EXHIBIT J2



MuNICIPAL AUTHORITY OF THE
BOROUGH OF SHENANDOAH

FINANCSAL STATEMENTS
FoRrR THE YEAR ENDED
SEPTEMBER 30, 2020
&
INDEPENDENT AUDITORS' REPORT
&
REQUIRED SUPPLEMENTARY INFORMATION



TABLE OF CONTENTS

INDEPENDENT AUDITORS' REPORT ;v vevvsn sasss

FINANGCIAL STATEMENTS!

STATEMENT OF NET ASSETS. .00 e st sisvanss

L R R R R A L TR R

W A Ra e Fed e e aeer a b W ey v

STATEMENT OF ACTIVITIES AND CHANGES 1N NET ASSETS . .. ossursresrnrssrasommsios consns

: STATEMENT O F CASH FLOWS. e R R AR R B WY e

NOTES TO FINANCIAL STATEMENTS. .c.vvesenrinras v ivevens oons
REQUIRED SUPPLEMENTARY INFORMATION:

SCHEDULE OF AUTHORITY'S CONTRIBUTIONS. . .., civwie.

SCHEDULE OF CHANGES IN THE NET PENSION LIABILITY i v v pmesins

SCHEDULE OF FUNDING PROGRESS, 1y s v s swsssns sse v omnre swwcs msn e snsmanes saon
SUPPLEMENTARY INFORMATION?

SCHEDULE OF PURIFICATION SYSTEM, PUMPING SYSTEM,

DISTRIBUTION SYSTEM, (GENERAL OPERATING, AND
ADMINISTRATIVE EXPENSES. ............

SUMMARY SCHEDULE OF PRIOR AUDIT FINDING S iiss s xsatvenn soniin s kbirmi b idevas ivis

INDEPENDENT AUDITOR'S REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS
BaseD ON AN AuDIT OF FINANCIAL STATEMENTS PERFORMED IN

ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS. .. ..o ovsiriems

R e R RS e R

o R

PR R P T I TLA S S0y

it

a0 e R

B KR A B R

WA R RSV E R4S

S g R R T T}

PAGE

29
31

32

33

34

35



B | 7571 North Church Stree
wi | Hazleton, PA 18201

ot W aa | P 570-455.9408
& Assocmles, PC | F:570-455-3413

Accountcnis Advisors | tex@dmoorecps.com

INDEPENDENT AUDITORS’ REPORT

To the Board of Directors
Municipal Authority of the
Borough of Shenandoah:

We have audited the accompanying financial statements of the Municipal Authority of the
Borough of Shenandoah as of and for the year ended September 30, 2020, and the related
notes to the financial statements, which collectively comprise the Municipal Authority of the
Borough of Shenandoah’s basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with accounting principles generally accspted in the United States
of America; this inciudes the design, implementation, and maintenance of internal control

relevant to the preparation and fair presentation of financial statements that are free from
material misstatement, whether due to fraud or error.

Auditors’ Responsibility

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

An audit invoives performing procedures to obtain audit evidence about the amounts and
disciosures in the financial statements. The procedures selected depend on the auditors
judgment, including the assessment of the risks of material misstatement of the financial
staternents, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity's preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opmton on the effectiveness of the
entity’s internal control. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of

significant accounting estimates made by management, as well as evaluating the overalt
presentation of the financial statements.




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

Opinion

In our opinion, the financial statemenis referred to above present fairly, in all material
respects, the financial position of the Municipal Authority of the Borough of Shenandoah as
of September 30, 2020, and the respective changes in financial position, and, where
applicable, cash flows thereof for the year then ended in aceordance with accounting
principles generally accepted in the United States of America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
Schedule of Employer Contributions, Schedule of Changes in the Employer's Net Pension
Iiability, and Schedule of Funding Progress be presented to supplement the basic financial
statements. Such information, although not a part of the basic financial statements, is
required by the Governmental Accounting Standards Board, who considers it to be an
essential part of financial reporting for placing the basic financial statement sin an appropriate
“operational, economic, or historical context. We have applied certain limited procedures o
the required supplementary information in accordance with audltlng standards generally
accepted In the United States of America, which consisted of inguiries of management about
the methods of preparing the information and comparing the information for consistency with
management’s responses to our inguiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do rnot express
an opinion or provide any assurance on the information because the limited procedures do
not provide us with sufficient evidence to express an opinion or provide any assurance.

Management has omitted budgetary comparison information and the management's
discussion and analysis that accounting principles generally accepted in the United States of
America require o be presented to supplement the basic financial statements. Such missing
information, although not a part of the basic financial statements, is required by the
Governmental Accounting Standards Board, who considers it t0 be an essential part of
financial reporting for placing the basic financial statements in an appropriate operationat,

economic, or historical context. Cur opinion on the basic financial statements is not affected
by this missing information.



Other Information

Our audit was conducted for the purpose of forming an opinion on the financial statements
that collectively comprise the Municipal Authority of the Borough of Shenandoah'’s basic
financial statements. The Schedule of Purification System, Pumping Systemn, Distribution
System, General Operating, and Administrative Expenses on page 32 is presented for
purposes of additional analysis and is not a required part of the basic financial statements.

The Schedule of Purification System, Pumping System, Distribution System, General
Operating, and Administrative expenses on page 32 is the responsibility of management and
was derived from and relate directly to the underlying accounting and other records used to
prepare the basic financial statements. Such information has been subjected to the auditing
procedures applied in the audit of the basic financial statements and certain additional
procedures, including comparing and reconciling such information directly to the underiying
accounting and other records used to prepare the basic financial statements or to the basic
financial statement themselves, and other additional procedures in accordance with auditing
standards generally accepted in the United States of America. in our opinion, the Schedule
of Purification System, Pumping System, Distribution System, General Operating, and

Administrative Expenses is fairly stated, in all material respects, in relation to the basic
financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
June 7, 2021, on our consideration of the Municipal Authority of the Borough of Shenandoah's
internal control over financial reporting and on our tests of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements and other matters. The
purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an cpinion on
internal control over financial reporting or on compliance. That report is an integral part of an
audit performed in accordance with Government Auditing Standards in considering the

Municipal Authority of the Borough of Shenandoah’s internal control over financial reporting
and compliance,

Hazleton, PA
June 7, 2021



MUNICIPAL AUTHORITY OF THE BOROUGH OF SHENANDOAH

STATEMENT OF NET ABSETS
SEPTEMBER 20,2020 . .

