OFFICE OF THE TOWNSHIP MANAGER

TOWNSHIP
OF
LOWER MERION

MONTGOMERY COUNTY

75 E. Lancaster Ave.
Ardmore, PA 19003-2376
Telephone: (610) 645-6100
FAX: (610) 649-0777

December 16, 2014

President and Members of the Board of Commissioners
Township of Lower Merion, Pennsylvania

The purpose of this letter is to summarize the major changes to the Proposed
2015 Budget adopted by the Board of Commissioners (BOC) on December 15,
2014. The Proposed 2015 Budget Message that immediately follows this letter was
written for delivery on November 6, 2014 to reflect the contents of the Proposed
2014 Budget document. This adopted version of the 2015 Budget includes all
amendments to the Proposed 2015 Budget approved by the BOC. The budget
amendments are indicated with Revised: 12-15-2014 at the bottom of each page.

As you know, the Proposed 2015 Budget recommended no increase in the
Township’s Real Estate Tax (RET) millage rate for 2015. In addition, the 2015
Proposed Budget included a General Fund (GF) $2.3 million structural imbalance
between budgeted expenditures and revenue and $1.4 million of anticipated GF
cost savings that are budgeted as a negative expenditure in Non-Departmental (as
seen on page 291). This was proposed based upon discussions of the BOC at the
Budget Workshop and other public meetings leading to release of the 2015
Proposed Budget. ‘

At the Finance Committee meeting on November 12th, Dean Dortone, the
Township’s CFO, gave a presentation of the Proposed 2015 Budget to the BOC
outlining the key financial highlights and updated General Fund Five Year Financial
Forecast.  After discussing the Proposed 2015 Budget and hearing public
comments, the Finance Committee approved a recommendation to the BOC to
advertise the Township Manager's recommended 2015 Tax Levy and
Appropriations Ordinance with a RET millage rate of 4.19 mills, unchanged from
2014,

On November 19th and December 3rd, public hearings for the 2015
Proposed Budget and Capital Improvement Program (CIP) 2015 - 2020 were held
and the BOC received public comment and discussed both budgets before closing
the public hearings.

At the Finance Committee meeting on December 3rd, the Committee
approved a recommendation to the full Board amending the 2015 Budget to
include $60,000 of additional funding for an Historic Preservation Study to update
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the Township’s Historic Resource Inventory and an $800,000 reduction in the 2015
— 2020 CIP due to a lower contract award for the Penn Wynne Library Renovation
Project. At that same meeting, the Finance Committee recommended to the BOC
approval of the Proposed 2015 - 2020 CIP.

At the BOC meeting on December 15th, the BOC adopted the 2015 Budget
with the budget amendments approved by the Finance Committee and two
additional budget amendments introduced that same evening. Below, | have
outlined the budget amendments (and financial impact) adopted by the BOC in the
2015 Budget:

1. Added $60,000 to the Building and Planning Department for the Historic
Preservation Study to update the Township’s Historic Resource Inventory.
(General Fund)

2. Reduced the 2015 -2020 CiP by $800,000 to reflect the lower bids accepted
for the Penn Wynne Library renovation. The actual 2015 CIP Budget for the
Penn Wynne Library and Ardmore Library renovation projects is increased by
$524,000 since bids were awarded early enough to allow projections to
reflect completion in 2015 rather than 2016 as originally projected. (Capital
Projects Fund)

3. Reduced $175,840 from Debt Service expense due to the Series A of 2015
bond refinancing savings. (General fund and Sewer Fund)

4. Added $23,212 to the Fire Department for the volunteer fire company
contributions. {General Fund)

These budget amendments decreased the General Fund 2015 Expenditures
by $53,943 to $60,420,929 from $60,474,872; increased the Capital Projects Fund
Expenditures by $524,000 to $44,194,000 from $43,670,000; reduced the Sewer
Fund expenditures by $38,685 to $8,202,269 from $8,204,954 and decreased the
Debt Service Fund by $175,840 to $11,204,937 from $11,380,777.

Sincerely,

a2 ya,
7

\?;fuf &4 {/Z/{Z/L{i%

A
Ernie B. McNeely /
Township Manager
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OFFICE OF THE TOWNSHIP MANAGER

TOWNSHIP
OF
LOWER MERION

MONTGOMERY COUNTY

75 E. Lancaster Ave.
Ardmore, PA 19003-2376
Telephone: (610) 645-6100
FAX: (610) 649-0777

November 6, 2014

To: President and Members of the Lower Merion Township Board of Commissioners

Contained herein is the Proposed 2015 Budget, submitted as required by the Township
Code on or before November 15th.

I am providing this Proposed Budget having served as the Township Manager for only six
months. However, having been engaged in the Township’s well developed budget
preparation process since July, | can verify that this Budget has gone through multiple
levels of review and adjustment. Due in part to my short time with the operation to date, |
have not proposed drastic changes or major new initiatives. Also, there are already
important ongoing initiatives that need to be accomplished in 2015, and change for the
sake of change is misguided. Many areas of Township services work well, some need
updating and all merit further monitoring and review. The budget adoption process is and
should be an interactive process conducted with the Board of Commissioners, citizens and
staff since it sets the priorities for Township services for the coming year. It is likely that the
Budget will be adjusted as it receives public input and is discussed further by the Board of
Commissioners. The result will be a document refined to reflect community priorities.

I would describe this Budget Message as positive with a note of caution for future budget
years beyond 2015. | am pleased to relay that this initial Proposed 2015 Budget maintains
current service levels and does not propose a tax rate increase. It is hoped this Proposed
2015 Budget will be useful to the Board of Commissioners in establishing priorities for the
coming year, and serve as a good communication device for the Township’s fiscal
operating needs and plans for the future.

This budget document and the accompanying Proposed 2015 - 2020 Capital Improvement
Plan (CIP) are posted on the Township’s website at www.lowermerion.org. It is the
continuing goal to produce excellence in budgeting, witnessed by 25 consecutive awards
by the Government Finance Officers Association — the longest such streak of awards of any
municipality in Pennsylvania. That is evidence of the high standards of financial reporting
that are well displayed throughout this document.
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The budget document represents a proposed business plan for the fiscal (calendar) year 2015,
outlining the priorities and financial resources believed to be necessary to carry out the
Township Board of Commissioners’ budgetary mission statement (adopted in 1992) “to maintain
and enhance the highest possible level of public service delivery and quality of life for the Lower
Merion community.”

It is with appreciation for all of the hard work already provided by department heads and staff
that | submit the Proposed 2015 Budget and the Six-Year Proposed 2015 - 2020 Capital
Improvement Plan (CIP).

The purpose of this budget message is to highlight and summarize the key information
contained within this Proposed 2015 Budget document. The intent is to recommend
expenditure and revenue levels that reflect the needs of the community and the priorities of the
Board of Commissioners.

Again, this Budget recommends no millage rate increase in the Township’s Real Estate Tax (RET)
for 2015 - the fourth year in a row of maintaining the RET rate.

The budget preparation process began several months ago as departments submitted draft
budgets along with goals and objectives. The Board of Commissioners was asked to provide
initial direction and input at a Capital Improvement Plan workshop on June 25, 2014 and also at
a Budget Workshop public meeting held September 3, 2014. Using the feedback from those
meetings and subsequent committee input, the attached Proposed 2015 Budget has been
prepared for submission to the Board of Commissioners. This draft budget is not intended to
serve as a final position, but rather a starting point for Board and public deliberation.

The Township has enjoyed improved revenue performance since the conclusion of the
recession (dating from 2011 and continuing through 2014 year-end projections. That improved
revenue, combined with restrained spending and careful use of small withdrawals from the
General Fund unreserved fund balance has allowed the Board of Commissioners to maintain
services without tax increases for a four-year period. In fact, the General Fund unreserved fund
balance over a number of years has grown through positive fiscal performance well above the
fund balance policy established by the Board of Commissioners. Still, it is important to recognize
that even though carefully planned, the use of even small portions of the unreserved fund
balance means the Township is incurring expenditures in excess of revenues and has a budget

gap.

A General Fund (GF) budget gap (annual expenditures exceeding revenue) for 2015 is
projected at approximately $2.3 million. This budget gap is proposed to be closed in 2015
through the use of a portion of the Township’s unreserved GF fund balance.
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2015 GF Budget GAP ($ millions)

2015 GF Expenditure Changes [compared to 2014 Budget):

Employee Benefits $0.5
Machinery and Equipment 0.3
Salaries 0.3
Transfers for Debt Service 0.2
Other Compensation 0.1
All Other Expenditures {Net]j 0.2
Utilities (0.1}
Negative Appropriations / Budgetary Savings (0.1}
Total Expenditure Changes $1.4 $1.4

2015 GF Revenue Changes [compared to 2014 Budget):

Highway Aid 0.2
Real Estate Taxes — Current / Prior Years and Interim 0.4
Building and Electrical Permit Fees 0.2
All Other Revenues {Net) 0.1
Total Revenue Changes $0.9 $0.9
Budget Gap [Adopted 2014 Budget) $1.8
Budget Gap (Proposed 2015 Budget] $2.3

The projected 2015 GF budget gap reflects the trend of modest revenue growth lagging behind
moderate overall cost increases. As shown later in this Budget Message — (the note of caution) —
a larger, growing GF Budget gap is anticipated for 2016 and beyond. With the projected
expanding budget gap, it may be difficult to avoid a real estate tax millage rate increase in later
years following 2015. Ongoing practices of strong cost containment, continued use of a portion
of the Township’s excess GF fund balance plus a reasonable resolution to Workers’ Association
contract negotiations in 2015 will affect future tax rate increase needs.

The year 2014 is projected to show solid fiscal performance for the Township even though the
Township incurred approximately $1.0 million in unanticipated winter storm event expenses.
Despite the additional storm related expenses, total 2014 expenditures are projected to be very
close to budget. Therefore, the use of GF unreserved fund balance to balance the budget in
2014 will be $1.7 million versus the $ 1.8 million originally budgeted.

The estimated actual total expenditure for 2014 is projected to be 5.1% over the 2013 actual
expenditure cost. When the extraordinary winter storm related costs are factored out, the
expenditure growth from 2013 to 2014 is actually projected at a 3% rate. The provision of
municipal services is inherently labor intensive so the bulk of expenditure growth is normally
personnel refated.

Additionally, many Township expenditure categories are fairly fixed, including Communication
Expenses, Contributions, Insurance & Bonding, Professional Technical Services, Township
Equipment Fund Rental Charge and Ultilities. These are all expenditure items combined with
wages and employee benefits over which the Township department heads have little direct
control. Certainly staff has the ability to recommend staffing levels to the Board of
Commissioners but staffing is also ultimately a Board decision. Grouping the expenditures
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shows that the GF Budget is 67% Personnel Costs, 16% Debt Service, and 15% other fixed costs
mentioned above totaling 98% of the budget. That leaves just 2% of the expenditure budget
over which department heads actually have substantial direct control. A very large portion of
the annual expenditure growth is determined by union contracts and certain other decisions of
the Board of Commissioners.

The following are salient points to note regarding this Proposed 2015 Budget:

The high quality and quantity of service levels delivered by the Township are maintained
without any proposed increase in the real estate tax rate.

The proposed 2015 GF expenditure budget increase is 2.5% higher than the 2014 Budget
and 2.5% over the estimated actual expenditure for 2014.

Use of some fund balance ($2.3 million) to finance the Proposed 2015 Budget calls for the
2015 ending GF fund balance to fall from 31% to approximately 26.4% of 2015
expenditures, still above the Township’s 15% - 18% policy level.

A single-family residential detached home in Lower Merion Township, with the average real

. estate assessment of $360,000 will pay $1,508 in real estate tax to the Township in 2015 if

the tax rate is adopted as proposed.

General Fund revenue has been growing moderately in the real estate tax, deed transfer tax,
current business tax, Highway Aid grant revenue plus building / electrical permit revenue.

As indicated in the CIP Workshop, the Capital Improvement Plan Budget includes a list of
projects for 2015 that if all go forward and are completed on time would require debt
financing of $12 million. However, the Board of Commissioners has approved moving
forward to initiate funding at $ 10 million anticipating certain project delays. If the full slate of
projects move forward without delays, the GF unreserved fund balance could be utilized to
close the gap.

Without new revenue, the Solid Waste Fund budget is projecting a deficit in 2015.
However, fund balance reserves will be used to fill this budget gap, if needed. The 2015
Solid Waste Fees will remain unchanged from 2014.

Without new revenue, the Sewer Fund budget is projecting a deficit in 2015, but rates will
be reviewed in May 2015, once 2014 consumption records are available.

Fire Company funding has been included in the Budget at a CPI inflation rate of 1.3% in
accord with past practice and Board comments at the Budget Workshop.

Staffing levels in 2015 are further reduced with the elimination of two full-time positions and
three parttime positions. Additionally there are eight full-time and 4.3 part-time positions
included in the Budget but intended to remain unfilled in 2015. Key position notes include
the Assistant Manager position being filled, the Director of Building & Planning position to
be left vacant as department structure is analyzed, Deputy Fire Official position left vacant
and Assistant Library Director position eliminated.
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¢ The Budget includes union contract dictated wage increases of 3.5% for police; 2.25% plus a
continuation of a 1% pension member contribution reduction for the Workers Association;
and assumes a 3.25% increase for non-union, management and police management
employees which must still be decided by the Board of Commissioners.

e Medical plan expense increase has moderated to a net 4.4% for 2015 while prescription plan
costs are increasing 9% net in the Budget. Dental plan costs are decreasing 14% while
vision plan costs remain level.

e Cost containment effort is ingrained in department culture and will continue to be
emphasized in 2015.

e The customary practice to increase the Township’s miscellaneous user fees and rates to
maintain full-cost recovery during 2015 has been authorized for advertisement for ordinance
adoption in November.

The Township’s GF fund balance is projected to end 2014 with $18.4 million, or 31% of annual
expenditures. The Proposed 2015 GF Budget calls for expenditures of $60.5 million and revenue
of $58.2 million, creating the $2.3 million budget gap.

Beginning GF Surplus/ Ending

Fund Balance Revenue Expenditures (Deficit} Fund Balance
2006 10.4 48.0 47.7 0.3 10.7
2007 10.7 49.8 49.4 0.4 11.1
2008 11.1 50.6 50.0 0.6 11.7
2009 11.7 51.2 51.8 {0.6) 11.1
2010 1.1 513 51.6 {0.3] 10.8
2011 10.8 60.4 53.0 7.4 18.2
2012 18.2 58.6 60.0 (1.4) 16.8
2013 16.8 59.3 56.1 3.2 20.0
2014 20.0 573 59.0 (1.7) 18.3
2015 $18.3 $58.2 $60.5 {$2.3) $16.0

(2014 and 2015 are forecasted numbers)

The Township’s Proposed 2015 Expenditure Budget is restrained and contains various
expenditure savings and reductions. As stated, expenditures in the Proposed 2015 Budget
reflect an increase of only 2.5% over the 2014 Budget and an increase of only 2.5% over the
estimated actual for 2014. The actual annual GF expenditure growth rate from 2007 through
2014 has only been 2.58% which compares very favorably with the historically low average
annual inflation rate (CPIl-Philadelphia) over that same time period of about 2%.

The overall Proposed 2015 GF expenditure budget increase, which is 2.5% higher than the
2014 Budget, is primarily attributed to annual base wage increases for Township employees,
increases in employee healthcare premiums, (particularly for prescription drugs), replacement of
Board of Commissioners” meeting room video equipment (paid by franchise fees) and modest
other expense increases. Revenue increases are projected for real estate collections, Highway
Aid grant revenue plus building / electrical permit revenue.
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A significant portion of the Township’s GF budget is for public safety {police and fire services). In
fact, over 41% of the Proposed 2015 GF budget is for public safety, and that has grown at an
annual rate which exceeds the expense rate growth for the Township as a whole. Public safety
is a priority, but it must be recognized as a primary driver of Township expenses.

The rate for the Township’s residential Solid Waste Fee (SWF) subscriptions is projected to
remain level for 2015 depending on the cost of new solid waste disposal services. As of
December 31, 2014, Montgomery County has decided to terminate the Eastern Montgomery
County Solid Waste Authority, which provided solid waste disposal service for the Township.
The Township has cooperated with other Montgomery County communities, which are also
losing the service to jointly advertise for bids for solid waste disposal services. The outcome of
that bid process, which is being finalized in early November, will affect rates for solid waste
collection services in the Township.

The 2015 Sanitary Sewer Rent (SSR) rate will be set by the Board in May. A minor rate increase
may be necessary, depending upon actual 2014 water consumption data, which does appear to
be declining, thus placing upward pressure for the 2015 SSR rate.

