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INDEPENDENT AUDITOR’S REPORT

Honorable Chairman and Members
Musconetcong Sewerage Authority
Budd Lake, New Jersey 07828

Report on the Financial Statements

We have audited the accompanying basic financial statements of the business-type activities and the
aggregate remaining fund information of the Musconetcong Sewerage Authority as of and for the year ended
December 31, 2017, which collectively comprise the Authority’s basic financial statements as listed in the
table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these basic financial statements in
accordance with accounting principles generally accepted in the United States of America, this includes the
design, implementation, and maintenance of internal control relevant to the preparation and fair presentation
of basic financial statements that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these basic financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America; the standards applicable to financial audits contained in Government Auditing Standards, issued
by the Comptroller General of the United States; and in compliance with audit requirements as prescribed
by the Bureau of Authority Regulation, Division of Local Government Services, Department of Community
Affairs, State of New Jersey. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the basic financial statements are free of material misstatement. An
audit includes performing procedures to obtain audit evidence about the amounts and disclosures in the basic
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment
of the risks of material misstatement of the basic financial statements, whether due to fraud or error. In
making those risk assessments, the auditor considers internal control relevant to the Authority’s preparation
and fair presentation of the basic financial statements in order to design audit procedures that are appropriate,
but not for the purpose of expressing an opinion on the effectiveness of the Authority’s internal control.
Accordingly, we express no such opinion. An audit also includes assessing the accounting principles used
and the reasonableness of significant accounting estimates made by management, as well as evaluating the
overall basic financial statement presentation. We believe that the audit evidence obtained is sufficient to
provide a reasonable basis for our audit opinion.

FWCC
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Honorable Chairman and Members
Musconetcong Sewerage Authority
Page 2.

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the business-type activities, each major fund, and the aggregate remaining
fund information of the Musconetcong Sewerage Authority as of December 31, 2017, and the respective
changes in financial position and cash flows, where applicable, thereof for the year then ended in accordance
with accounting principles generally accepted in the United States of America.

QOther Maftters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that Management’s
Discussion and Analysis, schedule of the Authority’s proportionate share of the net pension liability-PERS
and schedule of the Authority’s contributions-PERS, as identified in the table of contents be presented to
supplement the basic financial statements, Such information, although not a part of the basic financial
statements, is required by the Governmental Accounting Standards Board who considers it to be an essential
part of financial reporting for placing the basic financial statements in an appropriate operational, economic,
ot historical context. We have applied certain limited procedures to the required supplementary information
in accordance with auditing standards generally accepted in the United States of Ametica, which consisted
inquiries of management about the methods of preparing the information and comparing the information for
consistency with management’s responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do not express an opinion
or provide any assurance on the information because the limited procedures do not provide us with sufficient
evidence to express an opinion or provide any assurance.

Supplementary and Other Information

Our audit was conducted for the purpose of forming an opinion on the financial statements that collectively
comprise the Authority’s basic financial statements. The accompanying supplementary information listed
in the table of contents including statistical information and the letter of comments and recommendations
section are presented for purposes of additional analysis, as required by the Division of Laocal Government
Services and are not a required part of the financial statements.

The supplemental information listed in the table of contents are the responsibility of management and were
derived from the underlying accounting and other records used to prepare the financial statement. Such
information has been subjected to the auditing procedures applied in the audit of the financial statements
and, in our opinion, such information is fairly stated in all material respects in relation to the financial
statements taken as a whole.
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Musconetcong Sewerage Authority
Page 3.

Other Reporting Required by Government Auditing Standards

In accordance with Governmental Auditing Standards, we have also issued our report dated May 2, 2018on
our consideration of the Musconetcong Sewerage Authority’s internal control over financial reporting and
on our tests of its compliance with certain provisions of laws, regulations, contracts, grant agreements and
other matters. The purpose of that report is to describe the scope of our testing of internal control over
financial reporting and compliance and the results of that testing, and not to provide an opinion on the
internal control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Governmental Auditing Standards and should be read in considering the
Authority’s internal control over financial reporting and compliance.

F eunaioli, Wiethoty, Corallo & Cute, P @,

FERRAIOLI, WIELKOTZ, CERULLO & CUVA, P.A.
Certified Public Accountants
Newton, New Jersey

May 2, 2018
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MUSCONETCONG SEWERAGE AUTHORITY
MANAGEMENT’S DISCUSSION AND ANALYSIS

Our discussion and analysis of The Musconetcong Sewerage Authority financial activities for the year ended December
31, 2017. Please read it in conjunction with the Authority’s financial statements.

FINANCIAL HIGHLIGHTS

e The Authority’s net position of its business-type activities decreased by $936,755, or 3.96 percent as a result of this
year’s operations.
e Total cost of all of the Authority’s programs was $5,637,068 in 2017 compared to $5,683,476 in 2016.

« During the year, the Authority had expenses for business-type activities that were $936,755 more than the $4,700,313
generated in service fees and other non-operating revenues.

USING THIS ANNUAL REPORT

This annual report consists of a series of financial statements and notes to those statements. The Statement of Net Position,
the Statement of Revenues, Expenses, and Changes in Fund Net Position, and the Statement of Cash Flows provide
information about the activities of the Authority as a whole and present a longer-term view on the Authority’s finances,

For business-type activities, these statements tell how these services were financed in the short term as well as what remains
for future spending. Fund financial statements also report the Authority’s operation in more detail than the government-wide
statements by providing information about the Authority’s most financially significant funds

Reporting the Authority as a Whole
The Statement of Net Position and the Statement of Revenues, Expenses, and Changes in Fund Net Position

One of the most important questions asked about the Authority’s finances is “Is the Authority as a whole better off or worse
off as a result of the year’s activities?” The Statement of Net Position and the Statement of Revenues, Expenses, and
Changes in Fund Net Position report information about the Authority as a whole and about its activities in a way that helps
answer this question. These statements include all assets and liabilities using the accrual basis of accounting, which is
similar to the accounting used by most private-sector companies. Accrual of the current year’s revenues and expenses are
taken into account regardless of when cash is received or paid.

These two statements report the Authority’s net position and changes in them. You can think of the Authority’s net position,
the difference between assets and liabilities, as one way to measure the Authority’s financial health, or financial position.
Qver time, increases or decreases in the Authority’s net position are one indicator whether its financial health is improving
or deteriorating. You will need to consider other nonfinancial factors, however, such as changes in the Authority’s user fee
base, and the condition of the Authority’s capital assets to assess the overall health of the Authority.



MUSCONETCONG SEWERAGE AUTHORITY
MANAGEMENT’S DISCUSSION AND ANALYSIS
(CONTINUED)

Major Features of
The Musconetcong Sewerage Authority
Entity Wide Financial Statements
(Figure A-1)

Entity Wide Financial Statements

Business-Type

Funds
Scope Activities the Authority operates similar fo private businesses,
Required financial Statement of net position
statements
Statement of revenues, expenses, and changes in net position
Statement of cash flows
Accounting basis Accrual accounting and economic resources focus
and measurement
focus
Type of All assets, deferred outflows/inflows and liabilities, both financial
asset/liability and capital, and short-term and long-term.,
information
Type of All revenues and expenses, regardless of when cash is received or
inflow/outflow paid.
imformation




MUSCONETCONG SEWERAGE AUTHORITY
MANAGEMENT’S DISCUSSION AND ANALYSIS
(CONTINUED)

THE AUTHORITY AS A WHOLE

The Authority’s net position changed from a year ago, decreasing from $23,634,090 to $22,697,334. Looking at the net
position and net expenses of business-type activities separately, different stories emerge. Our analysis below focuses on the
net position (Table 1} and changes in net position (Table 2) of the Authority’s business-type activities as of December 31.

Table 1
Net Position
Business-type Total
Activities Primary Government
2017 2016 2017 2016
Current and Other Assets 5 3,227,666 § 3,292,547 $ 3,227,666 § 3,292,547
Capital Assets 26,409,843 27,835,584 26,409,843 27,835,584
Total Assets ‘ 29,637,509 31,128,131 29,637,509 31,128,131
Deferred Outflows of Resources 755,406 925,790 755,406
Long-Term Debt Quistanding 5,889,293 7,064,640 5,889,293 7,064,640
Other Liabilities 1,289,167 1,355,192 1,289,167 1,355,192
Total Liabilities 7,178,460 8,419,832 7,178,460 8,419,832
Deferred Inflows of Resources 517,121 - 517,121 “
Net Position:
Net Investment in Capital Assets 22,348,403 23,162,999 22,348,403 23,162,999
Restricted 1,903,747 1,935,527 1,905,747 1,935,527
Unrestricted (1,556,816) (1,464,436) {1,556,816) {1,464.,436)
Total Net Position $ 22697334 § 23,634,090 $ 22,697,334 F 23,634,090

e Net position of the Authority’s business-type activities decreased 3.96 percent.

e  Unrestricted net position, the part of net position that can be used to finance day-to-day operations without
constraints established by debt covenants, enabling legislation, or other legal requirements — decreased $92,380.

¢ Restricted net position, those restricted mainly for capital projects decreased $29,780.

e The net investment in capital assets category decreased $814,596.



