated with PA Act 46 that
extended cancer coverage to firefighters. Liability insurance premiums will increase by $11,000,
and utility expenses are budgeted at a 1 percent rise. The senior center contribution will
increase by $16,000 to $206,000, and required pension plan contributions will increase by
$14,000. Other expenses like supplies, minor equipment, training, advertising, lease costs, and
printing are budgeted at prior year levels. The following chart shows proposed 2014 General
Fund appropriations by department:
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Fire Protection Fund

The Fire Protection Fund is a primary revenue source for the operating and capital needs of the
Northampton Volunteer Fire Company, a component government unit. The Township currently
levies a .8-mill real estate tax dedicated to fire protection services that generates approximately
$458,000. The proposed budget includes a .25 mill adjustment to 1.05 mills that will generate
$598,000 to support fire services.

The fire company uses a portion of its tax receipts to fund a capital equipment replacement
program and facility improvements. It recently added a meeting room to Station 3 and
purchased several new fire trucks. Additional revenue generated from the tax levy will fund a
roof replacement and floor resurfacing at Stations 83 and a new concrete pad at Station 3. It
will also support additional equipment acquisitions in accordance with a 20-year replacement
plan and increased annual operating expenses.

The Fire Company has three parts to its operating budget; an administrative budget that pays
for utilities, dues, insurance, and supplies; an operations budget that pays for fire truck
maintenance, fuel, fire hose, uniforms, tools and training; and a facilities budget that pays for
cleaning services, building repairs, and general maintenance.

The Fire Company responds from three stations strategically located in different areas of the
Township to provide the most effective response to emergency calls. It has 60 to 70 active
members who volunteer their time to support the community. Each active firefighter has
achieved the minimum required 180-hour firefighter-training program, and many have additional
certifications. Volunteers attend on-going weekly training.

The Township disburses funds semi-annually to the fire company. The Second Class Township
Code permits a tax levy of up to three mills in property taxes to support volunteer fire
companies.

Rescue Squad Fund

The Township levies a .125-mill tax levy to support emergency medical services provided by the
Tri-Hampton Rescue Squad. The tax levy generates approximately $72,000. Like the fire
company, the rescue squad uses a portion of tax proceeds, disbursed semi-annually, for its
capital equipment replacement program. The maximum levy is two mills.

The Rescue Squad provides Advanced Life Support (ALS) services in Northampton, Upper
Southampton, and Lower Southampton Townships with both paid employees and volunteers. It
has an annual operating budget of $1.5 Million. Each community provides financial support to
the organization.

Refuse Collection Fund

The Refuse Collection Fund accounts for the cost of contracted refuse collection and recycling
services in the community. Revenues to the fund include annual fees charged to each property
owner receiving services. The current fee is $306 per residential household that will generate
over $3.9 Million in 2013. The Township also receives approximately $90,000 in state recycling
grant funds and $20,000 from the sale of recycling materials.
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The Township has four contracts for its solid waste management program. J.P. Mascaro &
Sons, Inc. provides collection services for $2.44 Million; Waste Management of Pennsylvania
provides yard waste and trash disposal services for $1.13 Million. Waste Management also
provides recycling material disposal services and pays the Township for the materials at market
pricing. The Southwest Bucks County Solid Waste Advisory Committee (SWBSWAC)
comprised of Upper Southampton Township, Lower Southampton Township, and Northampton
Township publicly bids these contracts.

The Township approved a new waste collection contract in 2012 that changed the collection
schedule from twice a week to once a week, and each household received a wheeled recycling
container as part of the contract. In addition, the Township instituted a single stream recycling
program that allows residents to place all types of recycling materials into a single receptacle,
that has increased recycling collections and has a positive impact on revenue generated by the
collection and sale of recycling materials.

Since the current solid waste disposal contract will expire on December 31, 2013, the Township
solicited bids for a new ten-year contract. Waste Management submitted the lowest responsible
bid that reduces disposal costs by more than 34 percent. In 2014, the Township will pay $45
per ton to dispose of regular household waste compared to $68.91 per ton in 2013.

The current fee charged to residential households is $306 per year. The fee was $340 in 2011.
Based on favorable bid results, the Administration recommends a 13.7 percent fee reduction, or
$42 per household, to $264.

