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We have conducted a compliance audit of the North Cornwall Township Police Pension Plan for
the period January 1, 2018 to December 31, 2021. We also evaluated compliance with some
requirements subsequent to that period when possible. The audit was conducted pursuant to
authority derived from the Municipal Pension Plan Funding Standard and Recovery Act (Act 205
of 1984, as amended, 53 P.S. § 895.402(j)), which requires the Auditor General, as deemed
necessary, to audit every municipality which receives general municipal pension system state aid
and every municipal pension plan and fund in which general municipal pension system state aid is
deposited. The audit was not conducted, nor was it required to be, in accordance with Government
Auditing Standards issued by the Comptroller General of the United States. We planned and
performed the audit to obtain sufficient, appropriate evidence to provide a reasonable basis for our
finding and conclusions based on our audit objective. We believe that the evidence obtained
provides a reasonable basis for our finding conclusions based on our audit objective.

The objective of the audit was to determine if the pension plan was administered in compliance
with applicable state laws, regulations, contracts, administrative procedures, and local ordinances
and policies.

Our audit was limited to the areas related to the objective identified above. To determine whether
the pension plan was administered in compliance with applicable state laws, regulations, contracts,
administrative procedures, and local ordinances and policies, our methodology included the
following:

We determined whether state aid was properly determined and deposited in accordance
with Act 205 requirements by verifying the annual deposit date of state aid and determining
whether deposits were made within 30 days of receipt for all years within the period under
audit.



We determined whether annual employer contributions were calculated and deposited in
accordance with the plan’s governing document and applicable laws and regulations by
examining the municipality’s calculation of the plan’s annual financial requirements and
minimum municipal obligation (MMO) and comparing these calculated amounts to
amounts actually budgeted and deposited into the pension plan as evidenced by supporting
documentation.

We determined whether annual employee contributions were calculated, deducted, and
deposited into the pension plan in accordance with the plan’s governing document and
applicable laws and regulations by testing total members’ contributions on an annual basis
using the rates obtained from the plan’s governing document in effect for all years within
the period under audit and examining documents evidencing the deposit of these employee
contributions into the pension plan.

We determined that there were no benefit calculations prepared for the years covered by
our audit period.

We determined whether the January 1, 2019, and January 1, 2021 actuarial valuation
reports were prepared and submitted by March 31, 2020 and 2022, respectively, in
accordance with Act 205 and whether selected information provided on these reports is
accurate, complete, and in accordance with plan provisions to ensure compliance for
participation in the state aid program by comparing selected information to supporting
source documentation.

North Cornwall Township contracted with an independent certified public accounting firm for
annual audits of its basic financial statements for the years 2018, 2019, and 2020, which are
available at the township’s offices. Those financial statements were not audited by us and,
accordingly, we express no opinion or other form of assurance on them.

Township officials are responsible for establishing and maintaining effective internal controls to
provide reasonable assurance that the North Cornwall Township Police Pension Plan is
administered in compliance with applicable state laws, regulations, contracts, administrative
procedures, and local ordinances and policies. As previously described, we tested transactions,
interviewed selected officials, and performed procedures to the extent necessary to provide
reasonable assurance of detecting instances of noncompliance with legal and regulatory
requirements or noncompliance with provisions of contracts, administrative procedures, and local
ordinances and policies that are significant within the context of the audit objective.

The results of our procedures indicated that, in all significant respects, the North Cornwall
Township Police Pension Plan was administered in compliance with applicable state laws,
regulations, contracts, administrative procedures, and local ordinances and policies, except as
noted in the following finding further discussed later in this report:

Finding - Incorrect Data On Certification Form AG 385 Resulting In An
Overpayment Of State Aid



The accompanying supplementary information is presented for purposes of additional analysis.
We did not audit the information or conclude on it and, accordingly, express no form of assurance
on it.

The contents of this report were discussed with officials of North Cornwall Township and, where
appropriate, their responses have been included in the report. We would like to thank township
officials for the cooperation extended to us during the conduct of the audit.
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Timothy L. DeFoor
Auditor General
April 18, 2022
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BACKGROUND

On December 18, 1984, the Pennsylvania Legislature adopted the Municipal Pension Plan Funding
Standard and Recovery Act (P.L. 1005, No. 205, as amended, 53 P.S. § 895.101 et seq.). The Act
established mandatory actuarial reporting and funding requirements and a uniform basis for the
distribution of state aid to Pennsylvania’s public pension plans.

Annual state aid allocations are provided from a 2 percent foreign (out-of-state) casualty insurance
premium tax, a portion of the foreign (out-of-state) fire insurance tax designated for paid
firefighters and any investment income earned on the collection of these taxes. Generally,
municipal pension plans established prior to December 18, 1984, are eligible for state aid. For
municipal pension plans established after that date, the sponsoring municipality must fund the plan
for three plan years before it becomes eligible for state aid. In accordance with Act 205, a
municipality’s annual state aid allocation cannot exceed its actual pension costs.