GENERAL FINANCIAL COMMENT

This Budget Message — and sections throughout the document — is prepared to highlight and
clarify the Township’'s fiscal strategies, operating plans and overall financial condition. It is
hoped the document promotes open community discussion regarding the Township’s needed
service delivery levels, infrastructure needs and how to pay for them.

An updated Five Year Forecast is again included with this Budget Message. Similar to the July
2014 forecast, the updated forecast shows a growing GF budget gap. However, that budget
gap growth projection has been moderated by use of tax revenue projected to come from the
various new residential and commercial construction projects currently in some form of approval
or construction process. [t does show that at least by 2017, with continued modest use of the
unreserved fund balance, there will be a need for new revenue to avoid allowing the fund
balance to fall below the 15-18% policy range.

In general, the Township’s overall GF revenue base has been systemically unable to grow to
keep pace with yearly cost increases. Total GF revenues are only projected to grow in 2015 to a
level that was last equaled in 2011.

FINANCIAL CONTROL & MONITORING

Cost containment is ingrained in the organizational culture of Township departments and this
Proposed Budget reflects continued spending restraint. All Departments began the budget
process with very moderate budget submissions.

Monthly Finance Committee meetings and periodic Board workshops are used to undertake
review of budgetary and capital project issues, including updates on staffing levels, sanitary
sewer and solid waste costs and fees, debt issuances and refinancings, debt and equipment
replacement policies, vehicle replacements, quarterly presentations of financial results, and semi-
annual five-year financial forecasts.

Continued and additional expense restraint efforts are included throughout the Proposed 2015

Budget and CIP. Expenditure reductions in recent years can be characterized in the following
broad categories: reduced staffing levels, restrained employee compensation levels, healthcare
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cost savings and containment, increased productivity, debt refinancing savings, operational and
technology efficiencies, and other miscellaneous savings.

TOWNSHIP INITIATIVES

The Board of Commissioners regularly works with Township staff and its many advisory boards
and commissions to plan for the Township's future and to build a better community. In recent
years, the Board has especially focused on the areas of Economic Development, Land Planning,
Open Space, Environmental Stewardship, Transportation and Infrastructure, Public Safety,
Community Services, and Financial Sustainability. The primary initiatives in each of these
strategic areas that are funded or planned for in the Proposed 2015 Budget are presented
below.

Economic Development

The Township has continued to focus on economic development programs to continue to
improve the commercial business districts. The vitality of the Township’s business districts
contributes greatly to the quality of life in Lower Merion. Restaurants, retail establishments and
many other service-oriented businesses thrive in the Township. Township staff actively works
with the business districts to not only attract new ventures but to help existing businesses
continue to prosper. Major initiatives throughout the Township to encourage mixed-use
development continues to move forward. This Proposed Budget provides funding or plans for
the following initiatives in 2015:

e Coordinating with various Township departments, Ardmore businesses, Civic Associations,
transit partners including SEPTA and Amtrak, PennDOT and the consultant teams to prepare
and implement temporary parking plans and construction staging plans prior to the
construction of the Ardmore Cricket Lot mixed use development and the Ardmore Transit
facility public parking garage.

e A DCED matching fagade grant program will be implemented in the Township’s business
districts.

e Staff will continue to implement the Community Development Block Grant funded facade
and job creation program.

e The Township’s Retail Recruiter continues to recruit new businesses to the Township.
Sixteen of the businesses contacted in the last 18 months have opened new stores in the
Township.

e Continuing to coordinate with the Merion / Bala business community to pursue a pilot
project to convert Montgomery Avenue from a four lane road to a three lane road to allow
wider public sidewalks, additional on-street parking, traffic calming, streetscape amenities,
and the improvement of the appearance of this business district.

e The completion of the Manayunk Bridge extension of the Cynwyd Trail. In addition to
preserving open space, this project will create a vital link and will increase economic
development opportunities by connecting the Bala Avenue Business District with the City of
Philadelphia’s Manayunk Business District. Residents will be able to walk or ride a bicycle on
a paved path from the Philadelphia Art Museum through Philadelphia’s Manayunk Business
District to the Bala Avenue Business District.
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e The City Avenue District rezoning was adopted in 2011 with a goal of encouraging mixed
use developments and creating a more pedestrian friendly commercial area while increasing
residential density in this area previously known predominantly for office buildings. The
Townsship received two development applications in 2014 in this district.  One application
would result in over 210 new dwelling units. The second development application would
add 207 new dwelling units to a site with an existing office building while also adding new
first floor retail space. These new dwelling units will support and improve the retail
businesses in this section of the Township. If these developments obtain approval from the
Township, construction is expected to begin in 2015.

Land Planning

In 2014, Township staff, the Planning Commission and the five appointed committees
completed the work required to prepare a working draft of the Township’s Comprehensive
Preservation, Infill and Redevelopment Plan update (Comprehensive Plan). The draft
Comprehensive Plan Update will be prepared and presented to the Board of Commissioners in
early 2015. Citizen committees provided extensive input on the five plan elements — Land Use,
Housing, Circulation, Water Resources, and Community Facilities — throughout the year. The
resulting Comprehensive Plan will be a program of recommendations to address residential,
commercial and institutional land use issues, as well as recommendations to improve traffic,
bicycle and pedestrian mobility, stormwater management and to ensure appropriate levels of
community facilities. The updated Comprehensive Plan is expected to be adopted in 2015.

Open Space

Following the 2003 Montgomery County Open Space Referendum, overwhelmingly supported
by the Lower Merion community, the Township developed an Open Space Plan which identified
an inventory of projects and ideas for consideration. At this time, nearly all funded projects have
been completed. Over the last several years, the Cynwyd Heritage Trail (CHT) has been
developed along the abandoned SEPTA R-6 rail line in Bala Cynwyd. In 2014, through a
coordinated effort among various entities, the CHT is being expanded over the Schuylkill River
into Philadelphia on the Manayunk Bridge. This project is planned for completion in 2015 and
will provide connections to the larger regional trail system throughout Philadelphia and
Montgomery County.

Environmental Stewardship

The Board of Commissioners has shown their commitment to environmental stewardship in a
number of ways, particularly through its work with the Township’s Environmental Advisory
Council (EAC). The EAC's Environmental Action Plan, which calls for initiatives to promote the
conservation of energy and natural resources, continues to evolve. In addition, various
Township departments have undertaken efforts in the area of environmental stewardship. This
widespread effort to be environmentally conscious and implement best practices has resulted in
numerous initiatives in Township operations. Among the many environmental initiatives in
2015, the following are particularly noteworthy:

e Investigating the creation of a storm water authority to create a funding source for storm
water management improvements throughout the Township.

e Continuing to provide staff assistance to the EAC in their endeavor to develop a Green
Parking Lot Ordinance.
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e Working with the EAC to establish “green initiatives” relative to the Township's facilities and
fleet maintenance operations.

e Continuing to survey the Township’s parks and street trees for preservation and
systematically remove the weak and undesirable specimens to reduce the impact of the
Emerald Ash Tree Borer disease on the Township's Ash Tree population. These trees have
been evaluated and the Township will begin the implementation of this program in 2015.

e Developing a plan to strategically integrate electric vehicles into the Township's fleet.
e [ncreasing enforcement of commercial recycling.

Transportation and Infrastructure

Lower Merion is a substantially built-out, first-ring suburb. Lower Merion boasts extensive
infrastructure, including roads, bridges, sanitary and storm sewer systems, street lights and traffic
signals, which is constantly being maintained and expanded. The Township expends
considerable resources ensuring that the infrastructure is able to support the needs of the
community. Keeping pace with technology, much of the Township’s infrastructure is tracked
through a Geographic Information System (GIS). The Township's 2015 transportation and
infrastructure initiatives include:

e Continuing to provide oversight of the bridge reconstruction projects at Pennswood Road
and Union Avenue.

e Continuing to incorporate various infrastructure maintenance, repairs and installations and
street and traffic signs into the GIS.

e Developing and implementing a traffic calming program based on techniques presented to
the Board of Commissioners by the Police Department in 2014.

Public Safety

The safety and welfare of the community are of utmost importance to the Board of
Commissioners. This means not only providing police and fire protection to Township residents
during times of emergency, but also ensuring their well being as they go about their daily lives.
Township departments are constantly evaluating their areas of oversight for improvements to
further safeguard citizens. Whether citizens are visiting a Township park or simply crossing the
street, measures to ensure their protection are in place. [n addition, Township employees
regularly undergo training focused on safely performing their jobs. The Proposed 2015 Budget
provides funding for the following initiatives:

e Continuing to identify and reduce incidents of aggressive driving through the
implementation of high visibility enforcement zones.

e Continuing to inspect areas throughout the Township that experience high volumes of

pedestrian activity and determining if any safety improvements are needed at these
locations.
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e Continuing to identify and improve sight distance issues by removing vegetation restricting
the vision of traffic signals, street lights and regulatory signs throughout the Township.

e Continuing the ongoing comprehensive playground inspection program and replacing
outdated playground equipment as needed.

e Continuing the annual safety training program through the Local Technology Assistance
Program [LTAP} and the Delaware Valiey Insurance Trust (DVIT) for specialized training to
Public Works employees.

e Replacing the existing outdated local Police radio system with new radios to improve
communication and public safety.

¢ Enhancing the dispatch capabilities by adding smart phone technology to replace the
outdated fire house bell notification system.

e Reviewing and updating all fire response preplans of the commercial buildings and
institutions in the Township.

e Developing a program to improve response time to emergency fire calls.
Community Services

Lower Merion’s reputation for excellent standards of service and quality of life make it a
desirable community in which to live and work. The Board of Commissioners takes its mission to
maintain these standards very seriously. Excellent libraries, an extensive park system and well
maintained facilities and roadways are hallmarks of the Township. Communication with
residents continues to be an area of focus, using various media and improving technology to
ensure residents receive the most current information in a convenient format. In addition, a
number of initiatives are partnerships between the Township and outside agencies which serve
the community. The Proposed 2015 Budget includes funding or plans for the following
initiatives:

e Improving communication with residents through use of the Blackboard Connect public

notification system.

¢ Coflaborating with Volunteer Medical Services Corps of Lower Merion and Narberth to
produce a new series on LMTV (the government access channel) focusing on programs and
services as well as risk prevention, CPR and other safety tips.

¢ Implementing and enhancing new online payment services for residents.

e |nitiating the upgrade and re-design of the Township website to provide citizens with user-
friendly access to important Township information.

e Preparing for the renovation project at the Ardmore and Penn Wynne Libraries by
reassigning materials, completing RFID tasks, and planning staff redeployment. Preparation
for Gladwyne Library renovations will be included in late 2015, if the Township receives
grant funds under the Pennsylvania Keystone Grant Program.
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¢ Integrating the Science, Technology, Engineering, Art and Math initiative into Youth Services
programming and collections in the Township's Libraries.

Financial Sustainability

During the economic downturn, as staff left employment with the Township, many positions
remained vacant for a number of years. The Township began filling some of these vacancies in
2013 and continued into 2014. The Township will continue to evaluate positions as they
become vacant to determine whether positions should be filled and will continue to review job
descriptions for vacant positions to determine if the job description should be revised to reflect
the current duties and responsibilities of the position. The Township continues to carefully
manage its finances while still providing a high level of service and ensuring the long-term
viability of financial strategies. Prudent stewardship of the Township’s finances remains a top
priority of the Board of Commissioners and Township staff. The Proposed 2015 Budget contains
many initiatives to support the Township’s financial sustainability, including the following:

e Expanding online payments for permits and other fees paid to the Township using credit /
debit cards.

¢ Continuing to take advantage of opportunities to refinance bonds when available to reduce
the Township’s debt service.

¢ Preparing and submitting applications for federal, state and regional grants for projects and
programs of benefit to the Township.

¢ Continuing to coordinate with friends’ groups for volunteer maintenance and improvement
efforts in the park system and facilitate shared resources among the volunteer groups.

ECONOMY

Over the past 12 months, the nation experienced a 16-day shutdown of the Federal
government, an improving economy with moderate growth, low inflation, and the expected
phase out of the Federal quantitative easing program. One year later, the Dow Jones Industrial
Average (October 2013 to October 2014) increased 13.8%, and the economy is slightly
exceeding expectations, even with the global pressures that exist today. Some of the key
themes include better than expected growth in Real Gross Domestic Product (GDP) and
employment.

The Federal Open Market Committee (FOMC) issued a press release (October 29, 2014) and said
that since its last meeting in September, economic activity is expanding at a moderate pace.
Labor market conditions improved somewhat further, with solid job gains and a lower
unemployment rate. On balance, a range of labor market indicators suggests that
underutilization of labor resources is gradually diminishing. Household spending is rising
moderately and business fixed investment is advancing, while the recovery in the housing sector
remains slow. Infiation has continued to run below the FOMC's longer-run objective. Market-
based measures of inflation compensation have declined somewhat, survey-based measures of
longer-term inflation expectations have remained stable.

Consistent with its statutory mandate, the FOMC seeks to foster maximum employment and

price stability. The FOMC expects that, with appropriate policy accommodation, economic
activity will expand at a moderate pace, with labor market indicators and inflation moving
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toward levels the FMOC judges consistent with its dual mandate. The Committee sees the risks
to the outlook for economic activity and the labor market as nearly balanced. Although inflation
in the near term will likely be held down by lower energy prices and other factors, the FMOC
judges that the likelihood of inflation running persistently below 2% has diminished somewhat
since early this year.

Accordingly, the FMOC decided to conclude its asset purchase program in November 2014. To
support continued progress toward maximum employment and price stability, the FMOC
reaffirmed its view that the current 0% to 0.25% target range for the federal funds rate remains
appropriate.

The Wells Fargo Economics Group (WFEG) recently released an updated report (October 29,
2014) and stated that their outlook for Real GDP growth is 2.5% — 3% for the next six months.
As for the labor market, WFEG believes underutilization of [abor resources is gradually
diminishing and they see this as evidence that the decline in the unemployment rate to 5.9%
was greater than the Federal Open Market Committee (FOMC) had initially forecasted a few
months ago. The WFEG's short-term outlook is projecting Real GDP to rise moderately between
2.5% and 3%, inflation below the Fed’s target and the funds rate to remain unchanged until
June 2015.

Another economic report (Pennsylvania Economic Outlook: August 2014} provided by the
WFEG suggests that Pennsylvania’s economy has been sluggish for quite some time. Real GDP
grew just 0.7% in 2013, less than half the national rate of output growth. Employment has
struggled as well. On a three-month moving average basis, nonfarm payrolls have risen just 1%
from a year ago, well below the 1.8% year-ago growth seen nationwide. Government and
manufacturing have been the largest drags on growth, but even the stronger service industries
have posted only modest gains. Some of this should be expected given Pennsylvania’s
historically sluggish population growth, as well as the older average age of the population,
which weighs on spending and household formation. Pennsylvania’s housing market recovery
has been relatively muted, although the boom and bust in the State was less severe than it was
nationwide. Conditions should improve at least modestly in coming years. One of the more
promising developments has been the sudden relative abundance of major construction
projects coming down the pipeline. The increase in projects reflects new business investment in
the State, which should ultimately spur stronger employment growth. Pennsylvania’s newfound
abundance of natural gas has fueled growth in the extraction business, and should lead to more
infrastructure investment and downstream development.- So far, many of these projects remain
in the planning stages and have not yet produced the hoped for energy boom. That lift may still
come, however, as rising output of natural gas and related projects leads to new opportunities
in power generation, petrochemicals and exports.

The National League of Cities (NLC) issued its 29th annual City Fiscal Conditions report in
September 2014. The report shows that the nation’s city fiscal conditions are improving as the
Great Recession recedes. However, local fiscal health has not yet fully returned to pre-recession
levels as economic activity clambers back from the downturn. While tax revenues continue to
improve, increases in service costs, long-term infrastructure needs, employee wages, and
pension and healthcare obligations, along with decreased levels of state and federal aid,
continue to constrain the fiscal outlook. The report also noted; for the first time since 2008,
more cities are increasing rather than decreasing the size of municipal workforces; as finance
officers look to the close of 2014, general fund revenues are projected to stagnate and
expenditures are projected to slightly increase; property tax revenue is anticipated to increase in
2014 at a rate of 1.6%; the first positive growth in five years; sales tax and income tax revenues
continued to show positive rates of increase in 2013, but are projected to slow in 2014; ending
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balances are nearing pre-recession highs, but are still below 2006 levels; and 2014 ending
balances are projected to be 22.4% of expenditures.

The economic recovery in recent years has provided the Township with some needed growth in
revenues other than real estate taxes. The Township’s primary revenue source (real estate taxes)
had experienced a three-year decline of the real estate tax assessment base until 2013 when it
increased a mere 0.4% and 0.6% in 2014. Significant one-time revenues received in 2011
through 2013 have helped mask the underlying flat to moderate GF revenue growth (2%
range) experienced in recent years.