MUSCONETCONG SEWERAGE AUTHORITY
MANAGEMENT’S DISCUSSION AND ANALYSIS
(CONTINUED)

Table 2
Changes in Net Position

Business-type

Total

Activities Primary Government
2017 2016 2017 2016

Revenues
Program Revenues:

Charges for Services 5 4387219 § 4,360,000 h 4,387,219 § 4,360,000
General Revenues:

NJEIT Loan - Earnings and Savings Credits 3,400 71,487 3,400 71,487

Escrow Deposits - 11,425 - 11,425

Interest and Investment Earnings 5,046 3,697 5,046 3,697

Other General Revenues 304,648 22,180 304,648 22,180
Total Revenues: 4,700,313 4,468,790 4,700,313 4,468,790
Program Expenses Including Indirect Expenses
Escrow Deposits Expended, Net 965 8,642 965 8,642
Business-type Activities:

Sewer 5,636,103 5,674,834 5,636,103 5,674,834
Total Expenses 5,637,068 5,683,476 5,637,068 5,083,476
Increase/{Decrease) in Net Position $ (936,755) §  (1,214,687) 5 (936,755) § (1,214,687




MUSCONETCONG SEWERAGE AUTHORITY
MANAGEMENT’S DISCUSSION AND ANALYSIS
(CONTINUED)

Table 3
Business-type Activities

The Authority’s one major Enterprise Fund consists of Sewer Operations.

Sewer
Total Assets $ 29,637,509
Net Position 22,697,334
Change in Net Position (936,753)
Return on Ending Total Assets -3.16%
-4.13%
Return on Ending Net Position
CAPITAL ASSET AND DEBT ADMINISTRATION
Table 4
Capital Assets
Net Investment in Capital Assets at Year-end
Business-type
Activities Totals
yilly] 16 2017 016

Land K 05700 § 05700 $ 05700 $ 305,700
Contribution in Process 140,812 - 140,812
Infrastructure, Buildings and Equipment 60,140,481 60,001,547 60,140,481 60,001,547
Vehicles 201,060 201,060 201,060 201,060

Subtotal 60,988,053 60,708,308 60,988,053 60,708,308
Accurailated Depreciation (34,578,211) (32,872,123 | (34578211 {32,872,123)

Totals $ 26409842 § 27,835,584 $ 26409842 § 27.833,584

The Authority’s 2018 capital budget anticipates a spending level of $3,300,000 for capital projects. More detailed
information about the Authority’s capital assets is presented in the notes to the basic financial statements.

DEBT

At year — end the Authority had total debt of $6,505,251 outstanding versus $7,672,385 last year — a decrease of 15.21
percent — as shown in Table 5, '

-8-




. MUSCONETCONG SEWERAGE AUTHORITY
MANAGEMENT’S DISCUSSION AND ANALYSIS
(CONTINUED)

Qutstanding Debt, at year —end

Table 5
Business-Type
Activities
201 2016
Loans 5 4,030,841 $ 4,672,585
Net Pension Liability 2,423,796 2,942,458
Compensated Absences 50,614 57,342

$ 6,505,251 8 7,672,385

An analysis of Authority Debt is presented in the notes to the basic financial statements.
CONTACTING THE AUTHORITY’S FINANCIAL MANAGEMENT

This financial report is designed to provide our citizens, taxpayers, customers, and investors and creditors with a general
overview of the Authority’s finances and to show the Authority’s accountability for the money it receives. If you have
questions about this report or nced additional financial information, contact the Administrative Assistant, Musconetcong
Sewerage Authority, 110 Continental Drive, Budd Lake, New Jersey 07328,
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MUSCONETCONG SEWERAGE AUTHORITY
STATEMENT OF NET POSITION
ENTERPRISE FUNDS
FOR THE YEAR ENDED DECEMBER 31, 2017

ASSETS

Current Assets:
Cash - Unrestricted
Petty Cash
Cash - Restricted - Escrow
Cash - Restricted - Payroll
Cash - Restricted - Capital Improvement Funds
Cash - Resfricted - Operations
Cash - Restricted - Cument Debt Service
Cash - Restricted - Future Retirernent Reserve
Cash - Restricted - Renewal and Replacement
Total Current Assels

Noncurrent Assets:
Capital Assets Not Being Depreciated:
Land
Construction in Progress
Capital Assets Being Depreciated
lLess: Accumulated Depreciation
Total Noncurrent Assets

Total Assets

DEFERRED QUTFLOWS OF RESOURCES
’ Pension Deferred Outflows

LIABILITIES

Current Liabilities:
Accounts Payabie - Operating
Accounts Payabie - Pension
Amount Due to Municipalities
Payroll Deductions and Withholdings
Held in Trust for Escrow Funds
Accrued interest on Debt
Loans Payable

Total Current Liabilities

Noncurrent Liabilities:
Compensated Absences Payable
Net Pension Liability
Loans Payable
Total Moncurrent Liabilites

Total Liabilities

DEFERRED INFLOWS OF RESOURCES
Pension Deferred Inflows
Gain on Refunding of Debt
Total Deferred Inflows

NET POSITION

Net Investment in Capital Assets
Restricted for:
Current Debi Service
Future Retirement Reserve
Capital Improvements
Renewal and Replacement
Operations
Unrestricted:
Designated
Undesignated
Total Net Positien

Statement 1

Business-type Activities -
Enterprise Funds

Sewer Totals
$1,305,147 $1,305,147
180 150
6,239 6,239
10,382 10,382
1,277,972 1,277,972
50,000 50,000
81,566 81,956
50,000 50,000
445818 445,818
3,227 664 3,227 664
505,700 506,700
140,812 140,812
60,341,541 60,341,541
(34,578.211) (34,578,211}
26,409,842 26,409,842
$29,637 506 $29,637,506
755,406 755,408
§121,872 $121,872
96,458 96,458
352,806 352,806
10,383 190,383
6,239 6,239
45,350 45,350
615,957 615,957
1,288,165 1,289,165
50,613 50,613
2,423,796 2,423,756
3,414,884 oo 3,414,884
5,889,293 . . 5,885,293
7,178,457 7,178,457
486,521 486,521
30,6800 30,600
517,321 517,121
22,348,403 22,348,403
81,866 81,956
50,000 50,000
1,277,972 1,277,972
445819 445,819
50,000 50,000
101,880 101,880
{1,658,696) {1,658,696)
§$22,697,334 $22 697,334

The accompanying Notes to Basic Financial Statements are an integral part of this statement.




Statement 2

MUSCONETCONG SEWERAGE AUTHORITY
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN FUND NET POSITION

ENTERPRISE FUNDS

FOR THE YEAR ENDED DECEMBER 31, 2017

Operating Revenues:
Service Charges
Total Operating Revenues

Operating Expenses:
Personnel Services
Employee Benefits
Administrative
Operations and Maintenance
Depreciation
Total Operating Expenses

Operating Income

Nonoperating Revenues {(Expenses):
Interest Income
Inferest Expense - Wastewater
Environmental Infrastructure Trust Financing - Savings Credit
Reserve Expendifures
Amount Due to Municipalities
Capitalized Expenditures
Miscelianeous Income
Escrow Deposits-Net
Compensated Absences
Total Nonoperating Revenues (Expenses)

Change in Net Position

Total Net Position—Beginning
Totat Net Position—Ending

Business-type Activities -
Enterprise Funds

Sewer Totals
$4,387,219 $4,387,219
4,387,219 4,387 219
805,458 805,458
473,944 473,944
33,339 33,339
1,719,215 1,718,215
1,705,488 1,705,488
4,737 444 4,737,444
{350,225) {350,225)
5,046 5,046
(106,996) (106,996)
3,400 3,400
(398,858) (398,858)
(392,806) (392,806)
279,748 279,748
18,172 18,172
(965) (965)
6,728 6,728
(586,631) (586,531)
(936,756} (8386,758)
23,634,090 23,634,000
$22 657,334 $22,697 334

- The accompanying Notes to Basic Financial Statements are an integral part of this statement.
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MUSCONETCONG SEWERAGE AUTHORITY
STATEMENT OF CASH FLOWS
ENTERPRISE FUNDS
FOR THE YEAR ENDED DECEMBER 31, 2017

Statement 3

Business-fype Activities -

Enterprise Funds

Sewer Totals
CASH FLLOWS FROM OPERATING ACTIVITIES
Receipts from Customers $4,387,219 $4,387,219
Payments to Employees {805,458) {805,458)
Paymaents for Employee Benefits {336,665) (336,665)
Payments io Suppliers {1,802,1587) {1,802,157}
Net Cash Provided by Operating Activities 1,442 939 1,442,939
CASH FLOWS FROM NON-CAPITAL FINANCING ACTIVITIES
Amount Due to Municipalities (416,284) (416,284)
Escrow Deposits Expended/Returned (965) (865)
Miscellaneous Income 18,172 18,172
Net Cash (Used) for Non-Capital Financing Activities (399,077) {388,077)
CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES
Principal Paid on NJEIT Loans (607,745) (607,745}
Interest Paid on Capital Debt (147,007) (107,007}
Capital Improvement Disbursements (8,100) {8,100}
Renewal and Replacement Disbursements (390,758) {390,758)
Net Cash (Used) for Capital and Related Financing Activities (1,113,610} {1,113,610)
CASH FLOWS FROM INVESTING ACTIVITIES
Interest and Dividends 5,046 5,046
Net Cash Provided by Investing Activities 5,046 5,046
Net Increase in Cash and Cash Equivalents (64,702) (64,702)
Balances—Beginning of Year 3,292,368 3,292,368
Balances—End of Year 3,227,666 3,227,666
Classified As:
Unrestricted 1,305,297 1,305,297
Restricted ! 1,922,367 1,822,367
Total 3,227 664 3,227,684
Operating Income/(L.oss) (350,225) (350,225)
Adjustments to Reconciie Operating Income/{L.oss) to Net Cash
Provided by Operating Activities:
Depreciation 1,705,488 1,705,488
Increase in Prepaid Expense 180 180
Increase in Net Adjustment For Pension 137,278 137,278
tncreasef(Decrease) in Accounis Payable {49,782} {49,782)
Total Adjustments 1,793,164 1,793,164
Net Cash Provided by Operating Activities $1,442939 $1,442 03¢

The accompanying Notes to Basle Financial Statements are an integral part of this statement.
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MUSCONETCONG SEWERAGE AUTHORITY

NOTES TQ BASIC FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2017

Note I:  Summary of Significant Accounting Policies

A. Basis of Presentation

The financial statements of the Musconetcong Sewerage Authority (“the Authority”) have been prepared in
conformity with accounting principles generally accepted in the United States of America (GAAP) as applied to
governmental units. The Governmental Accounting Standards Board (GASB) is the accepted standard-sefting body
for establishing governmental accounting and financial reporting principles. The Authority is required to follow the
pronouncements of the Financial Accounting Standards Board (FASB) issued through December 31, 1989 (when
applicable) that do not conflict with or contradict GASB pronouncements. Although the Authority has the option to
apply FASB pronouncements issued after that date to its business-type activities and enterprise funds, the Authority
has chosen not to do so. The more significant accounting policies established in GAAP and used by the Authority are
discussed below.