In addition to Act 205, the North Cornwall Township Police Pension Plan is also governed by
implementing regulations published at Title 16, Part IV of the Pennsylvania Code and applicable
provisions of various other state statutes including, but not limited to, the following:

Act 600 - Police Pension Fund Act, Act of May 29, 1956 (P.L. 1804, No. 600), as
amended, 53 P.S. § 767 et seq.

The North Cornwall Township Police Pension Plan is a single employer defined benefit pension
plan locally controlled by the provisions of Ordinance 276 of 2013, as amended, adopted pursuant
to Act 600. The plan is also affected by the provisions of collective bargaining agreements between
the township and its police officers. The plan was established January 1, 1971. Active members
are required to contribute 4.5 percent of compensation to the plan. As of December 31, 2021, the
plan had seven active members, one terminated member eligible for vested benefits in the future,
and eight retirees receiving pension benefits.



NORTH CORNWALL TOWNSHIP POLICE PENSION PLAN
FINDING AND RECOMMENDATION

Finding — Incorrect Data On Certification Form AG 385 Resulting In An Overpayment Of
State Aid

Condition: The township certified an ineligible police officer (2 units) and overstated payroll by
$28,674 on the Certification Form AG 385 filed in 2019. The police officer was hired part-time in
April 2018 and promoted to full-time status November 2018; but did not satisfy the eligibility
criteria for inclusion on the Form AG 385 submitted during 2019 as prescribed by Act 205. The
data contained on this certification form is based on prior calendar year information.

Criteria: Pursuant to Act 205, at Section 402(e)(2), in order to be eligible for certification, an
employee must have been employed on a full-time basis for at least six consecutive months and
must have been participating in a pension plan during the certification year.

Cause: The township lacked adequate internal control procedures, such as having another
individual review the data certified, to ensure the accuracy of the reported data.

Effect: The data submitted on this certification form is used, in part, to calculate the state aid due
to the municipality for distribution to its pension plans. Because the township’s state aid allocation
was based on unit value, the incorrect certification of pension data affected the township’s state
aid allocation, as identified below:

Units Unit State Aid
Year Overstated Value Overpayment
2019 2 $ 5120 $ 10,240

In addition, the township) used the overpayment of state aid to pay the minimum municipal
obligation (MMO) due to the police pension plan; therefore, if the reimbursement to the
Commonwealth is made from the pension plan, the plan’s MMO will not be fully paid.

Recommendation: We recommend that the overpayment of state aid, in the amount of $10,240,
plus interest, be returned to the Commonwealth. A check in this amount, with interest compounded
annually from date of receipt to date of repayment, at a rate earned by the pension plan, should be
made payable to: Commonwealth of Pennsylvania and mailed to: Department of the Auditor
General, Municipal Pension & Fire Relief Programs Unit, 321 Finance Building, Harrisburg,
PA 17120. A copy of the interest calculation must be submitted along with the check.




NORTH CORNWALL TOWNSHIP POLICE PENSION PLAN
FINDING AND RECOMMENDATION

Finding — (Continued)

We also recommend that in the future, plan officials establish adequate internal control procedures,
such as having at least 2 people review the data certified to ensure compliance with the instructions
that accompany Certification Form AG 385 to assist them in accurately reporting the required
pension data.

Management’s Response: Management provided the following response:

In response to this finding, the instructions on the Certification Form AG 385 are
ambiguous. It is not clear that an officer must be employed full-time for 6 consecutive
months. It notes that each condition must be met at any time during the year.

Wheo to include in the Personnel Roster Data File:
. hNorking, Active Full-Time Police Officers:
Fach police officer MUST meet each of these conditions anytime between January 1 and
December 31 of the prior calendar year:
a. Be an ACTIVE, FULL-TIME POLICE OFFICER employed by the municipality
b. Be EMPLOYED FOR ANY SIX (6) CONSECUTIVE MOMNTHS during the prior calendar year
c. WORK NOT LESS THAN 35 HOURS PER WEEK.
a. Disability Benefits — You may report Police Officers receiving TEMPORARY SERVICE —
RELATED DISABILITY BENEFITS
d. Be a MEMBER OF A POLICE PENSION PLAN and meet all of its requirements.

Police Pension Plan Established:
Your plan must have been established on or before 1/1/{current year — 3) to be eligible
for state aid. Example: if current year is 2016 (2016 —3 =2013) 1/1/2013

Payroll for Police Pension Plan:
Use W-2 tax form earnings pertaining to only full-time employees for the prior calendar year
Include any Heart and Lung benefits as part of the employee W-2 wages.

The township does now understand that pursuant to Act 205, Section 402(¢e)(2), in order to
be eligible for certification, an employee must have been employed on a full-time basis for
at least six consecutive months. It is the township’s intention to comply with the finding
and reimburse the Commonwealth.

Subsequent to the exit conference, municipal officials returned $10,240 plus interest, to the
Commonwealth on April 5, 2022.

Auditor’s Conclusion: Based on the management response, it appears municipal officials have
complied with the finding recommendation. Compliance will be evaluated during the next audit of
the plan.