CURRENT ASBETS:
Cash
Accounts receivabie
Urbillad revenue
Matetlals and supplies inventory
Prapaid expenses

Total current assets
CAPITAL ASSETS, NET (Note 3)
DEFERRED FINANCING COSTS, NET (Note 4)
Total assets

DEFERRED OUTFLOWS OF RESOURCES
Pension Activity {Note 8)

TOTAL
U_RB_%L!TIES AND DEFERRED INELOWS
CURRENT LIABILITIES:
Currgn_t maturitias of long-term debt (Note 5)
Aceounts payable

Customer deposits
Actrued expensas

Total current liabdities
LONG-TERM LIABILITIES:
Loans payable (Mot 5)
Net pension liab#ity (Note )

Total long-term liabilities

Total iabilities

DEFERRED INFLOWS OF RESOURCES
Pengion activity (Note 8}

Total liab#ilies and deferred inflows

. NET ASSETS,
Net investmant in gapital assets )
Unrastricted

Total net assels

TOTAL

$ 2589825
273,250
311,624

73,223
17,174

. i .

3,245,183

11,063,135

.. 48,801

14,346 629

185,408

§ 146324265

% 234,865
54,263
266,452

595,786

5,863,532
7H3,880

5,647,418

7,243,204

. A4 450

12287 662

4,964 938
2,275,818

PP SA e

7,244,756

§ 14532425

‘Bee Notes fo Financlal Statements

wB



MUNICIPAL AUTHORITY OF THE BOROUGH OF SHENANDOAH

STATEMENT OF ACTIVITIES AND CHANGES IN NET ASSETS

FOR THE YEAR ENDED SEPTEMBER 30, 2020

CPERATING REVENUES:
Water usage fees
Other operating revenues

Total operating revenuas

OPERATING EXPENSES:
Purification system expenses
Pumping system expenses
Distribution system expenses
General operating expenses
Administrative expenses
Depreciation and amortization

Total operating expenses
OPERATING LOSS

NONOPERATING REVENUE (EXPENSES):
interest income
Lease revenues
Miscellaneous income
Wind farm income
Bad debt recovery
Bad debt expense
interest expense

Nonoperating Expense, net
CHANGE IN NET ASSETS
NET ASSETS-BEGINMING OF YEAR

NET ASSETS-END OF YEAR

3 1926472
1,122

1,927,594

438,736
127,198
608,877
400,468

83,087
328,037

1,987,803

60,309

11,623
12,448
33,327
109,691
2,719
(19,283)

| (z50.141)

{99618)
(159,927)

—..1,404,683

$ 7,244,758

See Notes 1o Financial Statements
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MUNICIPAL AUTHORITY OF THE BOROUGH OF SHENANDCAH

STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED SEPTEMBER 30, 2020

CASH FLOWS FROM OPERATING ACTIVITIES:
Cash received from custorers
Other operating cash receipts
Cash payments to suppliers and employees

Net cash provided by operating activities

CASH FLOWS FROM NONCAPITAL
FINANCING ACTIVITIES:
Lease revenues
Mizcellaneous income
Wind farm income
Bad debt recovery
Bad debt expense

Net cash pravided by noncapital financing activities

CABH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTVITIES;
Purchase of capital assets
Principal paid on capital debt
interest paid on long-term debt

Net cash used in capital and related financirg activities

CASH FLOWS FROM INVESTING ACTIVITIES,
Interest income

NET DECREASE IN CASH
CASH, BEGINNING OF YEAR

CASH, END OF YEAR

3 1,987,780
1122

‘ 1,478,962

508,940

12,446
33,327
109,691
2,719

{19,283)

138000

(276,344)
(225,387)
o (280,141)

751,852

11823

(91,389)

... 2,661314

$ 2569938

See Notes to Financial Staternents



MUNICIPAL AUTHORITY OF THE BORCGUGH OF SHENANDOAH
STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED SEPTEMBER 30, 2020

RECONCILIATION OF OPERATING LOSS TO NET
CASH PROVIDED BY OPERATING ACTIVITIES:
Operating loss
Adjustments to reconcile operating loss to net
cash provided by operating activities:
Depreciation and amortization expense
Met chiange in net pension Habilty
Net change in deferred outflows of resources
Net changs in defarred inflows of resources
Changes in assets and liabilities:
Accounts receivable
Unbilled revenue
Materials and supplies inventory
Prepaid expenses
Accounts payable
Accrued pension
Accried expenses
Customer deposits

Total adjustments

NET CASH PROVIDED BY OPERATING ACTIVITIES

328,537
61,256

128,794
(44,468)

31,607

(12,798)

(21,356)
(7271)
58,833

72
42,500

570,249

509,840

See Notes to Financial Statements



MUNICIPAL AUTHORITY
OF THE BOROUGH OF SHENANDOAH

NOTES TO FINANCIAL STATEMENTS

1. NATURE oF OPERATIONS AND SUMMARY
OF SIGNIFICANT ACCOUNTING POLICIES

NATURE OF OPERATIONS AND
REPORTING ENTITY

The Municipal Authority of the Borough of Shenandoah is an operating authority, which
was organized on June 28, 1935. The purpose of the Authority is to provide water
service for areas served by the Authority.