In November 2010, the Governmental Accounting Standards Board (GASB) issued Statement No. 61, “The Financial
Reporting Entity: Omnibus an amendment of GASB Statements No. 14 and No. 34.” The purpose of the statement is
to amend the criteria for reporting and including component units with the primary government. The statement will
become effective for fiscal periods beginning after June 15, 2012, This statement is not anticipated to have any effect
on the Authority’s financial reporting.

B. Reporting Entity

The Musconeteong Sewerage Authority was created under the Sewerage Authorities Law of the State of New Jersey
(Chapter 138, Laws of 1946 as amended and supplemented) to service the Borough of Stanhope in the County of
Sussex and the Borough of Netcong in the County of Morris. Parallel ordinances were adopted by the respective
governing bodies as follows: By the Borough of Stanhope on September 27, 1965, and by the Borough of Netcong
on August 3, 1965,

By agreement between the Authority and the Boroughs of Stamhope and Netcong dated 1967, the Authority
constructed a trunk sewer system and a 500,000 G.P.D. sewage disposal plant. Said construction was financed by a
bond issue of $591,000 dated January 1, 1971 (Series “A” Bends) and by State and Federal Grants.

The aforementioned agreement also permits the signing of agreements to service additional municipalities as
Customers of the Authority. The Authority has entered into an agreement with the Township of Mount Olive and has
passed a resolution to treat sewerage from the Township of Roxbury.

A 500,000 G.P.D. addition was placed in service on July 5, 1976. To finance the cost of said improvement the
Authority sold bonds in the amount of $400,000 dated July 1, 1976 (Series “B” Bonds).

The governing body of the Authority consists of twelve members. Three members are appointed by each of the
governing bodies of the Boroughs of Netcong and Stanhope, two members are appointed by each of the governing
bodies of the Townships of Mount Olive and Roxbury and one member is appointed by the governing bodies of the
Boroughs of Mount Arlington and Hopatcong,

The Authority has constructed a 2.2 million gallon per day water poliution control plant and made improvements to

an existing pumping station and force mains. The Authority also constructed a new regional interceptor, pumping
stations and force mains. The total cost for the Project was estimated at $33 million.

-13-




MUSCONETCONG SEWERAGE AUTHORITY

NOTES TO BASIC FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2017

(CONTINUED)

Note I:  Summary of Significant Accounting Policies (Continued)
B. Reporting Entity (Continued)

The Project allowed for new sewer unit connections in the Boroughs of Stanhope and Netcong, Service has been
expanded to provide more gallonage to areas located in the Township of Mount Olive and the International Trade
Zone. Additionally, sewer service is now available to the entire Landing-Shore Hills and Port Morris sections of
Roxbury Township.

The Authority was awarded a grant from the United States Department of Environmental Protection to the extent of
55% of eligible costs of the Project. The remainder of the Project costs were raised by the issuance of revenue bonds
in the amount of $17,450,000 and by confributions from the International Trade Center, located within the Service
Area of the Authority.

In 1993 the Authority initiated design and funding of the Phase IA project to expand the Authority’s existing
wastewater treatment plant to provide 3.63 MGD treatment capacity within the existing plant site. The additional
treatment capacity (1.43 MGD) was constructed to provide sewer service to the densely developed areas around Budd
Lake within the Township of Mount Olive and within the Borough of Mount Arlington adjacent to Lake Hopatcong.
The treatment plant expansion also includes capacity for future development within portions of the Township of
Roxbury and the New Jersey Foreign Trade Zone. The selected treatment process for the treatment plant expansion is
conventional activated shudge with mechanical aeration, the same as the existing treatment process. The {reatment
process design includes provisions for nitrification, phosphorus removal, microstraining facilities and ultraviolet
disinfection. Treated effluent will continue to be discharged to the Musconetcong River through the existing post
aeration cascade unit and outfall sewer. Tn 2002, the Authority was successful in having the plant rerated adding an
additional .18 MGD to the overall freatment capacity.

Sewage slndge generated by the expanded wastewater treatment plant will be treated in the existing sludge thickening
and handling facility at the plant site. The existing sludge thickening and handling facility has sufficient capacity to
accommodate all sludge that will be generated by the 4.31 MGD treatment plant.

Funding for the Phase IA project was financed by the issuance of Sewer Revenue Bonds, Series C, in the amount of
$3,545,000 for the local ineligible share and by New Jersey Wastewater Treatment Trust Financing Program loans
from the Trust ($7,955,000) and from the Fund ($6,260,617) for the allowable costs of the new project.

In November of 1995, $2,280,000 of Series C, Revenue Bonds were defeased since the Authority became eligible for
additional New Jersey Wastewater Treatment Trust Financing, $1,190,000 from the Trust and $1,045,037 from the
fund.

On December 15, 2002, $12,855,000 of Series B, Refunding Bouds were defeased with the issuance of $12,520,000
of Project T — Series 2002, Refunding Bonds.
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Note I:

MUSCONETCONG SEWERAGE AUTHORITY

NOTES TO BASIC FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2017

(CONTINUED)

Summary of Sienificant Accounting Policies (Continued

B. Reporting Entity (Continued)

In 2002, the Authority initiated design and funding for the Phase ITA project to add an additional 500,000 gallon per
day expansion to its wastewater treatment plant for the benefit of the Borough of Hopatcong. The Authority financed
the cost of the project with grants from the United States Environmental Protection Agency totaling $4,359,700.00
and loans from the New Jersey Environmental Infrastructure Trust Program. The addition was certified for operation
effective July 1, 20035, ’

As a public body under existing statute, the Authority is exempt from both Federal and State Taxes.

C. Basic Financial Statements- Fund Financial Statementis

Proprietary Fund Type

The focus of Proprietary Fund measurement is upon determination of net income, changes in net position,
financial position and cash flows. The accounting principles generally accepted in the United States of
America applicable are those similar to businesses in the private sector. The following is a description of the
Proprietary Funds of the Authority: '

Enterprise Funds — The Enterprise Funds are utilized to account for operations that are financed and operated
in a manner similar to private business enterprises — where the intent of the Authority is that the costs (i.e.
expenses including depreciation and indirect costs) of providing goods or services to the users on a continuing
basis be financed or recovered primarily through user charges; or, where the Authority has decided that the
periodic determination of revenues earned, expenses incurred, and/or net income is appropriate for capital
maintenance, public policy, management control, accountability or other purposes.

Capital assets purchased or acquired are reported at historical cost or estimated historical cost. Contributed
assets are reported at fair market value as of the date received. Additions, improvements and other capital
outlays that significantly extend the useful life of an asset are capitalized. Other costs incurred for repairs and
maintenance are expensed as incurred. Depreciation of all exhaustive fixed assets used by proprietary funds is
charged as an expense against their operations. Accumulated depreciation is reported on proprietary fund
balance sheets. Depreciation has been provided over the estimated useful lives using the straight-line method.
The estimated useful lives are as follows:

Buildings 20-50 Years
Improvements 10-20 Years
Machinery and Equipment 5-10 Years
Light Trucks and Vehicle 5 Years
Heavy Trucks and Vehicle 6 Years
Infrastructure 10-50 Years

Land and Construction in Progress are not depreciated.

-15-




MUSCONETCONG SEWERAGE AUTHORITY

NOTES TO BASIC FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2017

CONTINUED

Note I Summary of Significant Accounting Policies (Continued)

D. Measurement Focus and Bagis of Accounting

F

The proprietary fund financial statements are reported using the economic resources measurement focus and the
accrual basis of accounting. Revenues are recorded when earned and expenses are recorded at the time liabilities
are incurred, regardless of when the related cash flows take place. Nonexchange transactions, in which the
Authority gives (or receives) vatue without directly receiving (or giving) equal value in exchange, include state
and federal aid, grants entitlements and donations.

. Budgets/Budgetary Control

The annual budget is required to be balanced and authorities are permitted to utilize unrestricted net position to
balance their budget; however, the maximum amount which can be utilized is the lesser of (a) the estimated year-
end balance of unrestricted net position or (b) working capital reduced by unrestricted assets not ordinarily
convertible into cash {non-liquid, such as prepaid insurance and inventory).

For the purpose of using projected Unrestricted Net Position or funding operating deficits, Authorities are
permitted to amend or modify the annual operating budget, since actual results may differ from the amount
estimated in the budget process.