The GF long range financial planning is an important part of planning the Township's future
fiscal position. The success to date has been largely dependent upon planning for the financial
realities in the years ahead. The Township continues its tradition of closely monitoring revenues
and expenditures and making wise capital investments to its infrastructure and facilities,
including using GF reserves for funding capital projects. With a strong emphasis on long-range
financial planning, prudent fiscal management, cost containment, revenue enhancement and
the moderate use of fund balance reserves, the Township is positioned to address financial
challenges projected in the years ahead.

The Township, which is in the heart of the Philadelphia metropolitan area, generates economic
vitality from its service, retail and financial sectors. Some of these sectors experienced difficulties
during this economic downturn, but overall are showing signs of growth in the short and long-
term. The future outlook appears stable, with moderate growth in 2015 and beyond.

The direction of the current economy suggests the following key economic trends, which will
directly impact the Township:

National Trends:

¢ Real GDP, which is the output of goods and services produced by labor and property
located in the United States, increased at a compounded annual rate of 3.5% in the third
quarter of 2014, according to estimates released by the Bureau of Economic Analysis [BEA).
By comparison, the second quarter real GDP increased 4.6%.

¢ Higher unemployment has continued, but is slightly improved. The national unemployment
rate was 5.9% in September of 2014 compared to 7.2% in September 2013.

¢ New housing starts {1,017,000) reported in September 2014 are 17.8% higher than the
September 2013 rate {863,000).

e Existing home sales (5.17 million homes sold) reported in September 2014 have increased
since August {5.05 million homes sold), but have decreased 1.7% compared to September
2013 {5.26 million homes sold).

e Slower international growth.

¢ Federal and State mandates and decreased funding are putting more financial pressure on
local government.

¢ Historically fow mortgage rates are bolstering residential sales.
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¢ Lower stable long-term interest rates are foreseen in the short-term with upward pressure in
2015 and beyond.

e Stable short-term interest rates are expected to remain through mid-2015.

Regional and Local Business Trends:

e Better than expected growth occurring in the regional and local business environment.
¢ Better than expected growth in service sector and retail sales.

e Moderate growth occurring with local employment levels.

¢ [ower local unemployment rates than the national averages.

¢ Increase of new construction permits in 2014 and projected moderate growth in 2015 and
beyond with stable construction costs.

Local Residential Trends:
e Continued desirability to live in Lower Merion Township.

¢ High expectations and demand for high quality municipal services coupled with the need to
balance service costs and the need to raise revenue to pay for them.

¢ Excellent, consistent taxpayer compliance; very low delinquencies for taxes and billed
services.

¢ Minor incidence of local housing foreclosures.

¢ Higher growth in the local housing resale market, stable home prices, shorter residential
sales cycles and decreasing residential home inventory.

¢ High compliance with land use and building code regulations.

e Strong public and private secondary schools, colleges and universities.

e Lower Merion Township is 5th among 25 nationally recognized locations (by CNN Money's
Top-Earning Communities) in America for median family income ($153,309) and median
home price ($553,498).

Lower Merion Township Government Trends:

¢ Operating with lower staffing levels in various areas of the government.

¢ 2015 Real Estate Tax millage rate proposed to remain unchanged from 2014 (fourth
consecutive year).

¢ No significant service delivery level changes planned for municipal services.
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Solid Waste Fee (SWF) rate unchanged in 2015 (from 2014,
Moderate expenditure growth for solid waste disposal beyond 2015.

Moderate expenditure growth and projected declining billable water consumption in the
Sanitary Sewer Fund which may require a Sanitary Sewer Rental (SSR) rate increase in 2015.

Good budgetary performance.

Continued improvement in services through efficiency and technology.

Lower costs for electricity in 2015 through 2018.

Continued proactive approach to infrastructure and facility maintenance and reconstruction.
Major muiti-year economic development initiatives underway.

Growing partnerships with commercial districts to foster economic redevelopment.

Citizenry actively expressing community needs and desires.

Continued focus on Township's delinquent business tax collection program.

Continuation of successful assessment appeals eroding the real estate tax base due to
inequities resulting from the long duration since the last County-wide reassessment in 1997.

Higher healthcare costs in 2015 to 2016 resulting from increased prices and the American
Affordable Care Act of 2012 requirements.

Moderate growth expected in business tax revenue in 2015 and beyond.

The Township’s September unemployment rate was 3.5%, a decrease compared to December
2013 (4%). Historically, the Township’s unemployment rate has been significantly better than
the region, state and nation. Somewhat insulated by the large number of healthcare and
higher educational institutions in and around the area, the Township unemployment rate was
in the 4% - 5% range during the economic downturn. Pennsylvania, with a 6 % unemployment
rate in September 2014, is still higher than its historical low of 4% in March 2000.

Historical Unemployment Rates 2009 - 2014

Philadelphia Lower Merion
Year United States Pennsylvania Metropolitan Township
Dec-09 9.9% 8.6% 8.9% 5.0%
Dec-10 9.4% 8.1% 8.7% 4.8%
Dec-11 8.5% 7.8% 8.5% 4.7%
Dec-12 7.9% 7.9% 8.4% 4.8%
Dec-13 6.7% 6.8% 7.1% 4.0%
*Sep-14 5.9% 5.7% 6.0% 3.5%
*FPreliminary data



The demand and prices for homes in the Township still is consistently strong. In 2013, the
Common Level Ratio, calculated for all of Montgomery County was 57.5 compared to 63.4 in
2012. The ratio is a blend of real estate sales for the entire County, which indicates a significant
increase in market value based on 2013 blended real estate sales county-wide. As a comparison
to more recent information, the Berkshire Hathaway HomExpert market report for the first nine
months of 2014 shows the median price of a property sold in Lower Merion Township was
$547,500, a 14.7% increase over the 2013 median sales price ($477,500) during the same time
period. In addition, this report shows the annual total number of properties sold (868) increased
13.6% in 2013 compared to 2012 (764). Based on the first nine months of 2014, the total
number of properties sold has decreased to 612 (from 672} or 8.9% compared to 2013.

Shortterm interest rates currently remain at the lowest levels in history. The three-month
Treasury bill yield as of September 2014 was 0.02%, unchanged from last year. The Federal
Reserve has committed to monitor rates through mid-2015, unless there is a significant change
to the economy. Therefore, short-term interest rates are expected to be flat over the next six
months.

Long-term interest rates are also exceptionally low. The 10-year Treasury Bond yield in
September 2014 was 2.5%, compared to 2.8% last year and 1.7% two years ago. Longer-term
rates are expected to drift up with stronger economic growth and higher inflation. However,
for the near term, these rates are projected to stay within the 2.5% - 3% range. These rates are
also one component influencing decisions that lead to new home construction and sales of
existing residences. The current conventional 30-year mortgage (national average) interest rate
stands at 4% in October 2014 compared to 4.2% this same time last year. The lower mortgage
rates are another factor (besides strong demandy) that contributes to the increase of home sales
within the Township.

The local consumer price index (Philadelphia Urban Wage Earners and Clerical Workers)
showed a twelve-month increase of 1.6% through September 2014, compared to a 1% increase
at this time last year.

Summary:

With two consecutive quarters (Q2 and Q3} of strong Real GDP growth in 2014, it appears the
U.S. economy is exceeding expectations and most economists are predicting continued growth
in 2015. The global economies have been experiencing weak to sluggish growth and have
risks, which could impact future growth in the United States. In recent years, the Township has
managed to maintain a stable local economy and experienced better than expected revenue
growth in some areas, primarily business taxes, real estate transfer taxes and building permit fee
revenues. With several large residential development projects breaking ground in 2014 and
2015, it's anticipated the Township’s future real estate tax assessment base will increase at rates
higher than 2013 and 2014. However, the Township’s primary revenue source, real estate
taxes, has experienced moderate growth in recent years. Without a County-wide reassessment,
the Township’s real estate tax assessment base is vulnerable to future declines, a trend seen
continuing through 2014 and into 2015. As 2015 unfolds, the economic conditions, housing
market and local business market will require careful monitoring for future impacts on the
Township’s long range financial projections.
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LEVY OF TAXES

The Township’s ability to levy taxes is strictly controlled by State law. The State not only
determines which taxes may be levied, but also regulates the maximum rates at which taxes
may be levied.

Currently, the Township levies five taxes: real estate (RET); business privilege; mercantile; local
services; and real estate transfer. The Township has not imposed the following taxes that are
permissible by State law: earned income / net profits; occupation; per capita; sign; amusement;
and mechanical device. Of the taxes levied by the Township, only the RET is not currently levied
at its maximum rate permitted by State law for Townships of the First Class, which is capped at
30 mills for general purposes. Also, the Township has not implemented the homestead
exemption for RET.

The Proposed 2015 RET millage rate is recommended to remain unchanged from the 2011,
2012, 2013 and 2014 rate of 4.19 mills.

Historically in 2007, 2008 and 2009, the RET was increased approximately 2%, or 0.07 mills each
year. In 2010, the RET was increased approximately 2.8%, or 0.10 mills, and in 2011, the millage
rate was increased approximately 10.8%, or 0.41 mills.

Real estate assessment values upon which taxes are levied have been relatively stagnant since
2008, primarily due to the length of time since the last County-wide reassessment in 1997 and
resulting real estate assessment appeais. With some recent new development in Lower Merion,
the total for all taxable assessment for 2015 is expected to be $7.53 billion, up .8% from 2014.
Compared to an assessed value of $7.50 billion in 2008, assessment value has only grown 0.4%
over seven years. The recession certainly impacted real estate assessment values and growth
between 2009 and 2013.

The real estate tax has not provided any real revenue growth over the past 15 years without
millage rate increases, since assessed vaiues have only grown in modest 1% or less increments.
At $31.5 million for 2015, real estate tax is about 54% of the GF revenue budget. The lack of
revenue growth is partially because property assessments are frozen at 1997 home values,
which is when the last County-wide reassessment was conducted. Housing prices have
certainly increased significantly since 1997, but assessments have remained virtually unchanged
(except for building improvements and new construction). Even with the sale of a home, the
assessment does not change. This is much different than most other states, where municipalities
gain added tax revenue when property values increase.

Another factor eroding the RET assessment base throughout the county is assessment appeals.
Many property owners have recently successfully appealed their real estate assessment and are
therefore receiving assessment reductions. This downward pressure on the tax base also harms
and complicates future real estate tax projections.

For the past 11 years, the Board of Commissioners has also utilized the provisions of
Pennsylvania Act 50 of 1998 to protect low-income property owners from higher property taxes
by allowing them to defer new RET tax increases. Property owners meeting the program
eligibility requirements may request a deferral of payment on the increase in their Township RET
resulting from millage rate increases {none of which have occurred for the past four years). The
deferred RET is ultimately collected by the Township when a property owner sells or passes on
their property to heirs.
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Other Tax Options:

Although not proposed in this 2015 Budget draft, the Board of Commissioners has the option to
consider alternatives to the RET millage. The Earned Income Tax, or EIT, is arguably the only
other major tax revenue source available to the Township.

Last studied for consideration for the Township’s 2003 Budget, when the Township faced a
proposed double-digit RET rate increase, the EIT is an income-based tax that has been
implemented by approximately 95% of the municipalities and school districts throughotit
Pennsylvania. The majority of the 5% who do not assess the EIT are Delaware County
municipalities. In Montgomery County only Lower Merion, Upper Merion, Narberth and
Jenkintown currently do not assess a municipal EIT. School districts can aiso implement the EIT
at various levels. The Lower Merion School District has not implemented the EIT. Upper Merion
School District is the only other school district in the County without the EIT.

Typically, municipalities that implement the EIT for the first time assess the tax at their statutory
maximum of 0.5%. Significant annual revenue growth in the EIT has been occurring for
municipalities throughout the Commonwealth, which does take pressure off these
municipalities’ real estate tax burden.

A study has not been undertaken since 2002 to estimate how much revenue would be raised by
a 0.5% Township EIT. Assuming a modest rate of income growth since 2002, it is probable,
however, that a 0.5% EIT would raise over $15 million in its first full year (or the second year
after implementation).

e |t is reasonable to estimate that about $15 million per full year could be generated from a
Township 0.5% EIT. Of this amount, about $4 million would result from no Lower Merion
resident having to pay more taxes than they are now paying.

e Two million dollars would be collected from Lower Merion residents already paying the EIT
to another EIT municipality (other than Philadelphia, which keeps all wage taxes it receives),
so this would not result in any new taxes to these residents but would “bring home” the EIT
they are currently paying to another municipality.

e Another $2 million would be collected from non-resident workers residing in a non-EIT
municipality (such as Upper Merion).

If $15 million from a 0.5% municipal EIT were to be used to offset a reduction in the Township’s
RET millage rate, a RET rate decrease in the range of 50% may be possible (or approximately
$754 RET reduction for the average single family detached home assessed at $360,000).

If implementing the 0.5% EIT and rolling back the RET rate by about 50% was the revenue
preference of the Board of Commissioners, implementing the State-authorized Homestead
Exemption could also be considered. The Commonwealth of Pennsylvania enables school
districts and municipalities to assess RET in a non-uniform manner when receiving new revenue
from other sources, such as through the EIT. This is accomplished by reducing the amount to be
received from qualified owner-occupied households. The Lower Merion School District
implemented a partial Homestead Exemption several years ago when slot machine gambling
proceeds became available to help fund schools.
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Obviously, implementation of the EIT — with or without the RET Homestead Exemption, at the
full 0.5% rate (with significant RET millage rate roll-back) or at a lower level — would result in a
redistribution of tax burden among the citizens of the Township.

The EIT is one of the few taxes authorized for Pennsylvania municipalities that does grow or
shrink with the economy. Other taxes available to the Township including the per capita tax,
sign tax, amusement tax and mechanical device tax would not raise significant revenue and the
$5 per capita tax carries significant collection costs for a $5 tax.

HISTORY OF THE TOWNSHIP'S RET AND ALTERNATIVE REVENUE MEASURES

Historically, increases in the Township’s RET millage rate have been moderate. From 2008 to
2014, the Township’s millage rate has increased a total of 16%, while the School District's
millage rate has increased 26% in the same period and the County’s millage rate has increased
179%.

In the mid-1960's, the Township's RET represented over 87% of GF annual revenue. Today, the
RET represents about 54% of the GF annual revenue. So non-RET revenue sources (such as
business taxes, building permits, etc.) have bolstered the Township's revenue base over the
years, thus reducing the relative Township RET burden upon Lower Merion property owners.

A single-family residential detached home in Lower Merion Township, with the 2014 average
real estate assessment of $361,000, paid approximately $11,454 of annual real estate taxes in
2014: $1,512 (Township millage of 4.19), $1,139 (County millage of 3.152) and $8,802 (School
District millage 2013-2014 of 24.3817).

2014
iy Real
Estate

School District

77.5% Tax
Dollars

TAX BURDEN OF LOWER MERION TOWNSHIP TAXPAYERS

Housing values are generally quite high in Lower Merion Township. However, the actual
combined (School, County and Township) RET rate for 2014 of 31.7237 is lower than for many
of the surrounding comparable Townships. Other than nearby Upper Merion with its
substantial business tax base from the King of Prussia Mall and its many business parks, Lower
Merion has lower total tax rates than other surrounding comparable municipalities.
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FUND BALANCE - GENERAL FUND

The fund balance in the General Fund is the cumulative amount of money and other resources
retained after all expenditures and other liabilities have been paid and all revenue has been
recorded.

Maintenance of an adequate fund balance is important because it provides a financial “safety
net” in the event of emergencies, economic downturns or other unforeseen circumstances.
Fund balance maintenance is also a major factor considered by bond rating agencies when
evaluating the Township’s credit worthiness. The Township maintains a strong financial
performance, with emphasis on long-range planning, ensuring that Township citizens are
provided the services expected of a “First-Class” Township.

The Township's updated GF fund balance policy requires a minimum year-end GF undesignated
fund balance of no less than 12% of the year’s total GF operating expenditures. This minimum
reserve allows the Township to realize a certain level of investment earnings and provide a
funding source for emergencies and contingencies. Further, the policy includes a goal for the
Township to maintain a year-end GF undesignated fund balance within a minimum of 15% and
a maximum of 18% of the year's total GF expenditures. Undesignated GF fund balance is
defined as those financial resources available for spending and therefore not reserved for
specific purposes such as encumbrances. The Township reviews its fund balance periodically
and reports this information to the Board of Commissioners. More detailed information
regarding the Fund Balance Policy is outlined in the Reader’s Guide “Fiscal Policies.”