The Government Accounting Standards Board (“GASB”) has developed criteria to
determine what constitutes state and local governmental entities for financial reporting
purposes. The GASB concluded in Statement 39 that the basic criterion for including
a govemmental department, agency, institution, commission, public authority or other
governmental organization as a component unit in the governmental unit's reporting
entity for combined financial statements is the financial accountability over such
agencies by the governmental unifs elected officials. Financially accountable
embraces such factors as selection of governing authority, ability to significantly
Influence operations, and financial dependency.

Based upon the above, the Authority is the reporting entity,

Basis OF PRESENTATION, BASIS OF ACCOUNTING
ArgD MEASUREMENT Focus

The Authority’s financial statements are presented using the economic measurerment
focus and the accrual basis of accounting and conform to accournting principles
generally accepted in the United States of America, as prescribed by GASB,
Revenues are recorded when earned and expenses are recorded when liability is
incurred regardless of the timing of the related cash flows. The Authority has elected
under GASB Statement no. 20, Accounting and Financial Reparting for Proprietary
Funds and Other Governmental Activities That Use Proprietary Fund Accounting, to
apply all applicable GASB pronouncements as well as any applicable private sector
standards issued on or before November 30, 1989, unless these pronouncements
conflict with or contradict GASB pronouncements.



MUNICIPAL AUTHORITY OF THE
BoROUGH OF SHENANDOAH
NOTES TO FINANCIAL STATEMENTS

ACCOUNTS RECEIVABLE

Accounts receivable are stated at the amount management expects to collect from
outstanding balances. The Authority charges a penalty of 10% after 30 days on
delinquent accounts. They also use a collection agency to pufsue delinquent

accounts. The Authority’s policy is to write off bad debts as incurred. Therefore, no
allowance for bad debts has been provided.

INVENTORY

The Authority’s inventory is valued at cost using the first in first out (FIFO) method and
consists of materials and supplies to be used for construction and restoration.

CAPITAL ASSETS

Capital assets, which include property, plant, equipment, and the water system, are
defined by the Authority as assets with an initial, individual cost in excess of $1 ,000
and an estimated useful fife in excess of one vear.

All purchased capital assets are valued at cost where historical records are available
and at an estimated historical cost where no historical records exist. Donated gapital
assets are valued at their estimated fair market value on the date received, -

The costs of normal maintenance and repairs that do not add to the value of the asset
or materially extend asset lives are not capitalized. Improvements are capitalized and
depreciated over the remaining useful lives of the related capital assets, as applicable.

Capitai assets are depreciated using the straight-line method over the following
estimated usefu lives:

YEARS
Water Plant 10-50
Water Collection and Purification 20-50
Pumping and Distribution 10-50
Office Furniture and Fixtures 5-10
Transportation Equipment 10
Capitalized interest 25
Communication Equipment 10

-10-



MUNICIPAL AUTHORITY OF THE
BOROUGH OF SHENANDOAH
NOTES TO FINANCIAL STATEMENTS

Use Or ESTIMATES

The preparation of financial statements in conformity with generally accepted
accounting principles generally accepted in the United States of America 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 revenuss and expenses during
the reporting period. Actual resuits could differ from those estimates.

NET ASSETS
The Authority maintains the following net asset classifications:

Invested in capital assets, net of related debt. Capital assets, net of accumulated
depreciation and outstanding principal balances of debt attributable to the
acquisition, repair or improvement of those assets.

Restricted: Net assets whose use is subject to externally imposed conditions that
can be fulfilled by the actions of the Authority or by the passage of tims.

Unrestricted: All other categories of nat assets. Unrestricted net assets may be
designated for specific purposes by the Authority's Board of Directors.

When an expense is incurred for which both restricted and unrestricted positions are
available, the Authority’s policy is to apply restricted positions first.

OPERATING AND NONOPERATING
REVENUES AND EXPENSES

Operating revenues and expenses generally result from providing services in
connection with the Authority’s principal ongoing operations, which is the sale of watar
to its customers. The Authority alsa recognizes as operating revenue the sale of
merchandise and job work performed for customers and other cash receipts not arising
from investing or financing activities. Operating expenses for the Autherity include the
cost of services, administrative expenses, and depreciation on capital assets. Al

revenues and expenses not meeting this definition are reported as nonoperating
revenues and expenses.

~11 -



MUNICIPAL AUTHORITY OF THE
BorouaH OF SHENANDOAH
NOTES TO FINANCIAL STATEMENTS

BUDGET AND BUDGETARY ACCOUNTING

The Authority Board adopts an operating budget on an annual basis. The budget is
prepared on the cash basis of accounting.

UNBILLED REVENUE

Unbilled revenue represents estimated revenue at the end of the year. It is based upon
the number of days since the last meter reading for each billing route.

COMPENSATED ABSENCES

Employees of the Authority are entitied to paid vacation and paid sick days, depending
on job classification, length of service, and other factors. It is impracticable to estimate
the amount of compensation for fufure absences and, accordingly, no liability has been
recorded in the accompanying financial statements, The Authority’s policy is to
recognize the costs of compensated absences when actually paid to empioyses.

DEFERRED INFLOWS AND OUTFLOWS
Or RESOURGES

In addition to assets, the statement of net assets will sometimes report a separate
section for deferred outflows of resources. This separate financial statement element,
deferred outflows of resources, represents a consumption of net assets that applies to

a future period(s) and so will not be recognized as an outflow of resources (expense)
until then.

The Authority reports the differences between the expectation of the actuarial valuation
of the net pension liability and the actual result in the prior pension plan fiscal year as
a deferred outflow of resources. The impact of these differences is amortized over a
period of five years. As of September 30, 2020, the Authority reported $39,800 related
to this type of deferred outflow and $18,138 related to this type of deferred infiow.
Additionally, the net changes in assumptions are reported as deferred outflows. As of

September 30, 2020, the Authority reported $19,120 related to this type of deferred
cutfiow.