Amendments to the operating and/or capital budgets may be permitted for a variety of conditions, as more fully
described in the rules and regulations promulgated by the Local Finance Board. There were no significant budget
amendments during the fiscal year.

Assets, Liabilities and Net Position

1. Deposits and [nvestments

Deposits are cash and cash equivalents including petty cash, change funds, cash in banks and all highly liquid
investments with a maturity of three months or less at the time of purchase and are stated at cost plus accrued
interest, Other than Certificates of Deposit, deposits with maturities of greater than three months are
considered to be mvestments. U.S. Treasury and Agency Obligations and Certificates of Deposit with
maturities of one year or less when purchased are stated at cost. All other investments are stated at fair value.

New Jersey Authorities are limited as to the types of investments and types of financial institutions they may
mvest in. New Jersey statute 40A:5-15.1 et. seq. provides a list of permissible investments that may be
purchased by New Jersey Authorities.

2. Short — term Interfund Receivables/Payables

Short - term interfund receivables/payables represents amounts that are owed, other than charges for goods or
services rendered to/from a particular fund in the Aunthority and that are due within one year.
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MUSCONETCONG SEWERAGE AUTHORITY

NOTES TO BASIC FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2017

(CONTINUED)

Note I: Summary of Significant Accounting Policies {Continued)

F. Assets, Liabilities and Net Position (Continued)

3.

Inventories

The cost of consumable materials and supplies on hand are immaterial to the financial statements and the
Authority has therefore chosen to report these items as expenditures/expenses at the time of purchase.

Receivables

Receivables consist of all revenues earned at year-end and not yet received. Business-type activities report
user fees and interest eamnings as their major receivables.

. Restricted Assets

Restricted assets include cash and investments of the proprietary fund that are legally restricted as to their use.
The primary restricted assets are related to debt related trustee accounts and developer’s deposits.

Long-term Debt
The accounting treatment of long-term debt depends on whether the assets are used in governmental fund
operations or proprietary fund operations and whether they are reported in the government-wide or fund

financial statements.

All long-term debt to be repaid from business-type resources are reperted as liabilities in the government-wide
statements. The long-term debt consists primarily of bonds, notes and loans payable.

The accounting for proprietary fund debt is the same in the fund statements as it is in the government-wide
statements, '

Compensated Absences

The Authority’s policies regarding sick time permit employees to accumulate earned but unused sick leave
with a total payment not to exceed fifteen thousand dollars. The proprietary fund reports the Hability as it is
incurred.
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MUSCONETCONG SEWERAGE AUTHORITY

NOTES TO BASIC FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2017

CONTINUED

Note I: Summary of Significant Accounting Policies {Continued)
F. Assets, Liabilities and Net Position {Continued)
8. Net Position Classifications
Entity Wide Statements

Net Position is classified as net assets plus deferred outflows minus total liabilities and deferred inflows and
displayed in three components:

a. Net investment in capital assets — Consists of capital assets including restricted capital assets, net of
accumulated depreciation and reduced by the outstanding balances of any bonds, mortgages, notes, or
other borrowings that are attributable to the acquisition, construction, or improvement of those assets.

b. Restricted net position — Consists of the components of net position with constraints placed on the use
either by (1) external groups such as creditors, grantors, contributors, or laws or regulations of other
governments; or (2) law through constitutional provisions or enabling legislation.

¢. Unrestricted net position — All other assets that do not meet the definition of “restricted” or “net
investment in capital assets.”

9. Use of Estimates
The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America requires management to make estimates and assumptions that affect certain reports,
amounts and disclosures, Accordingly, actual results could differ from those estimates. The items where
estimates would occur are for depreciation of capital assets and their useful lives.

G. Revenues, Expenditures and Expenses

1. Operating Revenues and Expenses
Operating revenues and expenses for proprietary funds are those that result from providing services and
producing and delivering goods and/or services. It also includes all revenue and expenses not related to capital
and related financing, noncapital financing, or investing activities.

2. Expenditures/Expenses
In the entity wide financial statements, expenditures are classified as follows:

Proprietary Fund — By Operating and Nonoperating

In the entity wide financial statements, proprietary funds report expenses relating to use of economic resources.
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NOTES TQ BASIC FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2017

(CONTINUED)

Note I: Summary of Significant Accounting Policies {Continued)

H. Recent Accounting Pronouncements

GASB 75, “Accounting and Financial Reporting for Postemployment Benefits Other Than Pensions”,
will be effective beginning with the fiscal year ending June 30, 2018, The primary objective of this
Staternent is to improve accounting and financial reporting by state and local governments for
postemployment benefits other than pensions {(other postemployment benefits or OPEB). 1t also improves
information provided by state and local governmental employers about financial support for OPEB that is
provided by other entities.

GASB 82, “Pension Issues - An Amendment of GASB Statements No. 67, No. 68, and No. 73, will be
effective for entities with fiscal years beginning after June 30, 2016, The objective of this Statement is to
address certain issucs that have been raised with respect to the aforementioned Statements and
Amendments to Certain Provisions of GASB Statements 67 and 68. Specifically, this Statement addresses
issues regarding (1) the presentation of payroll-related measures in required supplementary information,
(2) the selection of assumptions and the treatment of deviations from the guidance in an Actuarial
Standard of Practice for financial reporting purposes, and (3) the classification of payments made by
employers to satisfy employee (plan member) contribution requirements.

GASB 83, “Certain Asset Retirement Obligations” will be effective for reporting periods beginning after
June 15, 2018 and establishes criteria for determining the timing and pattern of recognition of & Hability
and a corresponding deferred outflow of resources for AROs and requires that recognition occur when the
liability is both incurred and reasonably estimable. The Authority does not believe this Statement will
have any effect on future financial statements.

GASB 84, “Fiduciary Activities” will be effective for reporting periods beginning after December 15,
9018 and establishes criteria for identifying fiduciary activities of all state and local governments. The
focus on the criteria generally is on (1) whether a government is controlling the assets of the fiduciary
activity and (2) the beneficiaries with whom a fiduciary relationship exists. Separate criteria are included
to identify component units and postemployment benefit arrangements that are fiduciary activities. The
Authority does not believe this Statement will have any effect on future financial statements.

GASB 85, “Omnibus 2017” will be effective for reporting periods beginning after June 15, 2017 and
addresses a variety of topics including issues related to blending component units, goodwill, fair value
measurement and application, and postemployment benefits (pensions and other postemployment benefits
[OPEEB]).

GASB 86, “Certain Debt Extinguishment Issues”, which improves consistency in accounting and financial
reporting for in-substance defeasance of debt by providing guidance for transactions in which cash and
other monetary assets acquired with only existing resources — resources other than the proceeds of
refunding debt — are placed in an irrevocable trust for the sole purpose of extinguishing debt. This
Statement also improves accounting and financial reporting for prepaid insurance on debt that is
extinguished and notes to financial statements for debt that is defeased in substance. The requirements of
this Statement are effective for reporting periods beginning after June 15, 2017. The Authority is
currently reviewing what effect, if any, this Statement might have on future financial statements.
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NOTES TO BASIC FINANCIAT, STATEMENTS
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(CONTINUED)

Note I: Summary of Significant Accounting Policies {Continued)

H. Recent Accounting Proncuncements (Continued)

In June 2017, the Government Accounting Standards Board issued GASB Statement No, 87, Leases,
which improves accounting and financial reporting for leases by governments. This Statement requires
recognition of certain lease assets and liabilities for leases that previously were classified as operating
leases and recognized as inflows of resources or outflows of resources based on the payment provisions of
the contract, It establishes a single model for lease accounting based on the fundamental principle that
leases are financings of the right to use an underlying asset. The requirements of this Statement are
effective for reporting periods beginning after December 15, 2019. The Authority is currently reviewing
what effect, if any, this Statement may have on future financial statements,

The Government Accounting Standards Board issued GASB Statement No, 88, Certain Disclosures
Related to Debt, Including Direct Borrowings and Direct Placement. The objective of this Statement is to
improve consistency in the information that is disclosed in notes fo government financial statements
related to debt, incloding direct borrowings and direct placements, and to provide financial statement users
with additional essential information about debt. This Statement is effective for reporting periods
beginning after June 15, 2018. The Authority believes this may impact the disclosures relating to debt in
the notes to the financial statements.

Note II: Stewardship. Compliance and Accountability

By its nature as a local government unit, the Authority is subject to various federal, étafe, and local laws and
contractual regulations. An analysis of the Authority’s compliance with significant laws and regulations and
demonstration of its stewardship over Authority resources follows.

z

A. Revenue Restrictions and Debt Covenants

Since the Authority has made its last payment under the bond resolutions (Section 602-609), the Authority has now
established the following cash and investment accounts for the deposit, of all revenues received by the Authority:

Account Amount Use for which restricted
Revenue All revenue received by Authorized operating expenses and, as of the
the Authority. 10th day of each March, June September and

December, transfers to the various accounts
described below,

Construction Proceeds of debt issued or Construction costs of the project system
Budget Appropriations. including improvements and additions.

Debt Service Amourt needed o pay matured  Principal and interest on the loans.

(Current Debt principal and interest plus

Service) ) principal and interest due on or

before the following February 1%
Renewal and Amount needed in the Renewal  Major repairs, renewals, replacements or

Replacement and Replacement Fund to equal ~ maintenance items of a type not recurring
the System Reserve Requirement. annually.
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(CONTINUED)

Note II: Stewardship, Compliance and Accountability (Continued)

Account Amount Use for which restricted
Future Retirement Amount needed to increase Payments to eligible employees who
the balance to plan for the retire with unused sick and/or vacation
upcoming retirements of the time up to a maximum of $15,000.

contracted personnel.