Over the years, the Township has strategically managed its GF fund balance to stay above the
minimum goal {15% of the year’s total GF expenditures). Between 2003 - 2011, the Township
operating revenues have exceeded operating expenditures six times. The Township GF
required a drawdown of fund balance in 2003 ($0.1 million), 2009 ($0.6 million) and 2010 ({$0.3
million). In 2011, the Township received unanticipated revenues from disputed business tax
obligations and experienced higher cost savings from operating with fewer employees and
various other cost containments, which resulted in a $7.4 million surplus. However, in 2012, the
Board of Commissioners strategically used $6 million of GF reserves for capital projects and
vehicle and equipment asset purchases. This transfer of funds offset a $4.6 million surplus and
ended 2012 with $1.4 million deficit.

In recent years, GF adopted budgets included significantly higher structural budgetary
imbalances in anticipation of drawing down fund balance into the 15% - 18% goal range.
However, as a result of better than expected revenue and expenditure performance, the GF
ending fund balance has exceeded the 18% maximum level.

Current estimates project the Township’s 2014 undesignated year-end GF fund balance at
approximately $18.3 million, or 31% of the 2014 estimated actual GF expenditures.

The Proposed 2015 GF Budget projects a planned budgetary imbalance of $2.3 million. The
chart below shows the Proposed 2015 Budget with an ending GF fund balance (undesignated)
of $16.0 million or 26.4% of the 2015 budgeted expenditures. This includes approximately $0.2
million of fund balance reserved (designated) for encumbrances, which is not included in the
fund balance policy calculation.
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2013 2014

Actual Estimate
Beginning Fund Balance (Undesignated) $16.8 $182 $20.0 $183
Revenues 59.3 57.2 57.3 58.2
Expenses 56.1 59.0 59.0 60.5
Surplus / {Deficit) 3.2 (1.8) (1.7} (2.3}
Ending Fund Balance {Undesignated) $20.0 $16.4 $18.3 $16.0
Ending FB as a % of Annual Operating Expenditures 35.7% 27.8% 31.0% 26.4%

GENERAL FUND REVENUE

The Proposed 2015 GF Revenue Budget of $58,233,600 and is $1,048,600 or 1.8% higher than
the 2014 GF Revenue Budget. The increase is primarily attributed to higher projected receipts in
real estate taxes, highway aid, building permits, real estate deed transfer taxes, local services tax
and cable television franchise fees. The Proposed 2015 real estate tax millage rate {(4.19) is
unchanged since 2011. If adopted as proposed, 2015 will be the fourth consecutive year
without a real estate tax millage rate increase. The 2014 real estate assessment base is projected
to increase 0.8% as a result of moderate growth (from new construction and additions) offset by
successful assessment appeals in 2014,

Refer to the next page for the 2015 General Fund Revenue Budget Increases / (Decreases) over
2014 Budget.
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2015 GENERAL FUND REVENUE BUDGET
INCREASES / [DECREASES] OVER 2014 BUDGET

2014 2015 $ Change % Change
Proposed Proposed From From
Revenue Budget Budget 2014 Budget 2014 Budget
Real Estate Taxes - Current Year $30,186,000  $30,547,000 $361,000 1.2%
Building and Electrical Permit Fees 1,768,000 2,000,000 232,000 13.1%
Highway Aid (Commonwealth Grant] 1,140,000 1,360,600 220,600 19.4%
Local Services Tax 1,739,000 1,825,000 86,000 5%
Plumbing Permit Fees 236,000 315,000 79,000 33.5%
Real Estate Transfer Tax 3,300,000 3,360,000 60,000 1.8%
Franchise Fees 1,384,000 1,442,000 58,000 4%
Other Revenues 263,000 320,000 57,000 21.7%
Alarm Registration Fees 489.000 533,000 44,000 9.0%
Indirect Costs - Solid Waste Fund 846,000 880,000 34,000 4%
Indirect Costs - Sanitary Sewer Fund 630,000 655,000 25,000 4%
Real Estate Taxes - Interim 55,000 75,000 20,000 36.4%
Real Estate Taxes - Prior Years 702,000 720,000 18,000 2.6%
Recreation Program Fees 269,000 285,000 16,000 5.9%
Police Services 348,000 357.000 9,000 2.6%
Investment Income 49,000 56,000 7,000 14.3%
Zoning and Subdivision Fees 446,000 449,000 3,000 0.7%
Health License Fees 67,000 69,000 2,000 3.0%
Beverage {Commonwealth LCB) 21,000 21,000 - 0.0%
Business Privilege/Mercantile License Fee 140,000 140,000 - 0.0%
District Justice Fines 410,000 410,000 - 0.0%
Federal BAB's Subsidy 196,000 196,000 - 0.0%
Fire Services 4,000 4,000 - 0.0%
Highway Services 61,000 61,000 - 0.0%
Parking Services 1,296,000 1,296,000 - 0.0%
Payment In Lieu of Taxes 60,000 60,000 - 0.0%
Other Licenses and Permit Fees 32,000 30,000 (2.000] -6.3%
Recreation Pool Membership Fees 522,000 500,000 {22,000]) -4.2%
Ordinance Violations 730,000 700,000 (30,000]) -4.1%
Street Opening Permit Fees 235,000 200,000 (35,000} -14.9%
Business and Mercantile Taxes 9,220,000 9,162,000 (58,000 -0.6%
Grants and Gifts - Police 112,000 50,000 {62,000} -55.4%
Reimbursed Expenses 229.000 155,000 {74,000) -32.3%

Net Budget Increase 857,185,000  $58,233,600 $1,048,600

GENERAL FUND PROPOSED 2015 REVENUE BUDGET

Real Estate Taxes (RET):
(53.8% of total GF revenue)

The Township’s RET is the General Fund’s primary source of revenue, accounting for 53.8% of
the total 2015 GF Revenue Budget. In recent years, the Township’s real estate assessment base
growth has been flat to declining. The Montgomery County Board of Assessments completed a
County-wide real estate reassessment in 1997. Since then the housing market has been volatile,
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particularly with the economic downturn in 2008 and recovery in recent years. This has created
an imbalance of taxable real estate within the Township resulting in a significantly higher
number of successful real estate assessment appeals. This major trend has offset the Township’s
natural growth and decreased the overall real estate assessment base. Historically the
Township’s real estate assessment base experiences moderate growth annually as a result of
new construction and additions to residential and commercial properties. This natural growth,
however, is being offset by real estate tax assessment reductions from appeals. As of October,
the Montgomery County Board of Assessments had 84 appeals from Lower Merion Township
property owners filed for the year 2014. This is in addition to approximately 4,500 appeals
heard in 2008 through 2013. Since the reassessment in 1997 (18 years ago), the Township’s
real estate tax assessed valuation base has increased 0.45% [compounded annually). The 2014
real estate tax assessed valuation base {on January 1) increased 0.6% compared to the same
time period in 2013. The estimated taxable real estate assessed valuation for 2015 is projected
to increase moderately to $7.531 billion (from $7.472 billion in 2014).

Based on the 2013 Common Level Ratio (57.5) calculated by the Pennsylvania State Tax
Equalization Board (STEB), the Township of Lower Merion has the third largest real estate
market value ($13 billion in 2014) of any municipality in the Commonwealth of Pennsylvania
{behind Philadelphia and Pittsburgh).

Township of Lower Merion Total Market Value of Assessable Real Estate

{Tax Basis) Current Total

(mills} Percent Assessed Percent RET Market

TaxRate  Change Valuation* Change Revenue Value**
2006 3.47 0.0% 7,371,508,705 1.0% 24,805,000 14,539,464,900
2007 3.54 2.0% 7,446,874,345 1.0% 25,511,000 14,659,201,500
2008 361 2.0% 7,501,357,064 0.7% 26,192,000 13,891,402,000
2009 3.68 1.9% 7,514,754,265 0.2% 26,717,000 13,395,283,900
2010 3.78 2.7% 7,480,048,376 -0.5% 27,313,000 12,896,635,100
2011 4.19 10.8% 7,442,248,626 -0.5% 30,105,000 12,003,626,800
2012 4.19 0.0% 7,404,023,301 -0.5% 30,043,000 11,678,270,200
2013 4.19 0.0% 7,430,474,741 0.4% 30,180,000 12,922,564,800
2014 4.19 0.0% 7,471,624,826 0.6% 30,304,000 12,994,130,100
2015 4.19 0.0% 7,531,397,825 0.8% 30,547,000 13,098,083,200

* Total Market Value equals the Pennsylvania State Tax Equalization Board (STEB) Assessed Value divided by
the STEB Common Level Ratio
** Actual 2006 - 2013 and estimated 2014 - 2015

Real estate tax collection (current year) for the 2015 levy is projected at $30,547,000. An

additional $795,000 is expected from prior year and interim taxes for a total of approximately
$31.3 million.
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Real Estate Transfer Tax:
(5.8% of total GF revenue)

The Township’s real estate housing market has improved in recent years. The number of
residential and commercial property sales has decreased in 2014 compared to 2013. [n 2013,
the real estate transfer tax collections increased $590,300 or 20% compared to 2012. The 2014
estimate of $3.2 million is $339,500 or 9.6% lower than the 2013 actual and $100,000 or 3%
lower than the 2014 Budget. The Proposed 2015 Budget is $60,000 or 1.8% higher than the

2014 Budget and $160,000 or 5% higher than the 2014 estimate.

The number of taxable real estate transactions through September (nine months) decreased
10.6% to 785 (from 878) compared to the same time period in 2013. The Township's long-
range construction projections anticipate new residential and commercial development in 2015
and beyond. These are large residential apartment projects which have been delayed in recent
years, and include: 600 Righters Ferry Road (593 apartment units); 131-151 Rock Hill Road (322

apartment units) and 24 Cricket Avenue (110 apartment units).
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Business Privilege and Mercantile Taxes:
(15.7% of total GF revenue)

The business privilege and mercantile taxes are levied on the gross receipts of anyone doing
business within the Township. Tax filings in 2014 for business tax revenue is based on gross
receipts earned (a 1-year lag) by businesses for 2013. The 2013 business tax revenue was $10.1
million, which was a decrease of $1.3 million or 11% compared to 2012. The decrease was due
to the receipt of one-time disputed business tax obligations ($2.9 million) collected in 2012. The
2014 estimate of $8.8 million is $444,000 or 4.8% lower than the 2014 Budget. This projected
decrease is attributed to lower amounts of disputed business tax obligations collected compared
to recent years. The business privilege and mercantile taxes are projected to decrease
moderately and are budgeted at $9.2 million in 2015 or $58,000 lower than the 2014 Budget.
In recent years (2011 through 2013), the Finance Department’s business tax audit program has
collected significant revenues (in the millions of dollars). Currently, the Township does not have
any significant tax audit assessments pending.

Local Service Tax (LST):
(3.1% of total GF revenue|

The LST ($52 annually; $5 of which is collected for the Lower Merion School District) is a tax on
individuals working in Lower Merion Township. The tax is collected from taxpayers who have
earned income and net profits (from all sources) of $12,000 or more annually. In recent years,
this source of revenue has been up and down, which is attributed to economic volatility and
delinguent collection realized through the business tax audit program. Based on current trend
information, the 2014 estimate is $1,825,000, an increase of $86,000 or 4.9% compared to the
2014 Budget. The Proposed 2015 LST revenue budget is projected at the 2014 level.

Licenses and Permits:
(9% of total GF revenue)

The licenses and permits revenue category primarily consists of building permit fees, recreation
pool membership fees, alarm registration fees and cable television franchise fees. The 2014
estimate is $95,700 or 1.8% higher compared to 2013 actual. The Proposed 2015 Budget is
projected at $5,250,000 or $356,000 higher than the 2014 Budget. Overall, license and permit
revenue is projected to decrease $93,000 or 1.7% compared to the 2014 estimate.

Building and electrical permit fee revenue comprises 38% of the license and permit revenues
with a Proposed 2015 Budget of $2.0 million. In 2013, the total number of building-related
permits increased by 389 or 7.6% to 5,488 from 5,099 in 2012. In 2014 (January - September),
the total number of permits decreased by 52 or 1.6% to 3,223 from 3,275 in 2013. Construction
values increased $72.5 million to $165.7 million from $93.2 million during the same period. The.
2014 estimate is projected to increase $179,343 or 8.9% compared to 2013 actual and $419,000
or 23.7% compared to the 2014 Budget. The Proposed 2015 Budget is $232,000 or 13.1%
higher than the 2014 Budget and $187,000 or 8.6% lower compared to the 2014 estimate.

Cable television franchise fees are charges (5% levied on gross receipts of the Township’s two
providers, Verizon and Comcast, offering cable television services to Township residents and
comprise 27.5% of the total license and permits revenues. The franchise fee revenue has
experienced above average compounded growth at 7% (2008 through 2013) and is estimated
to increase 3% in 2015 due to continued demand for cable television services. The Proposed
2015 Budget of $ 1.4 million represents 2.5% of the total GF Budget.
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The Township’s alarm registration fees (for residential and commercial properties) are proposed
to increase in 2015. The Proposed 2015 Budget is $533,000, an increase of $39,000 or 8%
compared to the 2014 Budget. The Township has 7,640 residential and 830 commercial alarm
systems registered and provides emergency response service to approximately 5,200 alarm
activations annually.

For 2015, the Township is updating and increasing its various fees and rates, primarily in the
area of building and plumbing fees. The fees and rates charged for licenses, permits and
departmental services are generally intended to recover the Township’s costs for providing the
underlying services. The chart below shows that building permit trend in recent years.

Township of Lower Merion Building Permits 2011 - 2013

Actual Actual % Actual %

Permit Type 2011 2012 Inc/Dec 2013 Inc/Dec

Building Permits 1,943 1,918 -1.3% 1,925 0.4%
Electrical Permits 838 959 14.4% 1,153 20.2%
Alarm Permits 82 62 -24.4% 79 27.4%
HVAC Permits 479 502 4.8% 477 -5.0%
Plumbing Permits 697 694 -0.4% 762 9.8%
Resale Certifications 805 931 15.7% 1064 14.3%
Zoning Hearing 34 33 -2.9% 28 -15.2%

4,878 5,099 4.5% 5,488 76%

Fines and Forfeits:
{1.9% of total GF revenue)

Fines and forfeits are revenues generated by enforcement and prosecution of Township
ordinance and state statutes. The majority of this revenue category is represented by fines
collected for Township parking violations. In addition, the Township receives a share of motor
vehicle violations from three separate district magistrate offices located in the Township’s
boundaries. The 2014 estimate for fines and forfeits is $68,700 or 6% lower compared to 2013
actual. The Proposed 2015 Budget of $1,110,000 decreased $30,000 or 2.6% compared to the
2014 Budget and increased $36,000 or 3.4% compared to the 2014 estimate.

Departmental Earnings:
(4.2% of total GF revenue)

Departmental earnings are primarily represented by four major revenues: parking services fees;
zoning and subdivision fees; police services; and, recreation program fees. The departmental
earnings 2014 estimated revenue is approximately $2.4 million or $58,000 higher compared to
the 2013 actual. The increase is primarily attributed to higher revenues received for police
services. For 2015, the budget of $2,452,000 includes fee increases for recreation program fees
and zoning and subdivision fees. The Proposed 2015 Budget is projected to increase $39,000 or
1.6% compared to the 2014 estimate and $28,000 or 1.2% compared to the 2014 Budget.

Other Revenue:
(6.4% of total GF revenue)

Payment-in-ieu-of-taxes is a revenue source collected and distributed by the State as a form of
real estate tax levied upon utility properties. It is distributed by the State based upon the relative
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tax collections of each municipality. The 2014 estimated actual is $60,000, which is projected to
remain at this level in 2015. This funding fluctuates annually and is dependent on revenue
sources available in the State budget.

Since 2009, the short-term interest rates have been at historic lows and investment income
earned on GF cash reserve investments has been limited. With significantly lower than expected
interest rates earned on GF reserves in 2014, the 2014 estimate is projected at $49,000. The
Township anticipates that short-term interest rates will be flat to moderately increasing in 2015
with a Proposed 2015 Budget of $60,000 or 14% higher than the 2014 estimate.
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Highway Aid, the Township’s allocation of the State gasoline tax assessed by the
Commonwealth of Pennsylvania, is projected to increase in 2015 by $90,600 or 7.1% compared
to the 2014 estimate. This pool of State funding fluctuates annually with economic conditions
and the amount of fuel purchased in Pennsylvania. Beginning in 2013, the Commonwealth
phased in higher taxes on gasoline, which has increased the annual funding to municipalities.
The Proposed 2015 Budget is based on early projections provided by the State in 2014.