NORTH CORNWALL TOWNSHIP POLICE PENSION PLAN
SUPPLEMENTARY INFORMATION
(UNAUDITED)

SCHEDULE OF FUNDING PROGRESS

Historical trend information about the plan is presented herewith as supplementary information. It
is intended to help users assess the plan’s funding status on a going-concern basis, assess progress

made in accumulating assets to pay benefits when due, and make comparisons with other state and
local government retirement systems.

The actuarial information is required by Act 205 biennially. The historical information, beginning
as of January 1, 2015, is as follows:

@) 2 3) 4)
Unfunded
Actuarial (Assets in
Accrued Excess of)
Actuarial Liability Actuarial
Actuarial Value of (AAL) - Accrued Funded
Valuation Assets Entry Age Liability Ratio
Date (a) (b) (b) - (a) (a)/(b)
01-01-17 |$3,129,960| $§ 4,030,920 |$ 900,960 77.6%
01-01-19 3,638,618 4,565,572 926,954 79.7%
01-01-21 4,514,769 4,952,869 438,100 91.2%

Note: The market values of the plan’s assets at (01-01-17, 01-01-19, and 01-01-21) have been
adjusted to reflect the smoothing of gains and/or losses over a 5-year averaging period, which will
be limited to a maximum of 120 percent and minimum of 80 percent of the fair market value of
assets. This method will lower contributions in years of less than expected returns and increase
contributions in years of greater than expected returns. The net effect over long periods of time is
to have less variance in contribution levels from year to year.



NORTH CORNWALL TOWNSHIP POLICE PENSION PLAN
SUPPLEMENTARY INFORMATION
(UNAUDITED)

The comparability of trend information is affected by changes in actuarial assumptions, benefit
provisions, actuarial funding methods, accounting policies, and other changes. Those changes
usually affect trends in contribution requirements and in ratios that use the actuarial accrued
liability as a factor.

Analysis of the dollar amount of the actuarial value of assets, actuarial accrued liability, and
unfunded (assets in excess of) actuarial accrued liability in isolation can be misleading. Expressing
the actuarial value of assets as a percentage of the actuarial accrued liability (Column 4) provides
one indication of the plan’s funding status on a going-concern basis. Analysis of this percentage,
over time, indicates whether the system is becoming financially stronger or weaker. Generally, the
greater this percentage, the stronger the plan.



NORTH CORNWALL TOWNSHIP POLICE PENSION PLAN

SUPPLEMENTARY INFORMATION

SCHEDULE OF CONTRIBUTIONS

(UNAUDITED)

Contributions
as a Percentage
Actuarially Contribution Covered- of Covered-

Year Ended Determined Actual Deficiency Employee Employee
December 31 Contribution Contributions (Excess) Payroll* Payroll

2012 $ 153,533 $ 153,533 $ - $ -

2013 171,426 171,426 - -

2014 183,707 183,707 - -

2015 212,337 220,000 (7,663) 705,705 31.17%

2016 228,128 228,128 - 763,842 29.87%

2017 241,608 251,608 (10,000) 814,036 30.91%

2018 278,730 299,712 (20,982) 889,373 33.70%

2019 298,128 301,204 (3,076) 915,737 32.89%

2020 301,465 310,690 (9,225) 989,305 31.40%

2021 303,831 303,831 - *x

* This schedule is presented pursuant to the implementation of GASB Statement No. 67,
Financial Reporting for Pension Plans by reporting entities responsible for administering
the pension plan to improve financial reporting by state and local governmental pension
plans. Due to the statement being implemented only recently, the amount of Covered-

Employee Payroll was not provided for years prior to 2015.

** Due to the timing of this audit, covered-employee payroll for 2021 was not provided in this

schedule.



NORTH CORNWALL TOWNSHIP POLICE PENSION PLAN
SUPPLEMENTARY INFORMATION
NOTES TO SUPPLEMENTARY SCHEDULES
(UNAUDITED)

The information presented in the supplementary schedules was determined as part of the actuarial
valuation at the date indicated. Additional information as of the latest actuarial valuation date
follows:

Actuarial valuation date January 1, 2021
Actuarial cost method Entry age normal
Amortization method Level dollar
Remaining amortization period 5 years

Asset valuation method

Actuarial assumptions: 5-year smoothing; the actuarial value of
the assets will be limited to a maximum
of 120% and a minimum of 80% of the
fair market value of assets.

Investment rate of return 7.00%
Projected salary increases 5.00%
Cost-of-living adjustments None assumed



NORTH CORNWALL TOWNSHIP POLICE PENSION PLAN
REPORT DISTRIBUTION LIST

This report was initially distributed to the following:

The Honorable Tom W. Wolf
Governor
Commonwealth of Pennsylvania

Mr. Sam Abram
Chairman, Board of Township Supervisors

Mr. Ron Sell
Treasurer, Board of Township Supervisors

Mr. Thomas Long
Township Manager

Ms. Jennifer Powers
Chief Administrative Officer

This report is a matter of public record and is available online at www.PaAuditor.gov. Media
questions about the report can be directed to the Pennsylvania Department of the Auditor General,
Office of Communications, 229 Finance Building, Harrisburg, PA 17120; via email to:
news@PaAuditor.gov.
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