Capital Improvements Amount put aside for future Major improvements not covered by the
Plant upgrades/improvements Renew al and Replacement Reserve,

Note 111: Detailed Disclosure Regarding Assets and Revenues

A. Deposits and Investments

Deposits

New Jersey statutes permit the deposit of public funds in institutions located in New Jersey which are insured
by the Federal Deposit Insurance Corporation (FDIC), the Savings Association Insurance Fund, or by any
other agencies of the United States that insure deposits or the State of New Jersey Cash Management Fund.

N.J.S.A. 17:9-41 et. Seq. establishes the requirements for the security of deposits of governmental units. The |
statute requires that no governmental unit shall deposit public funds in a public depository unless such funds |
are secured in accordance with the Governmental Unit Deposit Protection Act (GUDPAY). Public depositories
include Savings and Loan institutions, banks (both state and national banks) and savings banks the deposits of |
which are federally insured. All public depositories must pledge collateral, having a market value at least

equal to five percent of the average daily balance of collected public funds, to secure the deposits of
Governmental Units. If a public depository fails, the collateral it has pledged, plus the collateral of all other

public depositories, is available to pay the full amount of their deposits to the Governmental Unifs.

At December 31, 2017 the Authority’s cash and cash equivalents amounted to $3,227,516. Of this amount,
$250,000 was covered by federal depository insurance (F.D.L.C.) and $3,113,219 was covered by a collateral
pool maintained by the banks as required by GUDPA. '

At December 31, 2017 the Authority did not participate in the State of New Jersey Cash Management Fund.

GASB Statement No, 40, Deposit and Investment Risk Disclosures, requires the disclosure of bank deposits
that are subject to custodial credit risk. The custodial credit risk for deposits is the risk that, in the event of
the failure of a depository financial institution, the Authority will not be able to recover deposits or will not be

able to recover collateral securities that may be in the possession of an outside party.

As of December 31, 2017, none of the Authority’s cash and cash equivalents of $3,227,516 was exposed to
custodial credit risk. ‘

At December 31, 2017, the Authority’s book balance was $3,227,516, with the difference of $135,553 being
outstanding checks and a withdrawal in transit.
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(CONTINUED)

Note II: Detailed Disclosure Regarding Assets and Revenues (Continued)

A. Deposits and Investments (Continued)

Investments
New Jersey statutes (N.J.S.A. 40A:5-15.1) permit the Authority to purchase the following types of securities:

a. When authorized by resolution adopted by a majority vote of all its members the board of
commissioners of any Authority may use moneys which may be in hand for the purchase of the following
types of securities which, if suitable for registry, may be registered in the name of the Authority;

(1) Bonds or other obligations of the United States of America or obligations guaranteed by the
United States of America;

{2} Government money market mutual funds;

(3) Any obligation that a federal agency or a federal instrumentality has issued in accordance with an
act of Congress, which security has a maturity date not greater than 397 days from the date of purchase,
provided that such obligation bears a fixed rate of interest not dependent on any index or other external factor;

(4) Bonds or other obligations of the Authority or bonds or other obligations of local unit or units
within which the Authority is located;

(5) Bonds or other obligations, having a maturity date not more than 397 days from the date of
purchase, approved by the Division of Investment of the Department of the Treasury for investment by
Authority;

(6) Local government investment pools:

(7) Deposits with the State of New Jersey Cash Management Fund established pursuant to section 1 of
P.L. 1977, c.281 (C.52:18A-90.4) or

{8) Agreements for the repurchase of fully collateralized securities, ift

(a) the underlying securities are permitted investments pursuant to paragraphs (1) and (3) of this
subsection a,

(b) the custody of collateral is transferred to a third party;

(¢) the maturity of the agreement is not more than 30 days;

(&) the underlying securities are purchased through a public depository as defined in section 1 of
PL. 1970, ¢.236 (C.17:9-41) and for which a master repurchase agreement providing for the custody and
security of collateral is executed.

Credit Risk: The Authority does not have an investment policy regarding the management of credit risk.
GASB 40 requires that disclosures be made as to the credit rating of all debt security investments except for
obligations of the U.S. government or investments guaranteed by the U.S. government. The Authority did not
have any investments at December 31, 2017,

Interest Rate Risk: The Authority does not have a formal policy that limits investinents maturities as a means
of managing its exposure to fair value losses arising from increasing interest rates. The Authority did not have
any investments at December 31, 2017,

Concentration of Credit Risk: The Authority places no limit on the amount the Authority may invest in any
one issuer. The Authority did not have any investments at December 31, 2017,
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(CONTINYED)

Note III:  Detailed Disclosure Regarding Assets and Revenues (Continned)

B. Capital Assets

Capital asset activity for the year ended December 31, 2017 was as follows:

Beginning ' Ending
Balance Additions Reductions Balance
Business-Type Activities:
Capital Assets not being Depreciated:
Land $505,700 A $ $505,700
Construction in Process 140,812 140,812
Total Capital Assets not being
Depreciated 505,700 140,812 $646,512
Infrastructure, Buildings and Equipment 60,001,547 138,934 60,140,481
Vehicles 201,060 201.060
Totals at Historical Cost 60,202,607 138.934 60,341,541
Less Accumulated Depreciation for:
Infrastructure, Buildings and Equipment (32,694,682) (1,701,652) (34,396,334)
Vehicles (178.041) (3,836) (181.877)
Total Accumulated Depreciation (32.872.723) (1.705,488) (34,578.211)
Net Capital Assets being Depreciated (27.329.884) 1,566,554 (25,763.330)

Business-Type Activities Capital Assets, Net $27.835.584 (1,425,742) 3 $26.409,842

(1) Depreciation expense was charged to business-type functions as follows:

Sewer $1,705,488
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(CONTINUED)

Note IV: Detailed Disclosure Regarding Liabilities and Expenses/Expenditures

A. Accounts Payable

Accounts payable are composed of payables to vendors.

B. Long-Term Liabilities

Long-Term liability activity for the year ended December 31, 2017 were as follows:

Beginning
Balance Additions Reductions
Business-Type Activities:
Long-Term Debt;

Loans 54,672,585 3 $641.744
Total Debt Payable 34,672,585 $641.744
Other Liabilities:

Net Pension Liability 2,942,458 518,662

Compensated Absences 57,342 6,728
Total Other Liabilities 2.999.800 525,390
Business-Type Activities:

Long-Term Liabilities $7.672,385 3 $1,167,134

4.

Amounts

Ending Due Within

Balance One Year

$4,030.841 $615,957

$4.030.841 $615,957
2,423,796
50,614
2,474,410

$6.505.251 $615,957
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NOTES TO BASIC FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2017

(CONTINUED)

Note IV:  Detailed Disclosure Regarding Liabilities and Expenses/Expenditures (Continued)

C. Long-- Term Liabilities

1. Loans Pavable

Pursuant to agreements entered into with the New Jersey Infrastructure Trust Fund Financing Program dated
November 1, 2002, the Authority has borrowed the following:

Amount Outstanding

Amount of Loan December 31, 2017
Fund $3,016,851 $ 902,528
Trust 3,290,000 1,204,076
$6,306,851 $2,106,604

Pursuant to agreements entered into with the New Jersey Infrastructure Trust Fund Financing Program dated
November 1, 2007, the Authority has borrowed the following:

Amount Qutstanding

Amount of T.oan December 31, 2017
Fund $ 006,790 $317,325
Trust 890,000 351,000
1,796,790 $668,325

Pursuant to agreements entered into with the New Jersey Infrastructure Trust Fund Financing Program dated
November 1, 2010, the Authority has borrowed the following:

Amount Cutstanding

Amount of Loan December 31, 2017
Fund $1,078,027 3 662,911
Trust 830,000 593,000
$1.908.027 $1.255911

2. Bonds Authorized But Not Issued

As of December 31, 2017, the Authority had no authorized but not issued bonds.
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Note IV: Detailed Disclosure Regarding Liabilities and Expenses/Expenditures (Continued)

Principal and Interest due on the loans are as follows:

Year ending 2002 Loan 2007 Loan 2010 Loan Totals

December 31, Princigal Interest Principal [nterest Principal Inderest Peincipal Interest
2018 $399,965 $62,550 $126,i17 $17,550 $89,815 $28,340 $615,957 $108.440
2019 408,573 51,050 132,257 14460 89815 26,935 630,645 92,385
2020 416,925 19,050 130,097 11,060 91,813 24,785 633,87 74,835
021 432,826 26,550 137,531 7,600 95,815 22,535 666,178 56,685
2022 448,316 13,300 142,257 3,900 95815 0,785 686,388 37,985
0 95,815 19,085 95,815 19,085
2024 99815 17,035 99.815 17,035
25 99,815 14,785 99815 14,785
2026 104,815 12,535 104,815 12,533
2027 10,815 10,035 109,315 10,035
2028 109,815 1566 109815 7,560
2029 109,208 5,085 109,208 5,085
030 - - - - 63,739 2,610 63,739 2610

$ 2106604 § 192500 § 668325 § 4450 % 1255912 § 22010 § 4030841 § 439060

Note V; Detailed Disclosure Regarding Net Position

A. Restricted Net Position

Enterprise Fund:

Restricted for:
Current Debt Service $81,956
Future Retirement Reserve 50,000
Capital Improvements 1,277,972
Renewal and Replacement 445,819
Operations 50,000
$1,905,747

B. Unrestricted:

Pension-related items $(2,251,369)
Available for use in future budgets 694,553
Designated/Undesignated Net Position 1,556,816
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NOTES TO BASIC FINANCIAT STATEMENTS
YEAR ENDED DECEMBER 31, 2017
CONTINUED

Pension Plans

Description of Systems

Substantially all of the Authority’s employees participate in the following contributory defined benefit public
employee retirement system which has been established by State statute: the Public Employees’ Retirement
System (PERS). This system is sponsored and administered by the New Jersey Division of Pensions and
Benefits. The PERS is considered a cost sharing multiple-employer defined benefit plan.