.12 -



MUNICIPAL AUTHORITY OF THE
BOROUGH OF SHENANDOAH
NOTES TO FINANGIAL STATEMENTS

In addition to liabilities, the statement of net assets will sometimes report a separate
section for deferred inflows of resources. This separate financial statement glement,
deferred inflows of resources, represents an acquisition of net assets that applies to a
future period(s) and so will not be recognized as an inflow of resources {revenue) until
that time. Certain items related to the measurement of the net pension liability are
reported as deferred inflows of resources. These include the net difference between
projected and actual earnings on pension plan investments., As of September 30,
2020, the authority reported $23,561 related to this type of deferred inflow and
$126,475 related to this type of deferred outflow. Additionally, the net changes in
assumptions are reported as deferred inflow. As of September 30, 2020, the Authority
reported $2,765 related to this type of deferred inflow.

IMPAIRMENT OF LONG-LIVED ASSETS

FASB Codification regarding, Accounting for the Impairment or Disposal of Long-Lived
Assets, requires that long-lived assets, including property and equipment, be reviewed
for possible impairment whenever events or changes in circumstances indicate that
the carrying amount of an asset may not be recoverable, The Authority continually
evaluates whether events and circumstances have occurred that indicate the
remaining estimated useful lives of long-lived assets may warrant revision or that the
remaining carrying amount may not be recoverable. When factors indicate that such
assets should be evaluated, the estimate future undiscounted cash flows associated
with the assets are compared to the assets’ carrying amount to determine if a write-

down to fair value is necessary. A charge for impairment was not considered
necessary at September 30, 2020.

SUBSEQUENT EVENTS

The Company has evaluated events and transactions subsequent to September 30,
2020 through the time that these financial statements were available to be issued on
June 7, 2021. Based on this evaluation, the Company noted the following:

~13 -



MUNICIPAL AUTHORITY OF THE
BoOrROUGH OF SHENANDOAH
NOTES TO FINANCIAL STATEMENTS

In December 2018, a novel strain of coronavirus (“COVID-19") was reported to have
surfaced in China. The World Health Organization has declared COVID-18 to
constitute a “Public Health Emergency of International Concern” and characterized
COVID-18 as a pandemic. The UL.S. government has also implemented enhanced
screenings, quarantine requirements and travel restrictions in connection with the
COVID-19 outbreak. The spread of this virus has the potential to cause business
disruption to the Authority beginning in March 2020, due to state government-imposed
shutdowns of businesses and other resuits of the iliness. While the Authority expects
this matter may negatively impact its results, the extent of the impact of the COVID-18
on the Authority’s operational and financial performance will depend on future
developments, including the duration and spread of the outbreak and related travel
advisories and restrictions and the impact of the COVID-19 on overall demand for the
Authority's services, all of which are highly uncertain and cannot be predicted.

The Authority is not aware of any other events or transactions that cccurred
subsequent to September 30, 2020 but prior to June 7, 2021 that would require
recagnition or disclosure in its financial statements.

2. CAsH, CASH EQUIVALENTS AND INVESTMENTS

Pennsylvania statules provide for investment of governmenta! funds into certain
authorized investment types including U.S. Treasury bills, other short-term U.8, and
Pernsylvania government obligations, insured or collateralized time deposits, and
certificates of deposit. The statutes do not prescribe regulations related to demand

deposits; however, they do allow the pooling of governmental funds for investment
purposes.

The deposit and investment policy of the Authority adheres to state statutes and prudent
business practices. Deposits of the Authority are maintained in interest-bearing demand
deposits or savings accounts. There were no deposit or investment transactions during
the year that were in violation of either the state statutes or the palicy of the Authority.

A summary of cash at September 30, 2020 is as follows:

Petty cash $ 500
Demand accounts 2 ,__569_,425_
Total cash

- 14 -



MUNICIPAL AUTHORITY OF THE
BOROUGH OF SHENANDOAH
NOTES TO FINANCIAL STATEMENTS

CusTODIAL CREDIT RISK

Custodial credit risk is the risk that in the event of a bank failure, the Authority's deposits
may not be returned to it. The Authority does not have a policy for custodial credit risk
on deposits. At September 30, 2020, $250,000 of the Authority’s bank balance of
$2,620,251 was covered by federal depository insurance and $2,370,251 was exposed
to custodial credit risk which is collateralized under act 72 of the Pennsvlvania state
legislature, which requires the institution to pool collateral for all governmental deposits
and have the collateral held by an approved custodian in the institution’s name.

- 15 -



MuUNICIPAL AUTHORITY OF THE
BOROUGH OF SHENANDOAH
NOTES TO FINANCIAL STATEMENTS

3. CAPITAL ASSETS

Capital asset activity consists of the following for the year ended September 30, 2020;

BALANCE BALANCE
OCTOBER 1, SERPTEMBER
CAPITAL ASSETS; not being depreciatod:
Land $ 144,751 $ - ] - § 144,751
Construstion-in-Progress ‘ o v e e
Total capital assets,
not being depreciated 144,751 . 2 - 144,751
CAPITAL ASSETS, being depraciated:
Water Plant : 656,489 213,844 * 870,334
Water Collection and Purification 13,102,185 - 13,102,185
Pumping and Distribution 5,288,796 62,600 RS §,351,268
Office Furnliure and Fixiures 102,846 - o 102,948
Transportation Eguipment 479,758 * 35,508 444 253
Capitalized Interast 556,648 0 “ H56,6848
Communications Equipment 33,655 o oy 33,955
Total capital assets,
baing depraciatad 20,220,781 276,344 ) 45,505 20,481,620
LESE ACCUMULATED DEPRECIATION;
Water Fiant (368,835) {16,663) R (383 498)
Water Collection and Purlfication (5,319 541) {201,817y - (5,521,158}
Pumping ang Distribution (2,489 643) {91,883} - {2,581 B26)
Office Fumniture ang Fidures {88,101 (3.679) B {81,780)
Transportation Equipment (408,190 (11.982) 35,505 {384 667)
Capitalized interest (556,648) # i {556,548)
Communications Equipment (33.958) — 5 ‘ — (33.959)
Total accumulated depreciation ;{9.l26'2,"9}z; {325 824) 35,508 {9,563.236)

Total Capital Assetz, Belng Dapreciated, Net

MR e 348003

Total Capital Agsets, Net $11.102.815

- §11,063138

- 16 -



MuniciPAL AUTHORITY OF THE
BOROUGH OF SHENANDOAH
NOTES TO FINANCIAL STATEMENTS

Construction-in-progress is an accumulation of work orders for projects that have not
been placed in service as of the date of the financial statements. At the completion of a
project the total amount of the work orders is transferred to a property and equipment
category and depreciated over its estimated usseful life.