Library Fund

A Library Fund accounts for the operation of the Free Library of Northampton Township. A
Library Board of Directors manages library operations and finances. A 1.3 mill tax levy
generates $738,000 and is the single most significant revenue to support library services. Other
revenue sources include state aid to libraries ($116,000), fines (35,000), and charges for
services ($15,000).

The current tax rate is insufficient to support on-going library services and the Administration
recommends a .3 mill tax adjustment to generate an additional $175,000 to fund library
operations. In 2013, the General Fund subsidized library operations with an $80,000 inter-fund
transfer from its reserves. This trend should not continue.

With the exception of personnel costs, library expenses are somewhat static. Total proposed
expenditures in 2014 are $1.05 Million with personnel costs at $761,000, library materials and
program costs at $125,000, and utilities at $96,000. The Public Works Department provides
additional in-kind maintenance services.

In prior years, the Library Board of Directors managed a separate budget with state aid, fines,
and service charges. The Township was responsible for tax revenue and paid wages,
maintenance and utility costs. The Township Finance Department combined these budgets in
2012 and now manages the financial affairs of the library. The Board of Supervisors and Board
of Library Directors are considering an agreement to memorialize the arrangement.

Options to a tax adjustment include reducing staff and hours of operation. Approximately
40,000 people use the library each year.

13



Senior Center Fund

The Senior Center Fund accounts for the Township contribution toward operation of the James
E. Kinney, Jr. Senior Center. An inter-fund transfer from the General Fund to the Senior Center
Fund supports personnel and fringe benefit costs, insurance, and facility maintenance. The
Public Works Department provides in-kind maintenance services as needed. The contribution
from the General Fund was $190,000 in 2013. An increase to $206,000 is required to fund
Center's operations in 2014.

Two full-time employees, several pari-time employees, and numerous volunteers provide a
variety of services and programs for senior center members.

There is no dedicated tax to support Senior Center operations. In addition to the Township
contribution, Newtown and Upper Makefield Townships each contribute $1,000 to the Center.
Other income includes a state grant ($10,000), facility rental ($30,000), dues ($16,000), social
events ($20,000), and bus trips ($18,000). Operational costs include utilities ($25,000),
equipment maintenance ($12,000), and supplies.

The Center approximately has 950 active members, and over 2,800 people participate in
program activities each month. Annual dues are $20.00.

Street Light Enterprise Fund

The Street Light Enterprise Fund accounts for the cost of contracted services provided by the
Public Works Department to other municipalities for street lighting maintenance. The program
was established about 20 years ago when municipalities purchased their street lighting systems
from PECO to reduce annual costs. The Township presently serves six municipalities and
maintains over 4,600 streetlights, including 320 lights in Northampton Township. Two public
works employees frained in the maintenance and operation of streetlights spend about 8
percent of their time on the program.

Fees support the cost of personnel, supplies, and equipment. Since employee salaries are a
budgeted item, the fees offset the fixed costs for these individuals. The Township purchased a
used bucket truck in 2013 and used much of the fund reserves. In 2013 the Township
increased fees to build reserves for a future replacement vehicle.

Park and Recreation Fund

The Park and Recreation Fund is the operating budget for recreation programs and services.
The Fund has three main sections: Recreation Administration, Participant Recreation, and
Parks Maintenance.

Recreation Administration accounts for general costs associated with the overall management
of the department and includes administrative staff salaries and fringe benefits. Recreation
Administration costs is budgeted at $287,000 in 2014.

Participant Recreation includes the cost for summer camp operations, instructor fees, ticket
purchases, and other program related expenses. Program fees and charges fund the cost of
participant recreation services that total $1.54 Million. More than 6,300 people participated in
recreation programs this year. There were an additional 800 summer camp participants.
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Parks Maintenance costs are budgeted at $429,000 in 2014. They include routine parks and
facility maintenance and repairs, supplies, utility costs, and contracted services. Three full-time
employees maintain 225 acres of parkland, various buildings and numerous recreation
amenities.