According to the state law, all obligations of each retirement system will be assumed by the State of New Jersey
should any retirement systems terminate. The State of New Jersey, Department of Treasury, Division of
Pensions and Benefits {ssues a publicly available financial report that includes the financial statements and
required supplementary information of each of the above systems. These reports may be obtained by writing to
the State of New Jersey, Department of Treasury, Division of Pensions and Benefits, PO Box 295, Trenton,
New Jersey 08625-0295.

Pubiic Employees® Retirement System (PERS)

The Public Employees’ Retirement System (PERS) was established as of January 1, 1955 under the provisions
of N.J.S.A. 43:15A to provide retirement, death, disability and medical benefits to certain qualified members,
The PERS is a cost-sharing multiple-employer plan. Membership is mandatory for substantially alt full-time
employees of the State of New Jersey or any county, municipality, school district, or public agency, provided
the employee is not required to be a member of another state-administered retirement system or other state or
local jurisdiction.

Summary of Significant Accounting Policies- -

For purposes of measuring the net pension liability, deferred outflows of resources and deferred inflows of
resources related to pensions, and pension expense, information about the fiduciary net position of the PERS
and additions to/deductions from PERS fiduciary net position have been determined on the same basis as they
are reported by PERS. For this purpose, benefit payments (including refunds of employee contributions) are
recognized when due and payable in accordance with the benefit terms. Investments are reported at fair value.

Pension Liabilities. Pension Expense, and Deferred Outflows of Resources and Deferred Inflows of Resources
Related to Pensions

At December 31, 2017, the Authority reported a liability of $2,423,796 for its proportionate share of the net
pension liability. The net pension liability was measured as of June 30, 2016, and the total pension Hability to
calculate the net pension liability was determined by an actuarial valuation as of that date. The Authority’s
proportion of the net pension liability is based on a projection of the Authority’s long term share of
contributions to the pension plan relative to the projected contributions of all participating governmental
entities, actuarially determined. At June 30, 2017, the Authority’s proportion was .0104122094%, which was
an increase of .000477223% from its proportion measured as of June 30, 2016.
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{CONTINUED)

Pension Plans (Continued)

Pension Liabilities, Pension Expense, and Deferred Qutflows of Resources and Deferred Inflows of Resources
Related to Pengions (Continued)

For the year ended December 31, 2017, the Authority recognized pension expense of $237,889. At December
31, 2017, the Authority reported deferred outflows of resources and deferred inflows of resources related to
PERS from the following sources:

Deferred Outflows Deferred Inflows
of Resources of Resources
Differences between Expected and Actual

Experience $57,072 $
Changes of Assumptions

488,311 486,521
Net difference between Projected and Actual
Earnings on Pension Plan Investments 16,504
Changes in proportion and differences between
Authority Contributions and Proportionate
Share of Contributions 193,519
Total 755,406 486,521

Amounts reported as deferred outflows of resources related to pensions resulting from contributions subsequent
to the measurement date (June 30, 2016) will be recognized as a reduction of the net pension Hability in the
subsequent year. Other amounts reported as deferred outflows of resources and deferred inflows of resources
related to pensions (excluding changes in proportion) will be recognized in pension expense as follows:

Year Ended June 30 Amount
2018 $57,059
2019 86,103
2020 52,174
2021 (69,390)
2022 (50,576)

Changes in Proportion

The previous amounts do not include employer specific deferred outtflows of resources and defetred inflows of
resources related to changes in proportion. These amounts should be recognized (amortized) by each employer
over the average of the expected remaining service lives of all plan members, which is 5,57, 5,72 and 6.44 years
for 2016, 2015 and 2014 amounts, respectively.
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NOTES TO BASIC FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2017

(CONTINUED)

Note VI:Pension Plans (Continued)

Additional Information

Local Group Collective balances at June 30, 2017 and June 30, 2016 are as follows:

June 30, 2017 June 30, 2016
Collective Deferred Outflows of Resources $6,424,455,842 $8,685,338,380
Collective Deferred Inflows of Resources 5,700,625,981 870,133,595
Collective Net Pension Liability 23,278,401,588 29,617,131,759
Authority’s Proportion 01041220940% 0.0099349864%

Actuarial Assumptions

The collective total pension liability for the June 30, 2017 measurement date was determined by an actuarial
valuation as of July 1, 2016, which was rolled forward to June 30, 2017. This actuarial valuation used the
following actuarial assumptions:

Inflation 2.25%

Salary Increases:
Through 2026 1.65%-4.15% based on age |
Thereafter 2.65%-5.15% based on age |

Investment Rate of Return 7.00%

The actuarial assumptions used in the June 30, 2016 valuation were based on the resuits of an actuarial
experience study for the period July 1, 2011 to June 30, 2014, It is unlikely that future experience will not
exactly conform to these assumptions. To the extent that actual experience deviates from these assumptions,
the emerging liabilities may be higher or lower than anticipated. The more the experience deviates, the larger
the impact on future financial statements. ‘

Mortality Rates

Pre-mortality rates were based on the RP-2000 Employee Pre-retirement Mortality Table for male and femnale
active participants. For State employees, mortality tables are set back 4 years for males and females. ¥or local
employees, mortality tables are set back 2 years for males and 7 years for females. In addition, the tables
provide for future improvements in mortality from the base year of 2013 using a generational approach based on
the plans actuary’s modified MP-2014 projection scale. Post-retirement mortality rates were based on the RP-
2000 Combined Healthy Male and Female Mortality Tables (setback 1 year for males and females) for service
retirement and beneficiaries of former members and a one year static projection based on mortality
improvement Scale AA. In addition, the tables for service retirements and beneficiaries of former members
provide for future improverents in mortality from the base year of 2013 using a generational approach based on
the plan actuary’s modifiecd MP-2014 projection scale, Disability retirement rates used to value disabled
retirees were based on the RP-2000 Disabled Mortality Table (set back 3 years for males and set forward 1 year
for females).
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MUSCONETCONG SEWERAGE AUTHORITY

NOTES TO BASIC FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2617

(CONTINUED)

Note V1:Pension Plans (Continued)

Long-Term Rate of Return

In accordance with State statute, the long-term expected rate of return on plan investments (7.00% at June 30,
2017) is determined by the State Treasurer, after consultation with the Directors of the Division of Investments
and Division of Pensions and Benefits, the board of trustees and the actuaries. The long-term expected rate of
return was determined using a building block method in which best-estimate ranges of expected future real rates
of return (expected returns, net of pension plan investment expense and inflation) are developed for each major
asset class. These ranges are combined to produce the long-term expected rate of return by weighting the
expected future real rates of return by the target asset allocation percentage and by adding expected inflation.
Best estimates of arithmetic real rates of return for each major asset class included in PERS's target asset
allocation as of June 30, 2017 are surmarized in the following table:

Long-Term
Target Expected Real
Asset Class Allgeation Rate of Retum
Absolute return/risk mitigation 5.00% 5.51%
Cash equivalents 5.50% 1.00%
U.8. Treasuries 3.00% 1.87%
Investment grade credit 10,00% 3.78%
Public high yield 2.50% 6.82%
Global diversified credit 5.00% 7.10%
Credit oriented hedge funds 1.00% 6.60%
Debt related private equity 2.00% 10.63%
Debt related real estats 1.00% 6.61%
Private real asset 2.50% 11.83%
Equity related real estate 6.25% 9.23%
U.S. equity 30.00% 8.19%
Nou-U.S. developed markets equity 11.50% 9.00%
Emerging markets equity 6.50% 11.64%
Buyouts/venture capital 8.25% 13.08%

Discount Rate

The discount rate used to measure the total pension liability was 5.00% as of June 30, 2017. This single blended
discount rate was based on the long-term expected rate of return on pension plan investments of 7.00% and a
municipal bond rate of 3.58% as of June 30, 2017 based on the Bond Buyer GO 20-Bond Municipal Bond Index,
which includes tax-exempt general obligation municipal bonds with an average rating of AA/Aa or higher. The
projection of cash flows used to determine the discount rate assumed that contributions from plan members will be
made at the current member contribution rates and that contributions from employers will be made based on the
contribution rate in the most recent fiscal year. The State employer contributed 40% of the actuarially determined
contributions and the local employers contributed 100% of their actuarially determined contributions. Based on those
assumptions, the plan's fiduciary net position was projected to be available to make projected future benefit payments
of current plan members through 2040. Therefore, the long-term expected rate of return on plan investments was
applied to projected benefit payments through 2040 and the municipal bond rate was applied to projected benefit
payments after that date in determining the total pension liability.
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MUSCONETCONG SEWERAGE AUTHORITY

NOTES TO BASIC FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2017

CONTINUED

Note VI: Pension Plans (Continued)

Sensitivity of the Authority’s Proportionate Share of the Net Pension Liability to Changes in the Discount Rate

The following presents the collective net pension liability of the participating employers as of June 30, 2017
respectively, calculated using the discount rate as disclosed above as well as what the collective net pension
liability would be if it was calculated using a discount rate that is 1 -percentage point lower or 1- percentage-
point higher than the current rate:

At Current

1% Decrease Discount Rate 1% Increase
(4.00%) (5.00%) (6.00%)
Authority’s proportionate share of
share of the net pension liability $3,006,883 $2,423,796 $1,938,012

Pension Plan Fiduciary Net Position

Detailed information about the pension plan’s fiduciary net position is available in the separately issued State of
New Jersey - Division of Pensions and Benefits financial report at
hhtp://www.nj.gov/treasury/pensions/financial-rpts-home, shtm|.