4. DEFERRED FINANCING COSTS

Certain costs associated with the issuance of debt are being amortized using the straight-
line method over the life of the respective financing which is 240 months.

Cost $54 253
Accumulated amortization (5.652)

Deferred financing costs, net $48.601

Amortization expense was $2,713 for the year ended September 30, 2020.

5. LONG-TERM DEBT

PNC LoAN

The Authority has a loan in the amount of $6,530,000 from PNC Bank, N.A. This loan
was used to refinance the former PennVest loans, USDA loans and finance various
capital improvements. The loan is for a period of 240 months at an interest rate of
4.05% per annum until September 1, 2025, After September 1, 2025, the interest rate
may reset but shall never exceed 8.00%. Principal and interest of $39,743 are payable
on the first day of each month. The loan is collateralized by a lien on an irevoecabie
pledge of all revenues of the Authority received as a result of the operation of the sewer
system. Loan matures September 1, 2038.

-17 -



MUNICIPAL AUTHORITY OF THE
BOROUGH OF SHENANDOAH
No1ES TO FINANCIAL STATEMENTS

ToTAL ANNUAL DEBT SERVICE REQUIREMENTS

A schedule of estimated maturities of principal and interest on all of the long-term debt

is as follows:
YEAR ENED -

SEPTEMBER 30 PRINCIPAL INTEREST TOTAL
2021 _ $ 234,665 $ 242248 $ 478,913
2022 244 348 232,565 476,913
2023 254 430 222,483 476,913
2024 264,927 211,086 476,913
2025 275,859 201,054 476,913

2026-2030 1,559,711 824 854 2,384,565
2031-2035 - 1,809,153 - 475412 2,384 565
2036-2038 1,345,104 _ 85 835 . 1,430.739

Total

$2496257  $8.564434

CHANGES IN LONG-TERM LIABILITIES

During the fiscal year, the following changes ocourred in long-term liabilities:.

BALANGE BALANGE
BEPETMBER 30, SEPTEMBER 390, CURRENT
TYPE OF DERT 2019 ADDITIONS 2020 PORTION
FNC Loan §6.313584 $ - ${225,367) $6.088,187 $234,865
Net Pension Liability 732630 61,288 ] 5 783.880° o
Total $7,046,194 61256 #5.882,083 $224 885




MuNICIPAL AUTHORITY OF THE
BOROUGH OF SHENANDOAH
NOTES TO FINANCIAL STATEMENTS

6. PENSION PLAN
Summary of Significant Accounting Policies

Pensions- For purposes of measuring the net pension liability, deferred outflows of
resources and deferred inflows of resources related {o pensions and pension expense,
information about the fiduciary net paosition of the Municipal Authority of the Borough of
Shenandoah Employees’ Pension Plan (MABSPP) and additions to/deductions from
MABSPF's fiduciary net position have been determined on the same basis as they are
reported by MABSPP. For this purpose, benefit payments (including refunds of employse
contributions) are recognized when due and payable in accordance with the benefit terms.
investments are reported at fair value.

Plan Description- The Municipal Authority of the Borough of Shenandoah Employees’
Pension Plan (the “Plan™ is a single-employer defined benefit pension plan which is
governed by the Authority’s Board of Directors. The Plan was established on March 1,
1974 by the Board of Directors. The Plan provides retirement and death benefits to plan
members and beneficiaries. The Board of Direclors has delegated the administration of
the Plan to Brown & Brown Consulting and has delegated the management of Plan assets
to an investment advisor, FNB Weaith Management Trust Group, The Plan does not
issue a separate financial statemant.

BENEFITS PROVIDED

ELIGIBILITY FOR PARTIGIPATION,

Each employee enters the Plan on the March 1% closest to the date he completes
three years of Eligibility Services.

EARNINGS

W-2 eamings plus pre-tax deferrals excluding bonuses, overlime and
commissions,

AVERAGE ANNUAL EARNINGS

Participant’s highest average annual earnings received for any 80 consacutive
months during the period of employment.

PLAN YEAR

March 1 through February 28,
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MUNICIPAL AUTHORITY OF THE
BOROUGH OF SHENANDOAH
NOTES TO FINANCIAL STATEMENTS

CREDITED SERVICE

Plan Years with 1,000 or more hours.

ACCRUED BENEFIT

1/12™ of the sum of (a) 20% of the participant’'s average annual samings not
excesding $6,600; pius (b) 50% of the participant's average annual eamings in
excess of $6,6800 reduced by 1/30" for each year of credited service at normal
retirement less than 30. Minimum monthly pension is $100. The amount
determined under (a) and (b) above will then be muitiplied by a fraction, not to
exceed one, the numerator of which is the number of the participant's years of
credited service at retirement and the denominator of which is the number of

years of cradited service which the participant would have accumulated at normal
retiremeant age. N

NORMAL RETIREMENT BENEFIT

a. Eligibility: First day of the month coinciding with or next following the earlier
of (1) age 65 or (ii) age 62 with 3C years of service.

b. Benefit: accrued benefit.

EARLY RETIREMENT BENEFIT

a. Eligibility: First day of the month coingident or next following attainment of
age 60 and 5 years of sarvice.

b, Benefit: Actuarial equivélent of accrued benefit payable at normai retirement
date.

a. Eligibility: After normal retirement date.

b. Benefit: The greater of (i) the accrued benefit or (i) the actuarially increased
benefit from prior year determination date to the postponed retirement date.
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MUNICIPAL AUTHCRITY OF THE
RBoroucH OF SHENANDOAH
NOTES TO FINANCIAL STATEMENTS

TERMINATION BENEFIT

a

b.