A 1.5 mill tax generates $855,000 for parks and recreation services. The tax rate has remained
the same since 2009. Total revenue in 2014 is $2.43 Million. Proposed expenditures are $2.5
Million and include a $150,000 transfer to the Recreation Capital Reserve Fund. Proposed
appropriations increased by 1.1 percent over the current year. The fund will retain a 5.4 percent
reserve fund balance.

Debt Service Fund

The Debt Service Fund accounts for debt obligations on outstanding bonds, notes, and loans.
The Township has $18.4 Million in outstanding bonds as of December 31, 2013 issued in May
and October 2010. These issues refinanced four prior bond issues and the Township added
$1.3 Million to the fund reserve. The May 2010 bond issue will be retired in 2018 and the
October 2010 issue will be retired in 2021. Each bond issue has a 3 percent average interest
rate due to the refinancing process.

The Township will pay $2.06 Million in debt principal in 2014. The outstanding principal balance
will be $16.3 Million as of December 31, 2014.

The current tax levy of 3.955 mills generates approximately $2.24 Million toward debt service
payments and is insufficient to fund required debt service payments beyond 2016. The
Administration recommends a tax rate adjustment of .348 mills to 4.303 mills beginning in 2014.
The additional revenue will keep the fund solvent through 2016. A tax levy adjustment in 2017
is required to fund remaining debt obligations.

The prior bond issues funded capital improvements including the library expansion, senior
center construction, stormwater system upgrades, and Municipal Park construction.

Capital Reserve Fund

The Capital Reserve Fund accounts for general capital equipment purchases and infrastructure
improvement projects. Some examples of capital expenditures include roadway and drainage
facility improvements, traffic signal enhancements, equipment acquisition, property acquisition,
and facilities construction and repair.

Proposed expenditures in the 2014 capital budget include replacement police vehicles, a large
and small mower, trailer, speed board, data processing equipment and software, ballistic vests,
bridge and curb repairs, traffic signal improvements, and loan payments on vehicles and
equipment purchased in prior years with short term loans of three, five, and seven years.

Revenues in the Capital Reserve Fund come from a variety of sources including grants, loans,
and contributions from development, but the primary source is a transfer from the General Fund
that has not had excess reserves to fund capital appropriations. As such, the Township has
deferred maintenance on its facilities and has not replaced equipment on a scheduled basis.
While this practice does keep capital costs to a minimum from year to year, annual maintenance
and operating costs tend to increase as vehicles and equipment age. The ten-year capital plan
identifies capital needs on a long-term basis so the Township can properly plan for these larger
expenditures.
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The Administration recommends a dedicated funding source for capital appropriations, and
proposes a .522 mill tax levy for this purpose. The additional revenue will fund the 10-year
capital plan through 20186.

Recreation Capital Reserve Fund

The Recreation Capital Fund provides financial resources to maintain and improve recreation
facilities and infrastructure. An inter-fund transfer from the Parks and Recreation Operating
Fund operating to the Recreation Capital Fund supports future capital improvements. This is
similar to the volunteer fire company saving a portion of its available tax revenue to replace fire
apparatus. Recreation assessment fees on new development will provide additional revenue
when the housing market improves. In 2014, the operating fund will transfer $150,000 to the
capital fund. The Finance Department projects the current fund balance at $322,000.

The Parks and Recreation Department spent $120,000 in 2013 on improvements to the
Recreation Center, the Civic Center, Municipal Park, and capital equipment acquisitions. The
improvements include repairs to the hockey court at Municipal Park, a new HVAC unit and
carpeting at the Recreation Center, additional security cameras, restroom repairs, and
professional service costs to update the comprehensive plan. The department also purchased
a new mower and made lease purchase payments on prior year equipment acquisitions.

Proposed appropriations in 2014 total $169,000 and include a replacement mower, dump truck,
“gator”, playground equipment, engineering design costs for proposed improvements to the
Civic Center, repairs to tennis and basketball courts, native garden plantings on the 39-acre
site, an addition to the maintenance facility, and lease purchase payments for equipment
acquired in prior years.

Fire Company Capital Reserve

The Township levies a .8 mill tax to support the volunteer fire company. The tax levy generates
$455,000 that the fire company uses for annual operating expenses and acquisition of new or
replacement fire apparatus. The fire company directs a portion of the revenue each year into
the Fire Company Capital Reserve Fund for equipment replacement and facilities maintenance.