Contribution Requirements

The Authority’s total payroll for the year ended December 31, 2017 was $805,458 and covered payroll was
$708,332 for PERS. Coniributions to PERS for the last three years made by the employees and the Authority
were as follows:

Percent of
Covered
PERS Payroll
Employees 12/31/15 47,773 6.99%
12/31/16 50,910 7.13%
12/31/17 51,488 7.27%
Authority 12/31/15 77,573 11.35%
12/31/16 84,371 11.82%
12/31/17 96,458 13.62%

Note VII: Post Retirement Medical Benefits

The Authority’s PERS employees do not receive post-retirement medical benefits.
Note VIII: Risk Management

The Authority is exposed to various risks of loss related to torts; theft of, damage to, and destruction of assets;
errors and omissions; injuries to employees; and natural disasters.

The Authority is a member of the New Jersey Utility Authority Joint Insurance Fund. (the “Fund™). The Fund is
both an insured and self-administered group of utilities established for the purpose of providing certain low-cost
property, liability, public official’s liability and workers’ compensation insurance coverage for member
authorities. The Musconetcong Sewerage Authority pays an annual assessment to the Fund and should it be
determined that payments received by the Fund are deficient, additional assessments may be levied.
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MUSCONETCONG SEWERAGE AUTHORITY

NOTES TO BASIC FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31,2017

(CONTINULED)

Note VIII: Risk Management (Continued)

Note IX:

Note X:

Note X1:

Note X11:

The Authority continues to carry commercial insurance coverage for all other risks of loss, including employee
health and life insurance. Settled claims resulting from these risks have not exceeded commercial insurance
coverage in any of the past three fiscal years,

Accrued Sick and Vacation Benefits

The Authority permits employees to acerue a limited amount of unused vacation and sick pay, which may be
paid upon retirement or death at an agreed-upon rate. It is estimated that the cwrrent cost of such unpaid
compensation would approximate $50,614. This amount is reported as a Hability as required by GASB 34 and it
is expected that the cost of such unpaid compensation would be included in the Authority’s budget operating
expenditures in the year in which it is used or charged to its reserve for future retirements which has a balance of
$50,000 as of December 31, 2017.

Related Parties

Mr. John Sylvester and Mr. Rich Schindelar, Commissioners of the Authority, are also Councilmen of the
Boroughs of Netcong and Hopatcong. The schedule of operating revenues includes $412,983 and $985,592 of
revenue from the Boroughs of Netcong and Hopatcong and the schedule of amount due to/(from) municipalities
includes $41,262 and $52,946 due to the Boroughs of Netcong and Hopatcong.

Contingent Liabilities

A. Litigation

The Authority has received a final NJ Pollutant Discharge Elimination System Permit Action issued by the NJ
DEP. The Authority’s engineer estimates that the Capital Cost for the advanced treatment system and related
components to comply with the requirements of the Permit would be between $30,000,000 and $45,000,000,
The Authority appealed the permit and the matter was partially resolved. A Stipulation of Settlement was
entered into between the parties and a renewal permit was issued effective July [, 2015. There remains one
unresolved issue, the limit for nitrates, which is being reevaluated by the NJT DEP. The financial statements do
not include accrual or provisions for loss contingencies that may result from these proceedings.

While the outcome of the above noted proceedings cannot be predicted, the financial impact will become clearer
once the final nitrate limit is known.

B. Commitments
The Authority had the following contract with a balance as of December 31, 2017:

JEV Construction $231.805

Subsequeni Events

The Authority’s management has informed us that there are no significant events that need to be disclosed after
the balance sheet date through May 2, 2018, the date of audit,
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MUSCONETCONG SEWERAGE AUTHORITY

ROSTER OF OFFICIALS - 2017

Authority Members Municipality/ Position MSA Position MSA Term Expires
Steven Rattner Mount Olive/MSA rep Chairman 1/31/2019
John Sylvester Netcong/MSA rep & Councilman Vice Chairman 1/31/2023
Joseph Schwab Roxbury/MSA rep Secretary-Treasurer 1/31/2023
James Benson Stanhope/MSA rep Assistant Secretary- 1/31/2023

Treasurer
Tom Bruno Stanhope/MSA tep Commissioner 1/31/2020
Donald L. Bates Netcong/MSA rep Commissioner 1/31/2019
Michael Grogan Netcong/MSA rep Commissioner 1/31/2020
Brian McNeilly Stanhope/MSA rep & Town Administrator Commissioner 1/31/2019
Melanie Michetti Roxbury/MSA rep & Town Engineer Commissicner 1/31/2019
Andrew Cangiano Mt. Arlington/MSA rep & Town Enginser Commissioner 1/31/2021
Michael Pucilowski Mount Olive/MSA rep Commissioner 1/31/2023
Rich Schindelar Hopatcong/MSA rep & Councilman Commissioner 1/31/2021
Joseph Sabatini Byram/MSA rep & Town Administrator Non Voting Member
Michael Orgera Byram-MSA Alternate ' Non Voting Member
OTHER MSA OFFICIALS - 2017

Patrick Dwyer MSA Attorney

Mott MacDonald MSA Engineer

Susan Grebe Administrative Assistant

James Schilling Director

Marvin Joss (2/7/13 to 3/31/17) Qualified Purchasing Agent

Debbic Palma (4/1/17 to present)

Qualified Purchasing Agent
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Exhibit RSI-3
MUSCONETCONG SEWERAGE AUTHORITY
NOTES TO REQUIRED SUPPLEMENTARY INFORMATION

FOR THE YEAR ENDED DECEMBER 31, 2017

PUBLIC EMPLOYEES RETIREMENT SYSTEM (PERS)

Changes of Benefit Terms

None

Change in Assumptions

The calculation of the discount rate used to measure the total pension liability is dependent upon the
long-term expected rate of return, and the municipal bond index rate. There was a change in the
municipal bond index rate from the prior measurement date (2.85%) to the current measurement
date (3.58%). resulting in a change in the discount rate from 3.98% to 5.00%. This change in the
discount rate is considered to be a change in actuarial assumptions under GASBS No. 68.
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MUSCONETCONG SEWERAGE AUTHORITY

SCHEDULE OF OPERATING REVENUES AND COSTS FUNDED BY OPERATING REVENUES
COMPARED TO THE BUDGET FOR THE FiISCAL YEAR ENDED DECEMBER 31, 2017

WITH COMPARATIVE ACTUAL AMOUNTS FOR FISCAL YEAR ENDED DECEMRBER 31, 2016

Schedule 1

Sheet 1

Qriginal 2017 2016
Budget Actual Actual
Operating Revenues:
Sewer Charges:

Township of Byram $92,364 $92,364 $90,875
Borough of Hopatcong ; 985,592 985,592 976,714
Borough of Mount Arlington 301,515 301,515 289,888
Township of Mount Olive 1,400,666 1,400,666 1,393,118
Borough of Netcong 412,983 412,983 410,756
Township of Roxbury 700,793 700,793 697,013
Barough of Stanhope 493 306 493,306 491,635
Unrestricted Net Position Appropriated 107,000 107,000 88,840
4,448,940

Fotal Operating Revenues $ 4,494,219 $ 4,454,219 $
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Scheduie 1

Sheet 2
MUSCONETCONG SEWERAGE AUTHORITY
SCHEDULE OF OPERATING REVENUES AND COSTS FUNDED BY OPERATING REVENUES
COMPARED TO THE BUDGET FOR THE FISCAL YEAR ENDED DECEMBER 31, 2017
WITH COMPARATIVE ACTUAL AMOUNTS FOR FISCAL YEAR ENDED DECEMBER 31, 2016
{CONTINUED)
Original Medified Paid or 2016
Budget Budget Charged Actuat
Expenses:
Operating Appropriations:
Personnel Services:
Administration $165,000 $165,000 $157,466 $186,303
Operating 700,000 700,000 647,892 664,936
865,000 865,000 805,458 821,239
Employee Benefiis:
Public Employees’

Retirement System 90,000 100,000 100,611 173,574
Social Security Tax 68,000 68,000 63,711 64,521
Hospitalization 228,500 218,500 159,692 200,123
Disability Insurance 10,000 10,000 6,618 4,084
Unemployment Compensation

Insurance 7,000 7,000 8,033 5,448

) 403,500 403 500 338,665 448 651
Administrative Expenses:

Other Expenses 40,000 40,000 33,339 26,271
40,000 40,000 33,339 26,271

Operations and Maintenance:
legal 30,000 30,000 24,978 27,785
Audit 10,000 10,000 8,500 8,783
Engineer 30,000 30,000 10,457 24,065
Telephone 20,000 20,000 17,914 13,650
Electric 500,006 450,000 360,567 348,302
Propane/ Fuel Oil 40,000 40,000 13,198 11,884
Supplies and Chemicals 160,000 160,000 145,912 149,351
Laboratory Supplies 12,000 12,000 6,265 9,655
Office 25,000 25,000 18,852 20,087
External Services 70,000 70,000 65,317 48,425
Training and Education 20,000 20,000 6,793 16,386
Laboratory Fees 30,000 30,000 17,318 18,154
Maintenance and Repairs 150,000 175,000 174,047 129,684
Insurance 110,000 110,000 97,333 93,675
NJDEP Fees 25,000 25,000 22,957 20,652
Trustee Fees 20,000 20,000 15,030 15,030
Permit/Compliance 25,000 25,000 821 13,795
Equipment 60,000 60,000 55,896 57,494
Siudge Removal 700,000 725,000 657,061 605,574
Contingency 25,000 25,000 0 0
2,062,060 2,062,000 1,718,215 1,632,332
Total Operating Appropriations $3,370,500 $3,370,500 $2,894,877 $2,028,493
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MUSCONETCONG SEWERAGE AUTHORITY