The Township receives a federal interest subsidy relating to the debt service payments on its
Build America Bonds (BABs) issued in 2010. The BABs provides a Federal subsidy through a
refundable tax credit paid to state or local governmental issuers by the Treasury Department
and the Internal Revenue Service in an amount equal to 35% of the total interest payable to
investors on these taxable bonds. In 2014, the GF received $196,000 of BABS subsidy and is
projected to receive $196,000 in 2015. The Federal Sequestration Transparency Act of 2012
moderately reduced this subsidy beginning in 2013 and it is projected to be unchanged from
the 2014 level in 2015 and beyond. This revenue is a direct offset to the debt service interest
expense, which is included in the GF expenditures,

Transfers from the Solid Waste ($880,000) and Sanitary Sewer ($655,000) Funds to the General

Fund are both increasing by a total of $59,000 or 4% in the Proposed 2015 Budget. These
transfers cover the indirect costs for administrative services provided by GF activities.
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Summary:

In 2014, the GF revenue is estimated to exceed the 2014 Budget by $104,000 or 0.2%. This is
primarily attributed to better than expected revenue performance in building and electrical
permit fees ($419,000), real estate taxes ($151,000), highway aid {$130,000) and plumbing
permit fees ($103,000). The better performance was partially offset by negative revenue
performance in business and mercantile taxes ($444,000), real estate transfer tax ($100,000),
reimbursed expense ($79,000) and ordinance violations ($62,000). The Proposed 2015 GF
Revenue Budget is projected to increase $1,048,600 or 1.8% compared to the 2014 Budget and
$944,600 or 1.6% compared to the 2014 estimate.

GENERAL FUND EXPENDITURES

The Proposed 2015 GF Expenditure Budget is $60,474,873. This is higher than the 2014 GF
Expenditure Budget by approximately $1,474,126 or 2.5%. The 2014 estimated GF expenditures
of $59,003,946 are $1,870,846 or 3.3% higher compared to the 2013 GF actual expenditure,
net of unanticipated winter storm costs ($1 million), which were not covered by Federal
Emergency Management Agency funding. The 2014 estimate is flat compared to the 2014
Budget. However, as a result of cost containment and budgetary savings, the 2014 estimate is
$996,801 or 1.7% lower than the 2014 Budget, net of the one-time winter storm costs.

The key areas of increase and decrease for the Proposed 2015 Budget are presented as follows:

2015 GENERAL FUND EXPENDITURE BUDGET
INCREASES / (DECREASES) OVER 2014 BUDGET

2014 2015 $ %

Adopted Proposed Change From Change From
Expenditures Budget Budget 2014 Budget 2015 Budget
Employee Benefits $9.792,436 $10,284,976 $492,542 5.0%
Salaries 26,099,128 26,512,823 413,695 1.6%
Machinery and Equipment 261,931 556,655 294,724 112.5%
Transfers for Debt Service 9,576,060 9,805,575 229,515 2.4%
Other Personal Services 865,614 918,776 53,162 6.1%
All Other Expenditures {Net] 3,185,954 3,236,017 50,063 1.6%
Contracted Services 711,485 759,794 48,309 6.8%
Other Compensation 2,486,248 2,531,724 45,476 1.8%
Rentals 172,193 217,513 45,320 26.3%
Materials and Operating Supplies 937,630 974,140 36,510 3.9%
General Business/Operating Exp 68,522 93,894 25,372 37.0%
Building Maintenance & Repair 67,600 91,025 23,425 34.7%
Township Equipment Rental 1,838,23 1,858,461 20,438 1.1%
Office Furniture and Equipment
Maintenance 311,862 290,286 (21,576]) -6.9%
Professional Technical Service 1,835,633 1,802,414 {33,219) -1.8%
Communication Expenses 779,879 724,579 {55,300) -7.1%
Utilities 1,804,745 1,709,320 (95,425) -5.3%
Other Charges and Transfers* {1,794,196) {1,893,100) {98,904) 5.5%

Net Budget increase $ 59,000,747 $60,474,872 $ 1,474,125

*Includes S 1.5 million of negative appropriations in 2014 and $ 1.4 million in 2015 (See Non-Departmental-70)
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Salary and Wages:
(43.8% of total GF expenditures)

The Proposed 2015 Budget includes $26.5 million of funding for salary and wages. On a
budget basis, it is estimated that salary and wages will increase approximately $413,700 or 1.6%
in 2015 compared to the 2014 Budget. However, this is an expense category in which the
Township has historically experienced budgetary savings from on-going employee vacancies
throughout the year. Negative appropriations ($1.4 million in 2015) or budgetary savings are
provided for in the Non-Departmental budget. The 2015 increase includes contractual base
wage increases for the FOP (Fraternal Order of Police Lodge No. 28) police officers (3.5%); the
Workers Association (WA) non-uniformed union employees (2.25%), and all other non-uniform /
non-contractual employees and police management (3.25%). The Township’s personnel costs
and employee labor contract provisions for 2015 are discussed in more detail under the
Personnel section.

Debt Service:
(16% of total GF expenditures)

In 2013, the Township completed a bond refinancing (Series A of 2013), which resulted in
overall future GF debt service savings of approximately $700,000, which was primarily allocated
to 2012 ($224,000), 2013 ($70,000), 2014 ($75,000), 2015 ($84,000) and the remaining in 2016
and beyond. The Board of Commissioners also approved a $5 million GF contribution / transfer
(from GF fund balance reserves) to the Capital Projects Fund to fund capital expenditures
through 2012 and into 2013, which delayed the need to borrow new money into 2013.

In both 2013 (Series A) and 2014 (Series B), the Township sold a $10 million new money bond
issue, which included GO Bonds to provide $9 million (GF) and $1 million ({Sanitary Sewer Fund)
in new funding for the Township’s 2013 and 2014 Capital Improvement Program projects. In
addition, the Township completed a bond refinancing (Series A of 2014), which resuited in
overall future GF debt service savings of approximately $800,000, which was primarily allocated
to 2014 ($174,000), 2015 ($127,000), 2016 {$36,000), and the remaining in 2017 and beyond.
The Township’s Triple A bond rating from Moody's Investor Service and Standard & Poor’s was
reaffirmed.

It is anticipated that approximately $12 million of new funding will be required to fund the
Township’s Proposed 2015 Capital Improvement Program. Planning is currently underway for a
$ 10 million new money bond issue with the intention of providing additional funding from the
General Fund reserves if required in 2015. In addition, the Township has a $5 million current
refunding opportunity that will be joined with a new money bond issue anticipated to close in
January 2015. The debt service for this projected new money bond issue will begin in 2016.
The Proposed 2015 Budget for debt service (GF repayment of bond principal and interest) is
$9.5 million. This represents an increase of $217,515 or 2.3% from the 2014 Budget. Also,
approximately $ 196,000 of the total debt service expense in 2015 is reimbursed through Federal
BAB'’s subsidy program and is also shown as GF revenue. The Township’s Debt Management
Policy (adopted in 2009), sets forth guidelines to determine financing of capital expenditures of
the Township. For more information, refer to the Township Fiscal Policies.

Employee Fringe Benefits:
(17% of total GF expenditures)

Insurance premiums for employee healthcare benefits are a major cost and one of the more
volatile expenditure categories in the budget. The Township closely monitors this category for
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cost containment opportunities. Over the years, employee cost sharing for healthcare benefits
has increased and recently the Township negotiated additional healthcare cost containment
and savings in the FOP labor agreement (2013 - 2016} and the WA labor agreement (2011 -
2015), which were applicable to all other non-uniform / non-contractual employees. All
employees contribute to their healthcare premiums, pay deductibles and receive incentives to
opt out of coverage, select lower cost prescription drugs, or select lower cost healthcare plans.
The Township’s opt out program currently includes 89 employees and is projected to save $1.2
million or 61% of healthcare costs annually ($2 million) for this group, which would have
otherwise been incurred if employees chose to stay in the Township’s healthcare benefit
program. Employees hired in recent years, have fewer choices for healthcare coverage and pay
a greater portion of their healthcare costs than ionger-term employees. In spite of these cost
containment measures, healthcare costs have historically risen higher than the rate of infiation
for the Township. Also, the Affordable Care Act has added new costs to all employers in 2014
and beyond (see Personnel / Employee Health and Fringe Benefit section for more detail). Since
2011, the Township’s primary heaithcare coverage has been provided by Delaware Valley
Health Insurance Trust (on the Aetna platform) and cost increases have been more stable
compared to other healthcare plans.

The Township’s overall Employee Fringe Benefit estimate for 2014 is $484,000 or 4% lower
compared to the 2014 Budget, which is primarily attributed to the number of unfilled staff
vacancies during much of 2014. The overall Proposed 2015 Budget is projected at $12.6
million, which is $546,000 or 4.5% higher than the 2014 Budget. The increase is primarily
attributed to cost increases for health care insurance premiums ($455,000 or 8.1%),
prescriptions ($148,000 or 9.1%) and social security taxes ($33,000 or 1.2%), offset by decreases
in dental ($53,000 or13.6%) and retirement costs ($43,000 or 15.4%). Approximately 82% of
the Township’s total fringe benefit costs (healthcare, prescription, vision, life insurance, deferred
compensation, payroll taxes and workers’ compensation costs) are expenditures of the GF.
Employee healthcare is discussed in more detail under Employee Fringe Benefits.

Contributions to Volunteer Fire Companies and Outside Agencies:
(3.4% of total GF expenditures)

The Township historically has provided its six volunteer fire companies with an annual operating
subsidy adjusted upward with an annual CP! increase, except for a 3% increase in 2014, which
was above the CPl. The Township contributed a total of $1,785,500 (base contribution) or
$297,600 to each of its six volunteer fire companies in 2014. The Proposed 2015 Budget
includes a 1.3% CPI increase or $23,400 ($3,900 for each of the fire companies) of fire company
contributions. The Proposed 2015 Budget also includes $105,800 (Worker's Compensation
insurance premiums) and $2,900 (internet services) for reimbursed expenditures to the
volunteer fire companies. Contributions to 12 notfor-profit agencies providing services to
Township residents are proposed at $96,500 for 2015, $6,500 higher compared to the 2014
estimate.

Internal Service Equipment Fund (EF) Vehicle and Equipment Rental Charge:
(3.1% of total GF expenditures)

The Township's EF (an internal service fund) vehicle / equipment rental charge is allocated to
the Township’'s departments and is comprised of two components: (1) a depreciation charge to
gradually pay for the use of vehicle / equipment during its useful life and provide funding for
the replacement of those assets; and (2) an operating component to cover maintenance, repairs,
materials, fuel and overhead. The Proposed 2015 Budget included $524,000 or a 50% reduction
of the normal amount ($1,048,000) for the GF’'s depreciation charge. The 2014 Budget
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included a continuation of a 50% reduction, which is approximately $527,000. The Proposed
2015 Budget for the Equipment Fund rental charges ($1,858,000) has increased $20,400 or
1.1% compared to the 2014 Budget. This is primarily due to higher depreciation charges for
vehicles, and overall higher maintenance costs for the fleet.

Utilities:
(2.8% of total GF expenditures)

In 2015, the Township will complete a two-year (2014 — 2015) fixed priced agreement with
Constellation Energy to supply electricity to Township facilities. During that time, the
Township’s cost is based on a fixed electricity generation charge of 7.06 cents per kilowatt-hour
(kWh). The Township extended the agreement for three additional years (2016 — 2018) with
Constellation, which will become effective January 1, 2016 and provide a fixed rate (6.72 cents
per kWh) that is 4.7% lower than currently paid for electricity supply.

With energy efficiency improvements completed in recent years at various Township facilities,
the Township has been able to reduce its overall kWh usage. The 2014 estimate is projected to
be $168,000 or 9.4% lower compared to the 2014 Budget and $95,400 or 5.3% lower
compared to the Proposed 2015 Budget for utilities ($1.7 million).

Professional Consulting Services:
(3% of total GF expenditures)

The Proposed 2015 Budget for professional technical services is $1,802,400, a decrease of
$33,200 or 1.8% compared to the 2014 Budget. The Proposed 2015 Budget includes funding
for the Township Solicitor, Township Engineer, Labor Counsel, Deer Cuiling, Comprehensive
Plan Update and the Township Financial Audit (required by Township Code}). Also, the
Township’s business tax collection program will continue to utilize outside business tax
consultants to provide special counsel and additional audit services. The hourly rates for
Township Engineer, last increased in 2008, are proposed at a 3% increase for 2015. Also, in
2015, funding for consulting services provided by the Lower Merion Conservancy has been
reallocated from Non-Departmental (Department 70) contributions to outside organizations to
the Building & Planning Department. The 2014 estimate is projected to be $114,500 or 6.2%
lower compared to the 2014 Budget.

Machinery and Equipment:
(0.9% of total GF expenditures)

The Proposed 2015 Budget for machinery and equipment is $556,700, an increase of $294,700
or 112.5% compared to the 2014 Budget. The Proposed 2015 Budget includes funding for -

a complete upgrade and replacement of the Township’s standard definition cable television
equipment and software to high definition. The equipment in place today is obsolete and well
beyond its normal useful life. The total 2015 costs for this upgrade is approximately $300,000,
which will be totally funded by Public Educational and Government (PEG) grant funding from
Comcast and Verizon. The 2014 estimate is projected to be $27,000 or 10.3% higher compared
to the 2014 Budget.

Insurance:
(0.9% of total GF expenditures)

The Proposed 2015 Budget for insurance (risk management programs for general, professional
and property liability) is $532,500, a decrease of $4,600 or 0.9% compared to the 2014 Budget.
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Over the years, the Township has strategically drawn-down its Insurance Trust Fund (ITF) to pay
for liability deductibles, legal fees and other uninsured exposures not covered by the Township's
property and liability insurance provider (Delaware Valley Insurance Trust). The ITF funds
(retained fund balance from when the Township was self insured - pre-1997) and was depleted
at year-end 2013. The Proposed 2015 Budget includes $160,000 GF funding in the Finance
Department (within insurance and bonding expenditures), which will fund those costs
previously paid by the ITF. As a result, this additional expense will be recurring for the GF in the
years ahead (2014 estimated actual and beyond).

Summary:

The Proposed 2015 GF Expenditure Budget is $60,474,873 which is primarily comprised of
personnel costs (66.5%), debt service (16%), contributions to outside agencies and volunteer fire
companies (3.4%), the GF's Equipment Fund rental charge (3.1%); professional technical services
(3%), and utilities (2.8%) or 79% in total. Overall, the total 2015 GF Expenditure Budget has
increased $1,474,100 or 2.5% compared to the 2014 Budget and $2,470,927 or 4.3% higher
compared to the 2014 estimate (net of the one-time winter storm costs). The Township budgets
an estimated negative appropriation in Non-Departmental (Department 70) for anticipated
budgetary savings resulting from staff vacancies and other cost savings across all expenditure
line items. In 2014, the negative appropriation is $1,500,000. The Township is projecting to
finish on budget as a result of $1 million of unanticipated winter storm costs incurred during
2014. The Proposed 2015 Budget includes $1,400,000 of negative appropriations in the Non-

Departmental budget.
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EQUIPMENT FUND

The Township’s unique Equipment Fund (EF), a major asset of the Township, is an internal
service fund that accounts for the operating and maintenance costs of the Township’s fleet and
communications equipment — over 1,000 pieces of equipment. Costs, which include fuel,
materials, maintenance and asset replacement (or depreciation), are determined annually on a
full cost recovery basis. Township departments that use this equipment are assessed a “rental”
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charge, which reimburses the EF for these costs through interfund transfers. The asset
replacement component of the rental charge is a current operating expense to gradually pay for
the use of an asset during its economic life, thus providing funding for the future asset
" replacement. This recurring source of funding makes the EF selfsufficient, requiring no
additional financing to acquire fleet assets. The equipment is assigned to three main Township
functions: the Sanitary Sewer Fund, Solid Waste Fund and All Other Funds (primarily the
General Fund).

As a result of the budgetary challenges faced in 2010 through 2013, the operating budgets
included less new funding to be contributed to the EF than in the past. Over the past five-year
period, only 50% of the otherwise planned amount ($3.6 million) for future replacements was
contributed by the GF to the Equipment Fund (approximately $400,000 to $500,000 per year).
In addition, approximately $900,000 of minor capital equipment expenses, typically paid from
the GF, was reassigned to the EF Budget between 2010 through 2012. This use of Equipment
Fund reserves was suspended for 2013 and approximately $300,000 of capital equipment
expenses are included in the GF actual 2013 expense. However, the future replacement cost for
2015 is proposed to continue at 50% (about $527,000) of the full cost recovery amount ($1
million). In 2014, the Equipment Fund reserves (GF allocation) will be significantly reduced due
to replacement of the major highway trucks, upgrade of snow removal equipment and other
scheduled asset replacements. In addition, the Township’s police and public works radio legacy
system, well beyond its useful life, is being replaced. The combination of these purchases is
estimated in the range of $5 to $6 million.