The fire company bases the amount transferred from the Fire Tax Fund to the Fire Company
Capital Reserve Fund on the capital needs of the organization as identified in its twenty-year
capital plan. In 2013, the fire company purchased a new tanker truck and fire hose from the
fund for $224,000.

The fire company recently identified a shortfall in its capital plan funding because of an
immediate need to address facility maintenance and projected increases in the cost for capital
equipment replacements in future years. The company intends to replace the roof, resurface
the floor at Station 83, and replace the concrete pad at Station 3. These costs are included in
the proposed budget at a cost of $80,000. The current fund balance is approximately $1.5
Million.

The fire company has experienced increase annual operating costs for its three fire stations.
Routine maintenance on facilities, vehicle maintenance, and heating expenses have increased
in recent years. The company has also absorbed additional costs to outfit the daytime crew and
must purchase other needed supplies and equipment.
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Based on projected need, the Administration recommends a .25 mill adjustment in the Fire Fund
tax levy to 1.05 mills. The increase will generate an additional $144,000 that will fund increased
annual operating expenses and future capital needs.

Rescue Squad Capital Reserve

The Township levies a .125 mill tax to support the Tri-Hampton Rescue Squad that provides
emergency medical services to the community. The squad operates from a main station on
Township Road and uses “phantom” stations to provide broader service and faster response
times during emergencies.

An inter-fund transfer from the Rescue Squad Fund supports the Rescue Squad Capital
Reserve Fund. The tax levy generates $72,000 and a portion of these proceeds transfers to the
capital reserve fund. The current fund balance is $21,000. The reserves support acquisition of
new or replacement emergency medical vehicles and equipment.

There are no budgeted appropriations from the fund in 2014.
Road Equipment Capital Fund

The Road Equipment Capital Fund accounts for funding to replace Public Works Department
vehicles and heavy equipment. The department has an aging fleet of trucks and construction
equipment. Some units are in excess of fifteen years old. While the Department has done a
good job of maintaining its fleet, much of the equipment has passed its useful life and
maintenance costs have increased in recent years.

The Administration added the fund to the budget document in 2013; however, the Board did not
levy a tax for appropriations in that year. Instead, a $263,000 transfer from the Capital Reserve
Fund provided resources for 2013 appropriations that included lease payments on two dump
trucks acquired in 2012, a new dump truck body and a replacement tractor.

Appropriations in 2014 include the acquisition of two dump trucks (to replace 1998 and 2003
models), a Bobcat skid steer, a dump truck body, and 2 snow plows. The Township also has
on-going lease purchase payments on vehicles and equipment purchased since 2010.

The Administration recommends the Board consider a dedicated tax levy of .365 mills to fund
these types of on-going capital equipment needs. The proposed levy will fund the ten (10) year
equipment replacement plan through 2016.

The Second Class Township Code permits the Township to levy up to two-mills for this purpose.
Highway Aid Fund

The Highway Aid Fund accounts for the Township share of liquid fuels tax dollars provided by
the Commonwealth of Pennsylvania for maintenance of local roadways. The Commonwealth
generates funds through a tax on motor fuels. The Township received $860,000 in 2013,

slightly less than the $872,000 received in 2012. More fuel-efficient vehicles contribute to the
reduction.

Municipalities receive approximately 12 percent of the total collected by the Commonwealth and
PennDOT uses the remaining funds to maintain state owned roadways.
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A formula determines the Township share based on qualifying road mileage. The
Administration forwards information on any newly dedicated roads to PennDOT and the
additional mileage increases the grant amount. New roads must meet specific design criteria to
qualify for funding.

The Commonwealth restricts expenditures from the Highway Aid Fund.  Authorized
expenditures include road maintenance such as snow plowing, road striping, guiderail
installation, street light electricity, and the purchase of de-icing salt and paving materials. The
Commonwealth audits the fund annually to ensure compliance with state regulations.