Eligibility: 10 years of service

Benefit: Accrued benefit determined at termination, payable at normal
retirement date, or as early as age 60 with 5 years of service at termination
of employment, reduced as in Early Retirement Benefit (b) above.

&.

b.

Eligibility: Beneficiary of vested participants who die prior to retirement,

Benefit: (i) For participants who die while an emiployee, an amount equal to
the proceeds of any insurance policies purchased and maintained on the life
of the participant, with-a face amount of the policy targeted to equal to 100
times the participant’s projected monthly benefit at normal retirement. (i) For
deferred vested participants who die before their annuity starting date, an
amount equal to the actuarially equivalent present value of the participant’s
vasted accrued benefit determined as of the date payment is to be made to

- the beneficiary.

DiSABILITY BENEFIT

Mone.

FORMS OF PAYMENT

a.

C.

Normal Form: ..10-year certain and life annuity if single; actuarially-reduced
50% joint and survivor if married.

Optional Forms: Single life annuity, life annuity with 5, 10, 15 or 20 years
period certain, or 50%, 66 2/3% or 100% joint and survivor annuity, which are
the actuarial equivalent to the normal form of payment for a single participant.

Actuarial equivalence: 6.5% interest and the UP-1984 mortality table for
annuity conversions and early retirement reductions.
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MunNiciPaL AUTHORITY OF THE
BOROUGH OF SHENANDOAH
NOTES TO FINANCIAL STATEMENTS

PLAN MEMBERSHIP

At September 30, 2020, the following employees were covered by the Plan:

Active employees

Inactive employees or beneficiaries currentiy receiving benefits
Inactive employees entitled to but not vet receiving benefits

b oo

Total participant count

CONTRIBUTIONS

Act 205 requires that annual contributions to the Plan be based upon the Plan's
Minimum Municipal Obligation (MMQ) which is based on the Plan's biennial actuarial
valuation. Plan members are not required {o contribute. Administrative costs, including
actuarial and consultant services, are paid directly by the Authority. Investment

expenses, including investment manager and custodial services, are paid directly by
the Authority

NET PENSION LIABILITY

The Authority’s net pension liability was measured as of September 30, 2020, and the

total pension liability used to calculate the net pension liability was determined by an
actuaria! valuation as of that date.

ACTUARIAL ASSUMPTIONS

The actuarial assumptions used in the September 30, 2020 valuation were based on
actual actuarial experience of the covered group, to the extent that credible experience
data was available, with an emphasis on expected long-term future frends rather than
giving undue weight to recent past experience.
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MUNICIPAL AUTHORITY OF THE
BOROUGH OF SHENANDOAH
NOTES TO FINANCIAL STATEMENTS

Actuarial valuation date September 30, 2020
Actuarial cost method Entry-age normal actuarial cost method
Assumptions:
Inflation N/A
Salary scale 3.50%
Investmenti return 6.50%
Cost of living adjustments N/A
Asset valuation method Market value of assets

Healthy life mortality:
Rates of pre-retirement mortality
Males and Females: PubG-2010 Male and Female Healthy
Employee Mortality Tables
Rate of post-retirement mortality ’
Males and Females: PubG-2010 Male and Female Annuitant

Mortality Tables
Disabled life mortality rates:

Malss and Females: N/A

Discount RATE

The discount rate should be the single rate that refiects (a) the long-term expected rate
of return on plan investments that are expected to be used 1o finance the benefit
payments, to the extent that the plan’s fiduciary net position is projected to be sufficient
to make projected benefit payments and the assets are expacted to be invested using
a strategy to achieve that return and (b} a yield or index rate for 20-year, fax exempt
general obligation municipal bonds with an average rating of AA/AAA or higher (or an
equivalent quality on another scale) to the extent that the conditions in (a) are not met.
Assuming that the employer will continue the historical and legally required practice of
confributing o the plan, the actuary projects that the plan’s fiduciary. position will always
be sufficient to make projected benefit payments; thus, the discount rate used for

determining the total pension !Iablll’ty is the long-term expected rate of returmn on plan
investrents of 6.5%.
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MUNICIPAL AUTHORITY OF THE
BOROUGH OF SHENANDOAH
NOTES TO FINANCIAL STATEMENTS

CHANGES IN NET PENSION LIABILITY

Balance, September 30, 2019
Changes for the year:
Service cost
Interest, includes interest on service cost
Changes of benefit terms
Chenge of assumptions
Diffarance between expécted and
actual experience
Contributions-amployear
Cantributions-employee
Net, investrment income
Benefit payments, including refunds of
meber contributions
Administrative eéxpenses
Cther changes

Nat langes
Balarce, September 30, 2020

DISCCUNT RATE SENSITIVITY

INCREASE (DECREASE)

TOTAL PLAN

PENSION FIDUCIARY NET NET PENSION
LIABILITY POSITION LIABILITY

(a) (b) (R)-(b}
$1,771,966 $1,029,338 $ 732,830
31,629 - 31,629
112 576 - 112,576
16,858 i’ 16,898
- 100,814 (100,814}

p (967) 987
(111,602) (111,802) -
48,411 {11.845) 61,265

Changes in the discount rate affect the measurement of the TPL. Lower discount rates
produce a higher TPL and higher discount rates produce a lower TPL. Because the
discount rate does not affect the measurement of assets, the percentage change in
the NPL can be significant for a relatively small change in the discount rate. The table
below shows the sensitivity of the NPL to the discount rate with two additional
measures, plus and minus one percent from the rate used for disclosure.
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MUNICIPAL AUTHORITY OF THE
BORDUGH OF SHENANDOAH
NOTES TO FINANCIAL STATEMENTS

Sensitivity of Net Pension Liability to Change in Discount Rate

1% DISCOUNT 1%
DECREASE . RATE INCREASE
5.50% 6.50% - 7.50%

Net Pension Liability

$627.713

PENSION EXPENSE, DEFERRED OUTFLOWS OF RESOURCES,
AND DEFERRED INFLOWS OF RESCURCES

The impact of investment gains or losses for expensing is recognized over a period of
five years. The impact of experience gains or losses and assumption changes on the
TPL are recognized in the collective pension expense over the average expectad
remaining service life of all active and inactive members of the Plan, as provided below.