This reduced funding, also budgeted for 2015 (sixth consecutive year) results in a total of
approximately $2.8 million of reduced funding for future vehicle replacements in the GF. In
2012, the Board of Commissioners approved an unbudgeted $1 million contribution / transfer
from GF fund balance reserves to the EF. This provided the Equipment Fund increased financial
flexibility for the planned replacements of vehicles / equipment and communication equipment
in 2014.

The Proposed 2015 EF Expenditure Budget is $4.3 million and $310,400 or 7.8% higher than
the 2014 Budget. One of the more volatile expenses, gasoline and diesel fuel, represents
$847,000 (20%) of the total Proposed 2015 Budget. In recent years, this expense has fluctuated
due to volatility of energy prices (oil, electricity and natural gas). With the stable to lower prices
paid recently, the cost is projected to decrease 2.3% compared to the 2014 Budget. The
Township currently pays $2.24 per gallon for gasoline and $2.52 for diesel compared to $2.75
per gallon for gasoline and $3.31 for diesel for the same time period in 2013. The Township
participates in a joint purchasing contract for fuel with the Montgomery County Consortium of
Communities and the pricing changes daily with industry benchmarks.

The EF major revenues are interfund transfers from Township departments for communications
equipment and vehicle rental charges. The 2015 rental charges include costs for fleet
operations, fuel, maintenance, vehicle / equipment and communication equipment purchases
and are budgeted at $3.5 million, a moderate increase of $26,400 or 0.8% compared to the
2014 Budget.

SOLID WASTE FUND

The Solid Waste Fund (SWF) is an enterprise fund which is intended to be self-supporting
through user fees charged for services to residential customers. Approximately 17,000
customers are provided these services, which include weekly trash pick-up and bi-monthly
recycling (mixed paper and commingled products) pick-up with the paid option for rearyard
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collection. The purpose of the SWF is to account for revenues and expenditures related to State
mandated disposal of refuse.

In 1989, Montgomery County established the Waste System Authority of Eastern Montgomery
County (WSA} to manage and operate a system for refuse waste disposal for 24 municipalities in
Montgomery County {the Eastern District), of which 22 are active participants. The WSA 25-year
agreement that established the WSA system, including the trash-to-electricity resource recovery
facility in Plymouth Township is set to expire at year-end 2014. However, early in 2014, the
Montgomery County Board of Commissioners decided to dissolve the WSA, effective December
31, 2014. Therefore, in 2015 and beyond, it will be the Township’s responsibility to contract for
refuse hauling and disposal as well as operation of the Township Transfer Station in Penn Valley.

The refuse tipping fee at the trash-to-steam facility in Plymouth Township, which is paid by the
Township, has been stable at $65 (which includes hauling and disposal} for 2012, 2013 and
2014. In September, a Request for Bids was issued, on behalf of the WSA municipalities for
hauling and disposal services and contract operations of the WSA transfer stations (Abington
and Lower Merion Townships); bids were opened on October 24, 2014. The Township of
Lower Merion bid prices range from $63 to $78 per ton and are being evaluated for award
before year-end 2014. Also, planning is currently underway to determine the Township’s
disposal options, including the possibly of contracting out the Township’s transfer station
operations. A recommendation will be brought forward for consideration by the Board of
Commissioners in the November / December Board cycle.

In addition, the Township has a long-term agreement with the WSA, which provides cost
sharing for operating and capital expenses of the Township’s Transfer Station. The 2014 Budget
included annual operating expense reimbursements estimated to be approximately $230,000.
Further, the WSA contributes a pro-rated 70% share of all costs relating to capital improvements
at the Township’s Transfer Station. These WSA expenditure reimbursements will expire at year-
end 2014 and no will longer be included in the Solid Waste Fund operating budget.

The Proposed 2015 SWF revenue budget is $7.1 million and filat compared to the 2014 estimate.
The Fund’s primary revenue source is the Solid Waste Fee, budgeted at $6.1 million in 2015. In
addition, the Township had been receiving approximately $214,000 in annual recycling
performance grants from the State.

Prior to 2014, the recycled materials resale market had been volatile, creating unfavorable
revenue performance on the resale of mixed paper and increasing costs for the disposal of
commingled recyclaples. In addition, the Commonweaith of Pennsylvania decreased the
Township’s allocation of recycling performance grant revenue by 40% beginning in 2010,
which has not been restored. However, in 2014, recycled material prices improved, which has
provided lower costs for disposal of commingled recyclables and increased revenues for the
resale of mixed paper.

The combination of stable revenues, lower recycling disposal costs, a flat customer subscription
base and fund balance reserves above 10% will allow the Township to keep Solid Waste fees
unchanged in 2015. In mid-November, the Township will be sending out information to
approximately 17,000 households receiving Township collection services, explaining the
subscriptions and providing a sign-up card if customers wish to change their current level of
service for 2015.
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Proposed 2015 Solid Waste Fee Schedule

Solid Waste Fee 2014 2015 Annual $
Subscriptions Fees Fees Increase
1 Mini Can Container $205 $205 $-
1 Container 292 292 -
2 Containers 350 350 -
3 Containers 408 408 -
4 Containers 466 466 -
5 Containers 524 524 -
6 Containers 582 582 -
7 Containers 640 640 -
8 Containers 698 698 -
Rear Yard Collection Fee 210 210 -

Summary of Solid Waste Fee Revenues [Projected 2015])

Percentage 2015

Current of Total Revenue |

Subscription Subscriptions Subscriptions {Flat Amt ) [
Mini-Container Per Week 1,684 6% S 344,500
One Container Per Week 6,842 37% 1,986,000
Two Containers Per Week 5,097 32% 1,759,700
Three Containers Per Week 2,267 17% 899,000
Four or more Containers Per Week 983 8% 426,900
Total 16,873 100% $ 5,416,100
Rear Yard Subscriptions 3,607 755,900

Total Solid Waste Fee Revenue: $6,172,000 i

The General Fund provides an annual subsidy for the amount representing discounts provided
for lower income senior citizens or disability waivers for those physically unable to transport
their refuse and recycling to curbside. The 2014 estimate is $98,240 and the Proposed 2015
Budgetis $101,000.

The Township's comprehensive residential recycling collection program continues to be very
successful and is considered one of the best in Pennsylvania. The total percentage of waste
diverted (including all recycled materials) from the residential waste stream was approximately
39% (2013} and 38.6% (2014), exceeding the State (Act 101) goal of 35%. The Township’s dual
stream recycling program collects approximately 2,600 tons of commingled materials (glass,
metal, and plastic food and beverage containers) and approximately 3,900 tons of mixed paper
annually. In recent years, the demand for recycled paper has been volatile and the prices paid
to the Township have fluctuated (from $21 per ton in 2009) to $60 (December 2012) to $65
(December 2013) and the current $75 per ton. With the current economic conditions, these
prices are projected to be stable in 2015. Commingled disposal costs have recently fluctuated
between $4 to $55 per ton cost. The current $16 per ton paid by the Township is down
significantly from $45 per ton in December 2013.

The Proposed 2015 Expenditure Budget is $7.3 million. This is higher than the 2014 Budget by
approximately $327,900 or 4.7%. One of the primary operating expenditures, refuse disposal
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costs, represents approximately $1.1 million or (15%] of the Proposed 2015 Budget. Those costs
can change based on the Township’s choice of refuse disposal options for 2015, which are
currently being evaluated.

SANITARY SEWER FUND

The Sanitary Sewer Fund (SSF) is an enterprise fund which is intended to be self-supporting
through user fees charged for services to over 16,000 residential, institutional and commercial
customers. The purpose of the SSF is to account for revenue and expenditures related to proper
disposal of wastewater.

The Proposed 2015 Sanitary Sewer Revenue Budget is $7.5 million. This is $226,300 or 3.1%
higher than the 2014 Budget. The Fund's primary revenue source is the sanitary sewer rental
fee, which is set each spring following the receipt of the prior year's water consumption data
from Aqua America, Inc. Billable water consumption can fluctuate annually with weather
patterns (dry versus wet seasons) and water conservation in both commercial and residential
properties.

During recent years, the Township’s billable water consumption has fluctuated significantly and
decreased 3.9% (compound annual growth rate) since 2009.

Sanitary Sewer Fund Historical Billable Water Consumption 2009 Through 2015 {Estimate)

Billable Water
Consumption Annual Gallons Sanitary Sewer
{Billions of Gallons) Inc/({Dec) Rental Rate
2009 1.862 -7.0% S 3.18
2010 1.748 -6.1% 3.82
2011 1.837 5.1% 3.82
2012 1.685 -8.3% 4.51
2013 1.734 2.9% 4.51
2014 1.618 -6.7% 4.51
Proposed 2015 (Projected]) 1.524 -5.8% To Be Determined

Compound Annual Growth Rate

In 2012, billable water consumption (from 2011} decreased significantly and the rental fee was
increased from $3.82 to $4.51 or 18% per 1,000 gallons of water used.

In 2013 and 2014, the Township’s billable water consumption varied; however, with fund
balance reserves over 10%, the rental fee rate remained unchanged at $4.51. With cooler and
wet weather conditions experienced year-to-date in 2014, it is anticipated that the Township's
billable water consumption for 2015 (from 2014} will be down about 5%. This is following a
downward trend experienced since 2013.

The 2014 Sanitary Sewer Rental Fee net revenues are estimated at $7.3 million or $352,000
lower compared to the 2014 estimate. The Proposed 2015 Budget indicates a rate increase and
drawdown of fund balance may be needed to balance the budget and maintain a 10% fund
balance reserve. This early projection is based on preliminary billable water consumption data
in 2014 (nine months) and is subject to change with actual consumption data. This data will be
analyzed in more detail prior to the recommendation of the final 2015 Sanitary Sewer Rental Fee
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rate in May 2015. [n 2014, the Township billed approximately $6.9 million of Sanitary Sewer
Rental Fees (at the flat rate) to over 16,000 customers.

Summary of Sanitary Sewer Rental Fee Revenues [Projected 2015)

Sanitary Sewer Number of  Percentage of Total 2015 Revenue Average
Rental Fee Customers Customers (Flat Amount) Rental Fee

Over $300 $5,096,000
$200-5300 1,032,300
$100-$200 601,400
Under $100 173,100

Total 16,483 $6,903,200

Payments From
Other Municipalities 295,000

$7,198,200

The Proposed 2015 Sanitary Sewer Expenditure Budget is $8.2 million or $46,700 lower than
the 2014 Budget and $116,400 higher than the 2014 estimate. In recent years, the Township
has continued its comprehensive capital spending investment to upgrade its sanitary sewer
infrastructure, improving facilities and controlling wastewater system inflow and infiltration
issues. For the most part, the majority of expense components affecting the Sanitary Sewer
Rental Fee are projected to grow moderately in 2015 compared to 2014. The fees paid to the
City of Philadelphia Water Department (PWD) for wastewater treatment services represent $2.6
million or 32% of the total Proposed 2015 expenditure budget. The PWD operating rates are
proposed to remain stable in the shortterm and increase moderately in 2015 compared to
2014. However, similar to many cities around the country, the City of Philadelphia is faced with
more stringent federal regulations and protecting its watersheds. With its aging infrastructure
{dual wastewater and sanitary sewer collection system), the Philadelphia Water Department
(PWD) recently established a plan to manage storm water costs, which includes charging a
storm water utility fee to its own customers. The Township and other municipalities that use
PWD's Southwest Treatment Plant for wastewater treatment are proposed to pay higher costs
for future capital improvements relating to the storm water management pian. The Township is
currently evaluating these new costs proposed by PWD for 2015 and beyond, however, it could
have a significant impact on future budgets.

The Sanitary Sewer Fund salary and wage expenditures are projected to increase $44,900 or
3.6% in 2015 compared to the 2014 estimate as a result of personnel cost increases and
allocations between funds for infrastructure repairs. On an annual basis, personnel allocations
are adjusted to properly budget for sanitary sewer capital projects and administration. In
addition, the Township makes annual capital improvements to portions of the 238-mile sanitary
sewer line system and required capital contributions to the PWD for capital improvements made
to the Southwest Treatment Plant in Philadelphia and related facilities. The total sanitary sewer
capital costs [supported from Township bond issues) are estimated at approximately $ 1.8 million
in 2014 and $2.1 million in 2015.

PERSONNEL
As a public sector service provider, the Township's single largest expenditure category is

personnel-related costs, which comprise more than two-thirds of the Proposed 2015 General
Fund Budget.
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The Township monitors its staffing levels closely to ensure the current service levels are properly
aligned. Since the 2008 economic downturn, up to and inciuding the Proposed 2015 Budget,
24.5 full time equivalent (FTE) positions will have been totally eliminated. For 2015, a full time
Highway Maintenance Crew leader (Public Works Department), an Assistant Director of
Libraries, and three part-time positions are proposed for elimination. No new full-time positions
are proposed for 2015.

Although several sworn police officer vacancies currently exist, the Proposed 2015 Budget
anticipates a full complement of police officers in 2015. However, it is anticipated that new
police retirements and staffing turnover will occur throughout 2015. These positions will be
filled from the recruitment campaign completed in 2014 that established a new Civil Service list
for 2015 and 2016 police officer hiring needs.

Many positions in the Township workforce were unfilled over the past six years, but some
remained in the Budget. These positions were budgeted in 2008 through 2014 in their
respective departmental budgets; however, their salary and benefit costs have been depicted as
an expenditure credit (negative appropriation) in the Non-Departmental budget. In 2013, the
Township began filling some of these positions (primarily in Public Works and Parks &
Recreation) to address operational needs in those departments.

| Department Eliminated Positions between 2008 & 2014
Board of Commissioners FT Administrative Secretary 1.0
Police FT Police Officer 3.0
PT Police Utility Clerk 0.8
Building and Planning FT Commercial Code Inspector 1.0
FT  Plumbing Inspector 1.0
Public Works FT Refuse Collector 6.0
FT Refuse Driver 2.0
FT Refuse Administrative Clerk 1.0
Parking Services FT Parking Meter Maintainer 1.0
Township Manager’s Office PT Special Projects Coordinator 0.4
Finance FT Purchasing Agent 1.0
FT  Accounting Clerk 1.0
PT Administrative / Tax Clerk 0.5
Human Resources FT  Human Resource Technician 1.0
Parks & Recreation FT Park Crew Leader 1.0
Appleford FT Appleford Gardener 1.0
Muitiple Departments PT  Miscellaneous Part Time Hours 1.7
Total Positions Eliminated 24.4
' Department | New Positions Added in 2014 Budget
Human Resources FT Human Resource Technician 1.0
Finance FT  Financial Analyst 1.0
Information Services FT Support Analyst 1.0
Total Positions Added in 2014 Budget 3.0
| Department | Eliminated Positions Proposed for 2015
Public Works FT  Highway Maintenance Crew Leader 1.0
Libraries FT Assistant Director of Libraries 1.0
Finance PT Finance Intern 0.4
Building & Planning PT Clerk 0.2
Police PT Records Clerk 0.5
Total Positions Eiiminated in 2015 Proposed Budget 3.1

Total Net Positions Eliminated between 2008 and 2015 Proposed Budget 24.5



Currently there are eight full time positions planned to be left unfilled but shown in the
Proposed 2015 Budget: two Police Dispatchers, the Deputy Chief Fire Officer, the Director of
Building & Planning, a Building Code Inspector, Park Maintainer 1, a Reference Librarian, and a
Children’s Library Assistant. There are also 12 parttime Library Assistant 1's (4.3 FTE) scheduled
to remain vacant subject to the approval of the Board of Commissioners of the two Library
renovation projects. All of these vacant positions are proposed to remain budgeted in their
respective departments in the Proposed 2015 Budget.

Department Current Vacant Budgeted Positions FTE
Police FT  Dispatcher 2.0
Fire ~ FT  Deputy Chief Fire Officer 1.0
Building & Planning FT  Director 1.0
Building & Planning FT  Building Code Inspector 1.0
Parks & Recreation FT  Park Maintainer 1 1.0
Libraries FT  Reference Librarian 1.0
Libraries FT  Children’s Library Assistant 1.0

Libraries PT Librari Assistant 1 4.3

While some of the library renovation projects have been implemented, library vacancies have
not been filled. At this time, all six libraries are operating, however some of the vacant position
FTE's are being filled with current parttime staff and temporary workers. The Proposed 2015
CIP anticipates construction to begin at the Ardmore and Penn Wynne Libraries in early 2015.
Therefore, it's expected that the current vacant library positions will remain vacant throughout
2015. When the library renovations are complete, staffing needs will be determined in order to
“right-size” library staffing.