The Township purchases paving materials from the fund for its annual road-paving program. In
prior years, the Highway Aid Fund reimbursed the General Fund for labor costs associated with
paving operations. By eliminating the reimbursement in 2014, there is more funding for road
resurfacing.

The beginning fund balance in 2014 is $262,000. Proposed expenditures include de-icing salt
($160,000), contracted services such as line painting and snow plowing ($100,000), traffic
signal maintenance ($25,000), and paving materials ($560,000).

The Township plans to resurface 3.3 miles of roads in 2014 and the Public Works Department
proposed a micro-surfacing treatment for an additional 3.5 miles. Given that the estimated life
of a road surface is 20 years, the Township should be paving eight to ten miles each year in
order to maintain its 180 miles of Township owned roadways.

The cost of crude oil affects road-resurfacing expenses and these costs escalated significantly
in recent years. In 2007, the Township paid $68,000 to resurface one mile of roadway. In 2013
the cost exceeded $143,000. As part of its long range planning, the Township must develop a
strategy to increase funding for road paving.

Pension Funds

The Police and Municipal Employees Pension Funds are trust funds that provide monthly
defined-benefit pensions to retired employees. An ordinance adopted by the Board of
Supervisors governs the administration of each pension plan, and two Pension Plan Advisory
Committees review investment performance and recommend investment strategies. The
Committees meets quarterly with the Township Investment Advisor to review investment
performance. '

Pension funds consist of a mixed bond and equities portfolio with asset allocations according to
an Investment Policy Statement adopted by the Board of Supervisors. The Township Actuary
calculates annual required contributions for each plan (Minimum Municipal Obligation) to fund
future retirement benefits.

The pension plans have combined assets of approximately $26.7 Million at December 31, 2013.
The required Township contribution to maintain the actuarial soundness of the plans in 2014 is
$1.6 Million. The contribution increased slightly from 2013 levels. The Township will receive
$547,000 in state aid to offset this amount.

The Commonwealth levies a 2 percent tax on foreign casualty insurance premiums (insurance

policies written by out-of-state insurance companies) to assist municipalities with pension plan
funding.
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Concluding Remarks

The Township is a service organization that relies on its employees to provide prompt and
efficient public services. Balancing the needs of the municipal organization and maintaining low
tax rates is a significant challenge, particularly during a period of economic uncertainty.

The Administration strives to avoid increasing property taxes each year, and has effectively
maintained the same tax rates for four straight years. It has managed to retain existing staff,
absorb increases in employee benefit costs, and replace needed capital equipment using a
variety of financing methods. However, the Township needs additional revenue in specific
areas of the budget to avoid service reductions and increased maintenance costs.

While there is some noticeable improvement in the real estate market, and earned income tax
receipts have increased since 2010, the increases are insufficient to fund increased operating
costs and capital needs.

As a result, the proposed budget includes selected tax adjustments where necessary to
maintain levels of service. This includes funding proposed expenditures in the ten-year capital
improvement plan for at least three years, and additional revenue for library services, fire
company operations, and debt service.

Current projections show that the rate increase will fund projected appropriations through 2016
in these areas of need. A long-term projection for the General Fund, although not completed,
may indicate that earned income taxes, transfer taxes, and permit fees may be sufficient to fund
operations for a longer period.

Property assessed at the median value of $35,600 will pay $460 annually in Township real
estate taxes, or $38 per month to support municipal services under the proposed 2014 Budget.
The proposed tax adjustment increases property taxes by $5 per month. Fortunately, a
reduction in the trash disposal fee will mitigate the impact of the tax adjustment. The net effect
is a $20 per year cost increase on a home assessed at the median value.

The Administration believes Township residents are pleased with our service delivery and
understand the Township wisely allocates its financial resources for their health, safety, and
welfare. Maintaining accustomed service levels enhances the quality of life our residents
currently enjoy.

The proposed 2014 Budget maintains municipal services at present levels and provides the
necessary resources to help the Township organization to achieve the goals and priorities
established by the Board of Supervisors. It represents an accurate estimate in dollar terms of
the Township’s commitment to deliver quality municipal services to the Northampton Township
community.

The Administration is pleased to present the 2014 Budget for your consideration.

Respecifully submitted,

Robert M. Pellegrino
Township Manager
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