There were experience gains or iosses between the beginning of year and end of year
Habiiities because the liabilities are based upon two different actuarial valuation dates.
However, there were no assumption changes as of the Measurement Date.

Scheduie of Collective Deferred Inflows and Outflows

DEFERRED
OQUTFLOWS DEFERRED
OF INFLOWS OF

RESCURCES  RESOURCES

Differences between expeacted

and actual experience $ 39,800 $18,139
Changes of assumptions 19,120 2,765
Net difference between projected and :

actual earnings on pension plan

investments 128475 23,6681

Total $44 465
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MuNiciPAL AUTHORITY OF THE
BOROUGH OF SHENANDOAH
NOTES To FINANCIAL STATEMENTS

Amounts reported as deferred outflows of resources and deferred inflows of resources
related to pensions will be recognized in pension expense as follows:

YEAR ENDED

SEPTEMBER 30
2021 “ $25 012
2022 69 474
2023 32,910

2024 13,634

Calculation of Collective Pension Expense

Change in net pension liability : $ 61,256
Change in deferred outflows of resources 128,788
Change in deferred inflows of resources (44,468)
Employer Contributions 100,614
Pension Expense $246.307
Pension Expense as % of Payroll 88.69%
Service cost $ 31,829
Interest, includes interest on service cost 112,576
Differences between expected and actual experience 46,822
Projected earnings on pension plan investments {67,203}
Changes of assumptions - 100,383
Differences between projected and actual eamings
on plan investments 22210
Pension Expense - $246,397
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MuUNICIRAL AUTHORITY OF THE
BOROUGH OF SHENANDOAH
NOTES To FINANCIAL STATEMENTS

7. LEASE .

The Authority leases the right to run water lines under the streets of the Borough of
Shenandoah. The lease originated in 1841 and will continue as long as the Authority
exists. Semiannual payments of $3,750 are paid to the Borough. Annual rent expense
of $7,500 is included as an administrative expense.

8. RIsK MANAGEMENT

The Authority is exposed to various risks of losses related to torts; theft of, damage to,
and desfruction of assets; errors and omissions; injuries to employees; illnesses of
empioyees, and natural disasters. In response to these risks, the Authority has
purchased commercial insurance for all property and liability coverage. For insured
programs, there have been no significant reductions in insurance coverage. Settlement
amounts have not exceeded insurance coverage in the last three years.

SIGNIFICANT GROUP CONCENTRATIONS
OF CrEDIT RISK

The Authority's operations are located in Borough of Shenandoah, Pennsylvania. The
Authority assesses residents within its service area, based upon usage, connection
and assessment charges. The ability of each of the Authority’s customers to honor

their obligations to the Authority is dependent upon economic and other factors
atfecting the customers.

COMMITMENT

The Authority is undergoing a new construction project. The Authority anticipatas
approximately $2,000,000 of costs to be incurred on this project, which is being
financed primarily through new debt.
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MuNICtPAL AUTHORITY OF THE
BoroOUGH OF SHENANDOAH
NOTES TO FINANCIAL STATEMENTS

9.

10.

CONMMITMENTS AND CONTINGENCIES

UNIiON AGREEMENT

On March 12, 2018, the Authority entered into a new agreement with the United Steel,
Paper and Forestry, Rubber, Manufacturing, Energy, Allied Industrial, and Service
Workers International Union, which is effective, retroactively, from September 16, 2015
to September 15, 2020. The agreement provides for certain salaries and wages,

employment benefits, and the rights and ebligations of both the Authority and the Union
employees.

RisK MIANAGEMENT

The Authority is exposed to various risks of loss related to torts, damage to and
destruction of assets, errors and omission, employee injuries and natural disasters.
The Authority has purchased commercial insurance for all these risks. There have not
heen significant reductions in insurance coverage for any major categories of risk
compared to coverage in the prior year.

SUBSEQUENT EVENTS

in 2015, the Pennsylvania Economy League produced a report on the Borough of
Shenandoah and its infrastructure via their Early Intervention Program. Based on options
outlined in the report, the Borough authorized the issuance of an RFP in June of 2018,
Bids were received and approved, and the Aqua America (Aqua Pennsylvania's parent
company) bid was selected in late 2019 to begin negotiations on the asset purchase
agreement. The Authority has taken legal action against the Borough from involuntarily
dissolving The Authority. The Borough has not passed a resolution to dissolve The
Authority at this time. The Authority will vigorously pursue this matter if the Borough
decides to pursue the sale.
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MUNICIPAL AUTHORITY OF THE
BOROUGH OF SHENANDOAH
PENSION PLAN
SCHEDULE OF EMPLOYER CONTRIBUTIONS
LAST 10 MEASUREMENT YEARS (IF AVAILABLE)

NOTES TO SCHEDULE:

Actuarially determined contribution rates are calculated as of January 1 for the odd
valuation years, therefore, the actuarily determined contribution for the 2020 fiscal year
is based upon the January 1, 2019 actuarial valuation.