Vacancies in other departments will be evaluated to determine if the necessary work and
services can continue to be provided at lower staffing levels.

Labor Contract Provisions:

In 2012, the Township and Fraternal Order of Police (FOP) Lodge 28, which represents 128
police officers, negotiated a four-year (2013 through 2016) labor agreement to replace the
previous contract that expired on December 31, 2012. The 2015 annual base wage increase for
uniformed non-management police officers is 3.5%. The eight members of police management
are pudgeted to receive 3.25% subject to Board of Commissioners approval. The Proposed 2015
Budget reflects a contracted annual base wage increase of 2.25% for positions represented by
the Workers Association (WA], which includes 221 non-uniformed workers (the Pennsylvania
Labor Relations Board confirmed the inclusion of 14 employees to be added into the WA from a
Joint petition for unit clarification). The original contract between the Township and the WA
was scheduled to expire at the end of 2014, but the Township and WA negotiated to add one-
year to the current four-year agreement. The labor contract reopener provided a reduction of
1.0% to the 2013 and 2014 previous WA employee pension contribution rates, excluding
employees hired after December 17, 2013. The reduction of 1.0% was not applied to non-
uniform / non-contractual employees. The Township also implemented a lifetime maximum for
infertility prescription medications. Thus, in 2015, the Township will be in the final year of a five-
year WA labor agreement. Negotiations with the WA for a new labor agreement to become
effective January 1, 2016 will commence before mid-year 2015. In addition, the Proposed 2015
Budget recommends a base wage rate increase of 3.25% for aill other non-uniform non-
contractual employees (including Management, Frontdine Supervisors and Non-Workers
Association employees).



An allocation of $25,000 is budgeted to serve as a source of funds for performance-based
compensation and / or salary adjustments for non-union staff.

Beginning in 2015, the Township expanded its departmental budget salary page to include
further details of other compensation and fringe benefits. This includes an average cost for
these expenditure categories based on the departmental Full-Time-Equivalent (FTE). For more
information, see the Departmental Budgets.

Employee Health and Fringe Benefits:

For the past four years, the Township has been a member of Delaware Valley Health Trust
{DVHT) municipal pool operating under the Aetna healthcare platform. The Township has been
informed by DVHT that the 2015 medical premium costs will increase 7.9% (minus a net of the
2.5% multi-trust discount). In addition, the Township will use 100% of its rate stabilization
funding allocation, which will reduce the cost by another 1.0% (slightly down from last year).
The total net increase for medical premium costs in 2015 is 4.4%. In 2014, DVHT provided the
Township an additional discount for Rate Relief, but this discount was not provided to the
Township for 2015.

Prescription and dental programs remain self-insured. Based on claims, utilization and program
design, the 2015 prescription cost is a 9% increase compared to the 2014 Budget. There is a
recent trend of sharply rising costs in the area of specialty prescriptions, not only in the
Township but in the country. The Township is currently analyzing these trends with its
consultants and evaiuating options to further contain costs in 2015 and beyond. The 2015
dental cost is expected to decrease almost 14% and vision costs will remain the same (no
increase) compared to the 2014 Budget.

Contributions for all non-FOP employees hired prior to September 21, 2011 who are enrolled in
the Township's healthcare coverage will remain at 6.5% of the healthcare plans’ annual
premium. Contributions for non-FOP employees hired after September 21, 2011 will remain at
7.5% of the healthcare plans” annual premium.

The Township complied with all of the Affordable Care Act (ACA) provisions that took effect
since 2011. These provisions resulted in an increase between 2% and 3% which was embedded
in healthcare coverage costs.

Earlier this year, the IRS issued final regulations on health plan waiting periods and the ACA’s
“Employer Mandate,” the latter of which goes into effect on January 1, 2015. In order to comply
with the final IRS reqgulations, the Township must offer benefit eligible employees coverage on
the first day of the fourth month of employment (90 day waiting period plus orientation period)
or pay a penalty. Also beginning in 2015, the Township is required to: offer minimum essential
coverage to 70% of all full time equivalents; offer variable hour employees who work 30 hours
per week during a measurement period affordable and adequate coverage; provide an
integrated medical and prescription out-of-pocket maximum that cannot exceed $6,600 for
individual coverage and $ 13,200 for non-individual coverage; and, comply with all IRS reporting
requirements. Significant penalties will apply if any of these requirements are not met.
Beginning in 2018, a 40% excise tax (“Cadillac Tax") will be imposed on group health pians
whose annual cost exceeds $10,200 for individual coverage and $27,500 for non-individual
coverage (indexed for inflation). This could result in a substantial cost to the Township in 2018
depending on how limits are indexed by the federal government and the healthcare premium
increases over the next three years.
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Pension Plan

The Township maintains two defined benefit pension plans that cover police officers [Police
Pension Plan) and non-uniform employees (Employees’ Pension Plan). In addition, the
Township provides a deferred compensation (457 plan) retirement benefit to Management
employees and makes a 7% contribution into individual deferred compensation accounts for its
management employees hired prior to November 20, 2013. Management employees hired
after that date participate in a 401 Governmental Profit Sharing Plan and the Township provides
a 4% contribution to those employees. As of January 1, 2013, the date of the most recent
actuarial valuation, the Police Pension Plan was 108% funded and the Employee Pension Plan
was 106% funded. These plans have been totally funded in 2013, 2014 (estimate) and 2015
(budget) by employee pension contributions and Commonwealth (Act 205) Pension Aid. As a
result of the negotiated one-year Workers Association contract extension through 2015, the
Township General Fund contributed $67,774 to the Employee Pension Plan in 2013, which
otherwise wouldn’t have been needed. However, over the past 20 years, both plans have been
primarily funded by employee contributions and Commonwealth (Act 205) Pension Aid, with
minimal cost to the General Fund.

The total Township cost to provide retiree benefits to approximately 242 police officers (active /
retired) and 426 non-uniform employees (active / retired) is approximately $280,000 annually in
2014 and 2015. For both pension plans, the average annual projected cost is $420 per active
employee and retiree.

The Township’s workers’ compensation premiums and deductible costs are budgeted to remain
unchanged as a result of low employee injury experience and stable insurance premiums. The
2015 Budget is $800,000, which includes retained risk through higher deductibles ($500,000
per occurrence).

CAPITAL PROJECTS

The Township sets forth its Capital Improvement Program (CIP) annually for the next six-year
period. Projects to be undertaken during the first year (2015) are included in the Township's
Capital Budget, with the remaining five years (2016 - 2020) comprising the Capital Flan.

Last year, the adopted 2014 - 2019 CIP included $ 180 million in spending for the six-year period.
Of this amount, $48.3 million was anticipated from the Capital Project Fund, and $11.0 million
from the Sanitary Sewer Fund, for a total of $59.3 million, or approximately 33% of the six-year
costs. The $120.7 million balance was anticipated from reimbursements and grants from
County, State, Federal, and other sources. This demonstrates the significant leveraging of
Township capital spending with other funding sources to address local infrastructure needs.

While the 2014 Capital Project Fund Budget was $52.2 million the 2014 estimated actual is only
at $11.9 million so a number of anticipated projects will carry over to the 2015 Capital Project
Fund Budget.

For the past five years, proposed capital projects have been assigned into four categories (A, B,
C. and D) in order to focus analysis. “A” projects were considered those that are nearly
completed or essential toward meeting core basic capital needs within the Township and have
current funding needs. “A” projects include basic infrastructure responsibilities, such as roof
replacement. “B” projects are viewed as possibly non-essential. “C” projects are viewed as able
to be postponed or already scheduled to begin in 2015 or thereafter. “D” projects represent the
major capital plans to upgrade and renovate the six Township libraries.
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The Township typically finances its CIP by issuing General Obligation Bonds. The funds for
repayment of these bonds and associated debt service interest costs are provided for in the
Township’s GF Operating Budget and the Sanitary Sewer Fund budget.

A $9.5 million new money bond issue was sold in early 2014 to provide funding to continue the
2014 Capital Budget and address cash flow needs into 2015. It is anticipated in this Proposed
2015 Budget to borrow approximately $ 10 million in new money in early 2015 for the Capital
Budget plus approximately $4.5 million to refund an earlier bond issue to save interest expense.

A major $25+ million renovation and building addition plan, commenced in 2008, for the
Township’s six libraries, led to undertaking the two largest projects — a $9 million project for
Ludington Library, and a $7 million project for Bala Cynwyd Library. A major capital fundraising
campaign aimed at attaining $5 to $7 million in outside donations for the library projects has
been underway, with $2.7 million raised or pledged to date. Decisions will be sought soon as to
whether or not the Township should proceed with proposed Penn Wynne Library and Ardmore
Library renovations which are being rebid in November since the original bids were deemed to
be too high. Additionally, state grant funding is being sought to fund an improvement project
at the Gladwyne Library.

Another major capital project underway is the Ardmore Revitalization project. For many years,
the Township has partnered with Dranoff Properties to create a proposed mixed-use transit-
oriented development in the center of Ardmore. State grant funding of $10.5 million has been
secured for the Dranoff mixed-use project on the Cricket Lot and $3.5 million for the first of two
phases of transit improvements for the Ardmore Train Station. Phase Two funding will continue
to be sought for an adjacent multi-purpose commuter / public parking garage.

The Proposed 2015 - 2020 CIP includes about $212 million in spending for 78 proposed projects
for the six-year period. Of this amount, $49.5 million is anticipated from the Capital Project
Fund, and $15.2 million from the Sanitary Sewer Fund, for a total of $64.7 million, or
approximately 31% of the six-year costs. The $147.3 million balance is anticipated from
reimbursements and grants from County, State, Federal, and other sources. This again
demonstrates the significant leveraging of Township capital spending with other funding
sources to address local infrastructure needs.

The 2015 Capital Projects Budget has decreased by $6.5 million compared to the 2014 Budget.

2015 CJP Budgeted Funding Sources

Capital Projects Sanitary Sewer Total Capital
Fund Fund Budget

2015 Projects $43,670,000 $2,093,000 $45,763,000
Source of Funds:
Grants, Reimbursements 28,729,500 17,000 28,746,500
and Other
Fund Balance 4,644,400 550,000 5,194,400
New Bond Issue Proceeds 10,296,100 1,526,000 11,822,100

~Total Funding Sources $43,670,000 $2,093,000 $45,763,000
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Major 2015 Budgeted CIP Projects
{Top 25 Projects represent 95% of the Proposed 2015 CIP)

CiPJob 2015 Capital

CIP Projects (all revenue sources) Number Budget
Ardmore Transit Center 4021 $ 22,500,000
City Avenue Transportation Service Area Improvement Program 4092 3,600,000
Penn Wynne Library Renovations 4085 2,753,000
Union Avenue Bridge Reconstruction 4203 2,060,000
Ardmore Library Renovations 4080 1,602,000
Public Safety Building Renovations 4063 1,195,000
Rock Hill Road/Belmont Avenue Transportation Service Area 4216

Improvement Program 1,130,000
Pennswood Road Bridge Reconstruction 4204 1,070,000
Rotomilling and Road Reconstruction 4210 1,000,000
Fire Apparatus Replacement Fund 4404 900,000
Storm Water Facilities Management Project 4652 600,000
Belmont Pump Station Upgrades 4735 575,000
Bridge Maintenance Program 4237 545,000
Facilities Improvements 4025 500,000
Fire Companies Facility Project 4405 410,000
Ludington Library Renovations 4084 353,000
Traffic Improvements - E. Wynnewood and N. Wynnewood Roads 4243 340,000
Road Stabilization 4217 335,000
Playground Replacement Program 4492 300,000
Manayunk Bridge Trail Extension 4501 275,000
Infiltration / Inflow Program 4706 255,000
Athletic Field Improvement Program 4469 250,000
Sanitary Sewer Replacement Fund 4707 250,000
Information Services Master Plan 4026 247,000
Comfort Station Replacement and Renovation 4455 231,000

Total Top 25 Capital Projects 43,276,000
All other capital projects 2,487,000

Total Capital Projects S 45,763,000

Maintenance of infrastructure and reinvestment in the community has long been a key priority
of the Township. The Township’s sixyear CIP undergoes focused evaluation each year, with
many projects revised, reprioritized or delayed. It always represents an ambitious plan that must
be carefully and continually reevaluated in order to ensure that the proposed projects are
necessary, feasible, and affordable to the taxpayers of Lower Merion.

The Proposed 2015 - 2020 CIP serves as a road map or a plan for the Township’s future
infrastructure needs to ensure quality public assets and services are provided today and in the
future. With an aging infrastructure and the demand for high quality services and community
assets, the Township must be diligent to reinvest in its infrastructure, including seeking Federal,
State and County grant funding plus partnering with the business community.
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ALOOKTO THE FUTURE

An important component of any annual Budget Message is to include analysis regarding the
future of the Township including the status of emerging trends, long term fiscal impacts and
chaillenges.

It is clear, thanks to careful fiscal stewardship by the Board of Commissioners and Township
management in the past, that the Township is in a very solid financial position for 2015. As
stated earlier, there are financial challenges looming for future years but also a variety of
opportunities to address those challenges. The annual budget process is the opportunity to
discuss current and future municipal service delivery levels and needs.

Considerable planning is underway in the Township to address future opportunities and needs.
A new Comprehensive Plan is nearing completion, with many new ideas for improving and
guiding the community for the future. Redevelopment plans are already in place for Ardmore,
Bryn Mawr, Merion, Rock Hill Road, City Avenue and Bala Cynwyd. Multiple park master plans
are being developed to ensure a positive future for recreation in the Township. All of these
plans will have varied financial effects.

The full-time workforce is smaller as proposed in 2015 by 24.5 fuiltime equivalent positions
compared to the 2008 staffing level when the last recession began. The Proposed 2015 Budget
calls for 3.1 fewer full-time equivalent positions than 2014. The reduction in full and part-time
staffing is made possible by carefully analyzing workforce needs, consolidating duties, using
technology to gain efficiencies, and asking the current employees to take on additional
responsibilities.

The 221-member Workers Association labor union contract runs through 2015 and the 128-
member Fraternal Order of Police (FOP) Lodge #28 bargaining unit is under contract through
2016. An important challenge over the next two years will be to negotiate new collective
bargaining agreements with both unions starting with the Workers Association in early 2015.
An update to the compensation and classification system should be considered in the near
future.

Employee health care costs, while relatively moderate in 2015, continue to escalate above the
rate of inflation. Significant cost containment provisions implemented in recent years have
helped, but health care costs must be a continued focus in future years especially due to the
Township’s aging workforce. The self-insured prescription plan is well managed with many
creative cost containment provisions, but price escalation in this area is still debilitating,
especially in the area of specialty drugs now in the market. Prescription plan cost control
options must be investigated and considered for the future. These will be tasks for labor contract
negotiations in 2015 and 2016.

Containment of personnel costs is a very important goal since two-thirds of the GF Budget costs
are for personnel. Continued operations at reduced staffing levels, health care cost containment
and employee union cooperation have allowed the Township to save substantial dollars in
recent years and avoid additional costs in the future but more work needs to be done.

Labor - management relations with the WA, FOP and non-union employees is critical to financial
success in the future. The Township must continue to partner cooperatively with its quality
workforce to maintain services. Staff and employees are frequently the source of ideas for
operating needs and cost-saving efficiencies. Undoubtedly more will be asked of them in the
future.
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The workforce is aging so the Township must prepare, train and mentor employees for
succession. In a recent staff study, it was estimated that 28 of the current 43 management level
positions will retire (or resign, etc.) within the next five years. Overall, more than Aalf of the
Township’s current workforce will be eligible for retirement within 10 years.

A variety of technological and information service improvements are needed for the Township’s
operations. The current phone system has reached the end of its useful life. Some on-ine
payments for Township fees and permits have been implemented, but this needs to be
expanded. The use of the Blackboard Connect public notification system has been started to
communicate with residents and businesses while expanded use is planned and needed.
Planning is underway for many software and hardware upgrades throughout the organization.
A viable fiscal model for public access cable TV is being sought.

The Township’s budget development and control process will be reviewed in 2015 to determine
if the long-used traditional line-item format will continue to provide the best solution for
managing and operating the Township. Performance measures and flexible budgetary controls
can be considered to potentially improve the budget process.

Well funded at the most recent actuarial valuation on January 1, 2013, the two employee
pension plans (Police and Non-Uniformed) remain a very strong fiscal asset. Unlike most other
municipal pension plans throughout the state and nation, the Township’s pension plans have
required low employee pension contribution rates accompanied by extremely minimal employer
contributions. No Township contributions during the immediate years ahead are currently
forecast for the defined benefit pension plans. Lower Merion has been conservative in ensuring
that its defined benefit pension plans are affordable and properly funded, therefore avoiding
the public pension funding crisis that threatens so many other governments.

The Township has implemented the Governmental Accounting Standards Board [GASB)
reporting standard for Other Post Employment (non-pension) Benefits (OPEB). The most recent
actuarial study showed a long-term actuarial accrued liability for current and future retiree
healthcare benefits of approximately $31 million. While the Township is only required to pay for
this liability on a “pay-as-you-go” basis, some governmental units have begun to “pre-fund” a
portion of these liabilities. This is accomplished by setting aside additional dedicated funding to
address this future obligation and relieve later generations from the full burden of paying the
medical costs of retirees. Fortunately, Lower Merion’s OPEB liabilities are relatively lfower than
many other municipalities around the country, because retiree and spousal healthcare benefits
only extend to age 65, while many other municipalities provide more costly lifetime benefits.
The Township has not begun to pre-fund this OPEB liability which does appear in the financial
statements and could become an area of concern for rating agencies in the future. It is a topic
that will need to be more broadly discussed in the years ahead.

The unique Equipment Fund (EF) remains one of the Township's strongest fiscal assets. While
contributions have been shaved over the past four years the EF remains well funded and a
unique fiscally responsible resource many communities cannot afford. Upcoming replacements
for the Township’s equipment are financed by the EF and it is important to continually remain
diligent to adequately finance that need for future years.

Recruitment, retention and modernization of the volunteer fire service remain a high priority.
The volunteers at the six volunteer fire companies in the Township valiantly serve the
community, and save taxpayers millions of dollars per year in avoided personnel costs compared
to a fully paid department. The small group of paid career firefighters in five of the Township’s
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six volunteer fire companies recently unionized and are negotiating contracts. The capabilities
and response times for day time fires remains a significant and growing challenge and public
safety exposure. The volunteer fire companies continue to manage their financial resources
responsibly, and need to continue their strong partnership with the Township to preserve the
combined paid-volunteer system for as long as possible. The Fire Apparatus Replacement Policy
utilized by the Township and the volunteer fire companies creates a realistic and cost-efficient
20-year cooperative replacement policy through 2030. This is particularly important when one
considers that CIP costs in the range of $0.7 million to $1 million per year will be needed to fund
future replacements of the fire fieet.

The Township will continue to focus on environmental stewardship and energy-savings through
the Township’'s Environmental Advisory Council (EAC). It is important to balance the needs of
environmental stewardship with ever-growing fiscal demands and service priorities but they can
work in harmony. The Township’s current pricing for electricity is set through 2015 and a
contract has been approved in 2014 to lock in even lower prices for 2016-2018. Exploration of
a possible conversion of the streetlight system to energy saving LED fixtures is planned to save
dollars and reduce the Township carbon footprint.

After 14 consecutive years without a rate increase, the Township’s annual Sanitary Sewer Rent
fee has experienced steady annual rate increases since 2008, due to higher wastewater
treatment costs from the City of Philadelphia Water Department’s Southwest Treatment Plant,
which processes all of the Township’s wastewater. Capacity for future wastewater treatment is
sufficiently reserved. While significant reinvestment in the Township’s sanitary sewer
infrastructure has been continually performed — resulting in a well-maintained, yet aging, system
of piping and pumping stations — repairs and upgrades to the system will always be required.

A new significant future cost exposure for wastewater processing emerged in 2013. The
Township is currently negotiating with the City of Philadelphia Water Department to address a
recent federal mandate upon the City for its combined sanitary and storm sewer system and its
surcharges during inclement weather. The City is seeking tens of millions of dollars from the
Township over the next few decades for the Township’s presumed pro-rata share of the biflions
of dollars of costs required of the City by the Environmental Protection Agency.

As discussed earlier, Montgomery County’s decision to terminate the Eastern Pennsylvania Solid
Waste Authority effective December 31, 2014 leaves the Township to determine future waste
disposal options. Disposal rates in 2014 are $65 per ton and it is hoped, through the private
sector bid process just conducted, a rate competitive to that can be achieved for future years.
Increasing recycling performance aiso remains a Township goal.

The Township’s Risk Management Program continues to be strong and an integral part of
ensuring fiscal stability. The Township, as it has for over 11 years, participates in two municipal
insurance trusts — the Delaware Valley Insurance Trust (DVIT) for liability coverage, and the
Delaware Valley Workers” Compensation Trust {DVWCT) for workers’ compensation. The liability
experience modifier for 2015 will be 0.882 {with 1.0 the norm), allowing Lower Merion to retain
one of the lowest modifiers amongst the Trust's largest municipalities. The Township also uses
-the Delaware Valley Health Insurance Trust (DVHT) for medical coverage.

Participation in well-managed municipal risk-sharing pools provides stable insurance costs,
excellent claims management, as well as a wide range of loss-control training programs for
municipal employees. Dividends resuiting from both the Township’s and the DVIT pool’s good
performance have been received since 2006. The Township received a dividend again in 2014
of $188,600. Risk control and safety practices must continue to be emphasized to protect
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Township assets and costs from claims. Liability deductibles, legal fees and other uninsured
claims exposures are financed through a $160,000 annual GF budget allocation in the Finance
Department budget.

Maintenance deferral creates long-term consequences that threaten the health, safety and
welfare of the community, so infrastructure due diligence is very important. The Township’s six-
year Capital Improvement Plan is regularly reviewed by the Board of Commissioners to ensure it
meets the needs of the community. As discussed in the Capital Improvement Plan, the ongoing
major plan for improvement to six libraries, commenced in 2010 with the two largest libraries,
Ludington and Bala, now completed. Improvements are planned for the remaining four
libraries within the next several years. Renovating these facilities will complete the cycle of
significant re-investment in Township facilities over the past two decades: the Township’s
Administration and Public Safety Buildings, the Public Works Complex, fire stations, sanitary
sewer pumping stations, storm water management facilities, open space acquisitions, comfort
stations, swimming pooils, trails, playground equipment and park improvements. There is still
much to be done, including economic development, roadway and traffic improvements, and
addressing some of the older, historically-significant Township-owned buildings.

Historic preservation of the Township’s older assets is a continuing goal. The Township’s historic
replica street name signs must still be repaired, repainted or replaced. The Township’s extensive
park system, bolstered in recent years by updated comprehensive parks and recreation
planning, need continual re-investment. Costly bridge projects remain on the horizon.
Roadway and intersection improvements are needed throughout the Township to address
growth of local and cut-through traffic.

In April, Moody's Investor Service and Standard & Poor’s both re-confirmed Lower Merion
Township’s Triple-A bond credit rating, the highest rating attainable. The Township retains the
distinction as one of only six townships in the nation with a Triple-A rating from the nation’s two
largest rating agencies. The credit ratings were assigned for the $9.5 million new money
general obligation bond sale to secure capital funds for the Township’s 2014-2015 CIP program.
This was the Township’s 47th consecutive year to achieve Triple-A distinction from Standard &
Poor’s, who again assessed the Township’s financial management practices with its overall
“strong” rating - the highest rating available. The Triple-A credit rating saves taxpayers millions
of dollars in lower interest costs for new money borrowings and refinancings.

The CIP has been very carefully considered but the Township must be mindful of the impact
increasing debt will have on annual operating budgets in the future. The debt repayment
scheduie must be considered as the capital plan is reviewed each year. Multiple recent bond
issue re-financings have helped mitigate the effect of the capital financing program. Investment
in the Township’s aging infrastructure must regularly be balanced with the effect on finances.

The Township will need to continue to monitor and prepare for the likelihood of more
unfunded mandates from the State and Federal governments. Fewer grants for road
improvements and bridge replacements, lower State funding for libraries, and other probable
cost exposures will add increased pressure on local governments. The Township has and will
continue to aggressively seek grant dollars that help leverage local dollars.

FIVE YEAR FORECAST

One of the more important financial management practices is to provide the Board of
Commissioners — and community — with semi-annual, longrange Five Year Financial Forecasts.
The estimates contained in this Proposed 2015 Budget document include estimated actual
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projections for the current year (2014), upcoming budget year (2015) and the three years
(2016, 2017 and 2018) that follow. The Five Year Forecast is a tool to recognize and
acknowiledge certain fiscal trends and realities.

The forecast shows how future costs can be projected to grow in spite of continued cost
containment. Like most local governments in Pennsylvania that face increased costs and rely
heavily on the real estate tax (which will not grow sufficiently without a millage rate increase),
the Township will continue to require new revenue enhancements at regular intervals to
address expenditure and service needs.

The forecast shows an actual gap of approximately $1.7 million for 2014. Deficit spending or
use of unreserved fund balance is forecast for 2015 at $2.3 million. If this occurs as planned, the
Township’s undesignated 2015 ending GF fund balance would finish at about $16 million or
27% of annual 2015 expenditures, still well above the GF fund balance policy goal range of 15%
to 18%.

The forecast for 2016 shows a further growing budgetary imbalance, including an ending 2016
fund balance falling to about $13 million, or 20% of annual 2016 expenditures an amount stil!
above the GF fund balance policy goal range. These are projections only and they can be
altered by cost savings initiatives and unexpected revenue or expenditure outcomes. This is a
tool for current and future decision making.

The Five Year Forecast 2014 through 2018

Forecast Forecast Forecast Forecast Forecast
2014 2015 2016 2017 2018

Beginning Fund Balance {undesignated) § 200 §$ 183 § 160 § 124 § 79
Revenues 57.3 58.2 59.6 61.1 62.4
Expenses 59.0 60.5 63.2 65.6 68.0
Surplus/(Deficit) (1.7) (2.3) (3.6) (4.5) (5.6)

$ 183 § 160 § 124 § 79 § 2.3
Forecast Forecast Forecast Forecast Forecast
2014 2015 2016 2017 2018

Ending Fund Balance

Expenses § 590 § 605 § 632 § 656 § 680
Ending Fund Balance $ 183§ 160 § 124 3§ 79 § 23
Ending FB as a % of Annual Operating Expenditures 31.0% 26.4% 19.6% 12.0% 3.4%
Goal Range - Low End 15% 15% 15% 15% 15%
Goal Range - High End 18% 18% 18% 18% 18%
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Projection assumptions include expected revenue growth rate for 2014 through 2018 at a
modest compounded rate of increase of 2% while expenditure growth is forecast at a 3.6% rate.
The annual expenditure growth rate assumption has three important cost drivers: employee
healthcare benefits (7%); payroll costs (3.5%); and debt service (3%).

The Five Year Forecast, if trending is accurate, presents the need to get away from planned
deficit spending and return to a more fully balanced budget no later than 2017.

CONCLUSION

The Township's financial position and condition remain strong. This allows a Proposed 2015
Budget with no RET millage tax rate increase for the fourth year in a row.

Lower Merion Township benefits from an involved citizenry, an attentive Board of
Commissioners, a responsive and respected workforce, relatively low tax rates, award-winning
budget and financial reports, solid cash and pension management, a double Triple-A bond
credit rating, responsible infrastructure investment, a first-rate public safety system, a mature and
revered suburban forest, extensive leisure and library opportunities, aggressive grant utilization,
smart economic development, managed growth, environmental stewardship and historical
preservation. Lower Merion has a wide reputation for excellence, but there is always room for
constant improvement. In order to thrive, the Township must build upon these strengths, seek
new opportunities to be cost efficient and continue to be responsive to the needs of the
community.

The Township management team is committed to producing excellence and supportive of
changes needed to move the organization forward. Their support and professionalism is
impressive and critical to improving the Township organization and giving the community the
oppertunity to prosper. | have been pleased with the responsiveness, dedication and abilities of
the Township staff. | thank all of the departments and staff for their restrained budget
submissions and hard work preparing the Proposed 2015 Budget and Six-Year 2015 - 2020
Capital Improvement Plan.
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In closing, | am confidant of a positive future for Lower Merion Township and hope the
Proposed 2015 Budget will serve as a good basis for the Board of Commissioners and the public

to establish priorities expressed in a spending plan.

Appendix: List of Awards and Special Recognition

cc: Senior Staff and Board-Appointed Officials
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Township Manager
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Distinguished
Budget Presentation
Award

Awards and Special Recognition

Triple A Bond Credit Rating
Moody’s and Standard and Poor’s

The Township of Lower Merion is among an elite group of only six
Townships nationwide to have a bond rating of “AAA” by both of
Wall Street’s major rating agencies (Standard and Poor’s and
Moody’s). These are the highest ratings attainable from both rating
services and reflect the strong financial management, manageable
debt levels and stable economy of the Township.

In addition, the Township’s management practices were rated
“strong” under Standard and Poor’s Financial Management Assess-
ment (FMA). An FMA of strong indicates that the township’s prac-
tices are strong, well embedded and likely sustainable, which in-
cludes policies governing funding, use and replenishment of reserves
and conservative approaches to budget formulation. These ratings
mean the Township’s general obligation bonds are considered excel-
lent investment quality, allowing the Township to borrow at the low-
est possible interest rates, which translates to tangible savings.

The year 2015 marks the 49th consecutive year that The Township of
Lower Merion has had a bond rating of “AAA” from Standard and
Poor’s. It was the 47th consecutive year that The Township has had a
bond rating of “AAA” from Moody’s.

2014 Distinguished Budget Presentation Award
Government Finance Officers Association

The highest form of recognition in governmental budgeting has
been awarded to Lower Merion for 25 consecutive years, achieving
this standard of excellence more than any other municipality in the
Commonweaith of Pennsylvania.

Approximately 700 of 36,000 municipalities in the United States re-
ceive this award, which is less than two percent. To receive the
award, Lower Merion Township had to satisfy nationally
recognized guidelines for effective budget presentation.
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USA

2012 Certificate of Achievement
Excellence in Financial Reporting

This award was the 20th consecutive received by the Township of
Lower Merion. Given by the Government Finance Officers

Association of the United States and Canada (GFOA), it notes the

excellence of the Township’s annual comprehensive financial report
(CAFR) for the year ending December 31, 2012.

The Certificate of Achievement is the highest form of recognition in
the area of governmental accounting and financial reporting, and its
attainment represents a significant accomplishment by a government
and its management.

2014 Tree City USA
National Arbor Day Foundation

For 37 successive years, Lower Merion has received this national
recognition.

To become a Tree City USA, a community must meet four standards:
have a tree board or department, a tree care ordinance, a compre-
hensive community forestry program, and an Arbor Day observance.

Tree City USA recognizes communities that have proven their
commitment to an effective, ongoing community forestry program.
Such a program is one marked by renewal and improvement.

2014 Platinum Sustainable Award — GVF Transportation
Management

* GVF, a nonprofit developer of multi-faceted transportation strategies,

focuses on quality of life issues and a healthy, competitive economic
environment. GVF recognizes organizations and municipalities for
outstanding achievement in implementing programs that provide
and promote commuting alternatives for their employees and com-
munity.
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PENNSYLVANIA
LIBRARY
ASSOCIATION

2014 Winner—Patricia A. Dobbin Award for Dedication
and Service, Southeast Chapter of the Pennsylvania Library
Association (SEPLA)

Carolyn Conti, head of the Lower Merion Library System’s Gladwyne
Free Library since 1993, was awarded the prestigious 2014 Patricia A.
Dobbin Award by the Southeast Chapter of the Pennsylvania Library
Association (SEPLA). The award is given annually to a member of the
library community of Bucks, Chester, Delaware, Montgomery and,/or
Philadelphia counties who demonstrates one or more of the charac-
teristics of outstanding service, exceptional commitment, distin-
guished leadership, significant contributions, unique ability and
sound judgment.

2014 Winner—Public Spaces Garden, Blue Ribbon
Pennsylvania Horticultural Society

Lower Merion Township’s Linwood Park, a community gardens and
commons built in 2010 from a vacant former parking lot, received
the 2014 Blue Ribbon from the Pennsylvania Horticultural Society
(PHS) in its “Public Spaces Garden” category. Located on the north-
east corner of Linwood and E. Athens avenues in Ardmore, the park
was the only winner in this category this year and was selected from
more than 350 entries. The park uses an innovative, creative blend of
passive and active open space that uses sustainable design concepts,
and is maintained by the non-profit Friends of Linwood Park group.

2014 Winners—Best of the Main Line & Western Suburbs

Main Line Today

The 2014 Best of the Main Line & Western Suburbs competition

yielded four awards for Lower Merion Township in the following

categories:

o Community Park — Linwood Park, Ardmore (see above|) and its
“all-volunteer army of neighbors.”

o Playground— Ashbridge Park, Rosemont.

o Winter Weather Cleanup — Lower Merion Township Public
Works Department, for road-clearing and the massive Spring
debris collection campaign.

e Library— Ludington Library, Bryn Mawr.
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