A summary of the key assumptions and methods used to determine the contribution rates
are as follows: -~

* & & % & & 4 %

Aciuarial Cost Method; Entry Age Normal

Amortization Period: Level dollar based upon the amortization periods in Act 205
Assel Valuation Method: Market value of assets

Discount Rate: 6.50%

Inflation: N/A

Salary increases: 3.50%

COLA Increases: N/A

Pre-Retirement Mortality: PubG-2010 Male and Female Heaithy Employee
Mortality Table

Post-Retirement Mortafity: ~ PubG-2010 Male and Female Annuitant Mortality
Tabie

See Independent Auditor's Report
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MUNICIPAL AUTHGRITY GF THE BOROUGH OF SHENANDOAH

SCHEDULE OF PURIFICATION SYSTEM, PUMPING SYSTEM,

DISTRIBUTION SYSTEM, GENERAL OPERATING, AND ADMINISTRATIVE EXPENSES

FORYEAR ENDED SEPTEMBER 30, 2020 -

PURIFICATON SYSTEM EXPENSES:
Wages
Employee Benefits (including Pension Expense)
Powar
Chermicals
Supplies and Expenses

Total Purification System Expenses

PUMPING SYSTEM EXPENSES:
Power
Heat

Total Pumping System Expenses

DISTRIBUTION SYSTEM EXPENSES:
Wages
Matarials
Employee Benefits {(Including Pension Expense)
Bupplies and Expanses
Rental Expense

Total Distribution system Expenses

GENERAL OPERATING EXPENSES:
Wages .
Employee Benefits (Including Pension Experise)
Geaneral Insurance expense
Office SBunplies and Expense
Automobile and Truck Expense
Telephone expense
Heat
Power

Total General Operating Expenses

ADMINISTRATIVE EXPENSES:
Engineering
Professional fees
Leasze rental
Dues and Subscriptions
Training

Total Administrative Expenses

$  157.620
154,122
44 810
43,750
Wmm
§__ 430736
$ 124944
. 2257
$ 199,723
195,742
195,290
17,610
512

$ 6083877

3 129,298
126,428
87,978
39,708
21,645
9,868
4,050
1,595

$ 400498

& 45,363

§ 83007

See Independéht Auditor's Repart
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MuniIciPAL AUTHORITY OF THE
BOROUGH OF SHENANDOAH
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
SEPTEMBER 30, 2020

SummaRry OF AuDIT RESULTS

1. Auditor's report expresses an unqualified opinion on the financial statements of the
Municipal Authority of the Borough of Shenandoah.

2. One significant deficiency disclosed during the audit of the financial statements is
reported in the report on compliance and on internal control over financial reporting

based on an audit of financial statements performed in accordance with Government
Auditing Standards.

3. No instances of noncompliance material to the financial statements of the Municipal
Authority of the Borough of Shenandoah were disclosed during the audit.

FINDINGS-FINANCIAL STATEMENTS AUDIT
2020-1-PREPARATION OF THE FINANCIAL STATEMENTS

Condition: Employees or management lack the qualifications and training to apply

generally accepted accounting principles (GAAP) in recording transactions or preparing
financial statements.

Criteria: Internal controls should be in place that provide assurance that financial
statements are prepared in accordance with GAAP.

Effect: Existing internal controls may not prevent, detect, or correct material
misstaterments of the financial statements.

Recommendation: This could be resolved by employing an individual with the
gualifications to apply GAAP in recording transactions and preparing financial statements,
however, this may be impractical based on the size and structure of the Authority.
Statement on Auditing Standards No. 115 requires material weaknesses in internal
coniral reported in prior years that still exist to be reported in subsequent years.

Management Response: The Authority recognizes the recommendation but believes
that currently it is not cost effective to address this control deficiency.
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANGCE AND OTHER MATTERS
BASED ON AN AuDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Board of Directors
Municipal Authority of the
Borough of Shenandoah:

We have audited, in accordance with the auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards issued by the Comptroller General of the United States, the financiai
statements of the Municipal Authority of the Borough of Shenandoah, as of and for the year
ended September 30, 2020, and the related notes to the financial statements, which
coilectively cormprise the Municipal Authority of the Borough of Shenandoah's basic financial
statements and have issued our report thereon dated Month XX, 2020,

Internal Control Over Financial Reporting

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

A dsficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigried functions, to
prevent, or detect and correct, misstatements on a timely basis. A maferial weakness is a
deficiency, or a combination of deficiencies, in intemal control, such that there is a reasonable
possibility that a material misstatement of the entity's financial statements will not be
prevented, or detected and corrected on a timely basis. A significant deficiency is a
deficiency, or a combination of deficiencies, in internal controi that is less severe than a

material weakness, yet important enough to merit attention by those charged with
governance.
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Our consideration of internal control was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal control
that might be material weaknesses or significant deficiencies and therefore, material
weaknesses or significant deficiencies may exist that were not identified. Given these
limitations, during our audit we did not identify any deficiencies in internal control that we
consider to be material weaknesses. We did identify a certain deficiency in internal control,

described in the accompanying Summary Schedule of Prior Audit Findings that we consider
to be a significant deficiency. (2020-1)

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Municipal Authority of the
Borough of Shenandoah’s financial statements are free from material misstatement, we
performed tests of its compliance with certain provisions of laws, regulations, contracts, and
grant agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance
with those provisions was not an objective of our audit, and accordingly, we do not express
such an opinion. The resuits of our tests disclosed no instances of noncompliance or other
matters that are required to be reported under Government Auditing Standards.

Municipai Authority of the Borough of Shenandoah’s Response to Finding

The Municipa! Authority of the Borough of Shenandoah's response to the finding identified in
our audit is described in the accompanying Summary Schedule of Prior Audit Findings., The
Municipal Authority of the Borough of Shenandoah’s response was not subjected to the

auditing procedures applied in the audit of the financial statements and, accordingly we
express no opinion on it.

Purpose of This Report

The purpose of this report is solely to describe the scope of our testing of intermnal control and
compliance and the resuits of that testing, and not to provide an opinion on the effactiveness
of the entity's internal control or on compliance. Thig report is an integral part of an audit
performed in accerdance with Government Auditing Standards in considering the entity’s

internal control and compliance. Accordingly, this communication is not suitable for any other
purpose,

Hazlston, PA
June 7,2021
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