Schedule 1

Sheet 3

SCHEDULE OF OPERATING REVENUES AND COSTS FUNDED BY OPERATING REVENUES
COMPARED TO THE BUDGET FOR THE FISCAL YEAR ENDED DECEMBER 31, 2017
WITH COMPARATIVE ACTUAL AMOUNTS FOR FISCAL YEAR ENDED DECEMBER 31, 2016

{CONCLUDED)
Original Medified Paid or 2016
Budget Budget Charged Actual
Expenses: (Continued)
Debt Service:
Interest on Loans $120,550 $120,550 $1156,209 $136,175
Wastewater Principal 603,169 603,169 607,745 588,865
Total Debt Service 723,719 723,719 722,953 725,040
Other Reserves:
Future Retirements Reserve 5,000
Capital Improvements Reserve 200,000 200,000 200,000 200,000
Renewal and Replacement Reserve 200,000 200,000 200,000 200,000
Total Renewal and Replacement 400,000 400,000 400,000 405,000
Total Expenses 54,494 219 $4,494,219 54,017,631 $4,058,533
Excess (Deficit) of Revenues over Expenses 476,588 390,407
Reconciliation of Budgetary Basis to GAAP:
Net Position Appropriated:

Unrestricted Accounts (107,000) (88,940)
Depreciation Expense (1,705,488) (1,705,489)
Net Adjustrent for Pension Expense {137,278) (317,926)
Debt Service Princpal 607,745 - 588,865
Accrued Interest on Debt 8,213 (7,789)
Compensated Absences 6,728 (5,336)
Escrow Deposits-Net (965) 2,783
Renewal and Replacement Expenditures (390,758) {143,944)
Capital improvement Expenditures (8,100) (13,927)
Miscellaneous income Due to Municipalities 18,172 22,180
Interest Earned Due to Municipalities 5,046 3,697
Amount Due to Municipalities {392,806) (416,284)
Reserve for Renewal and Replacement 200,000 200,000
Reserve for Future Retirements 0 5,000
Reserve for Capital improvements 200,000 200,000
Environmental Infrastructure Trust Financing - Savings Credit 3,400 71,487
Capitalized Expenditures 279,748

Totatl Adjustments (1,413,344) (1,605,093)
Change in Net Position ($9386,756) ($1,214,687)
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Schedule 4

MUSCONETCONG SEWERAGE AUTHORITY

SCHEDULE OF NEW JERSEY ENVIRONMENTAL INFRASTRUCTURE TRUST FINANCING
PROGRAM LOAN PAYABLE - 2002

Balance January 1, 2017 $2,497,617
Decreased by:
Principal on Bonds 391,013.06
391,013.06
Balance December 31, 2017 $2,106,604

Arralysis of Loan Payable December 31, 2017

Fund Trust
Date Program Program Total

2/1/2018 19,366 19,366
8/1/2018 161,789 218,809 380,598
2M1/2019 15,806 15,8086
8/1/2019 164,421 228,346 392,767
21112020 12,090 12,080
8/1/2020 166,898 237,936 404,835
2/1/2021 8,220 8,220
8172021 172,318 252,289 424,606
21112022 4,118 4,118
8/1/2022 177,503 266,695 444,198

$902,5628 $1,204,076 $2,106,604
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Schedule 5

MUSCONETCONG SEWERAGE AUTHORITY

SCHEDULE OF NEW JERSEY ENVIRONMENTAL INFRASTRUCTURE TRUST FINANCING
PROGRAM LOAN PAYABLE - 2007

" Balance January 1, 2017 $829,242
Decreased by:
Principal on Bonds 126,917
Refunding of Bonds by Trust 34,000
160,917
Balance December 31, 2017 $668,325

Analysis of Loan Payable December 31, 2017

Fund Trust
Date Program Program Total

20172018 6,390 6,390
81172018 56,787 63,000 119,787
21172019 5,130 5,130
8/1/2019 59,127 68,000 127,127
21112020 4,050 4,050
8/1/2020 58,047 68,000 126,047
21172021 2,970 ' 2,970
8/1/2021 60,567 74,000 134,567
2/1/2022 1,630 1,530
81172022 62,727 78,000 140,727

$317,325 $351,000 $668.325
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MUSCONETCONG SEWERAGE AUTHORITY

Schedule 6

SCHEDULE OF NEW JERSEY ENVIRONMENTAL INFRASTRUCTURE TRUST FINANCING

Balance January 1, 2017
Decreased by:
Principal on Bonds

Balance December 31, 2017

PROGRAM L.OAN PAYABLE - 2010

Analysis of Loan Payable December 31, 2017

Date

2/1/2018
8/1/2018
20112019
8/1/2019
20172020
8/1/2020
20172021
8/1/2021
21112022
8/1/2022
20172023
8/1/2023
21142024
8/1/2024
211/2025

\ 8/1/2025 -

21112026
8112026
21112027
8/1/2027
2/1/2028
8/1/2028
2/1/2029
8/1/2028
2/1/2030
8/1/2030

Fund
Programs

44.-

18,272
36,543
18,272
36,543
18,272
36,543
18,272
36,543
18,272
36,543
18,272
36,543
18,272
36,543
18,272
36,543
18,272
36,543
18,272
36,543
18,272
36,543
18,272
35,936

3,167

2,573

$662,911

89,815

Trust
Programs

35,000
35,000
37,000
41,000
41,000
41,000
45,000
45,000
50,000
55,000
55,000
55,000

58,000

$593,000

$1,345,726

89,815

$1,265,911

Total

18,272
71,543
18,272
71,543
18,272
73,543
18,272
77,543
18,272
77,543
18,272
77,543
18,272
81,543
18,272
81,543
18,272
86,543
18,272
91,543
18,272
91,543
18,272
90,936
3,167
60,573

$1,255,911
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Report Pursuant to Government Auditing Standards
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Ferraioli, Wielkotz, Cerullo & Cuva, P.A.

Charles J. Ferraloli, Jr., MBA, CPA, AMA
Steven D, Wielkotz, CPA, RMA

James J. Cerullo, CPA, RMA

Paul J. Cuva, CPA, RMA

Thomas M. Ferry, CPA, RMA

Certified Public Accountants
401 Wanague Avenue
Pompton Lakes, New Jersey 07442
973-835-7900
Fax 973-835-6631

Newton Office
100B Main Street
Newton, N.J. 07860
973-579-3212
Fax 973-579-7128

INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS
BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Honorable Chairman and Members
Musconetcong Sewerage Authority
Budd Lake, New Jersey 07828

We have audited, in accordance with auditing standards generally accepted in the United States of America;
audit requirements as prescribed by the Division of Local Government Services, Department of Community
Affairs, State of New Jersey; and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States, the financial statements of the
Musconetcong Sewerage Authority, as of and for the year ended December 31, 2017, and the related notes
to the financial statements, and have issued our report thereon dated May 2, 2018.

Internal Control Over Financial Reporting

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

Our consideration of internal control was for the limited purpose described in the preceding paragraph and
was not designed to identify all deficiencies in internal control that might be material weaknesses or,
significant deficiencies and therefore, material weaknesses or significant deficiencies may exist that were
notidentified. However, as described in the accompanying schedule of findings and responses, we identified
certain deficiencies in internal control that we consider to be material weaknesses and significant
deficiencies. ‘

A deficiency in internal control exists when the design or operation of a control does not allow management
or employees, in the normal course of performing their assigned functions, to prevent, or detect and correct,
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in
internal control such that there is a reasonable possibility that a material misstatement of the entity’s
financial statements will not be prevented, or detected and corrected on a timely basis, We consider the
deficiencies described in the accompanying schedule of findings and responses to be material weaknesses

(Findings 2017-1 through 2017-4).
FWCC
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Honorable Chairman and Members
Musconetcong Sewerage Authority
Page 2.

A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less
severe than a material weakness, yet important enough to merit attention by those charged with governance.
We consider the deficiency described in the accompanying schedule of findings (Finding 2017-5) as a
significant deficiency.

Compliance and Other Matters

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

Management’s Response to Findings

Musconetcong Sewerage Authority’s response to the findings identified in our audit are described in the
accompanying schedule of findings and responses. Management’s response was not subjected to the
auditing procedures applied in the audit of the financial statements and, accordingly, we express no opinion
on it.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance
and the results of that testing, and not to provide an opinion on the effectiveness of the entity’s internal
control or on compliance. This report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering the entity’s internal control and compliance. Accordingly,
this communication is not suitable for any other purpose.

F exnaials, Wielhaty, Corutle & Cute, P Q.

FERRAIOLI, WIELKOTZ, CERULLO & CUVA, P.A.
Certified Public Accountants
Pompton Lakes, New Jersey

May 2,2018
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MUSCONETCONG SEWERAGE AUTHORITY

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED DECEMBER 31, 2017

Finding 2017-001:

Conditions:

The Authority’s general ledger was not inclusive of all the general ledger accounts.
Criteria:

N.J. Administrative Code Section 5:31-7.1 Accounting and Financial Reporting system requires a
properly functioning system of accounting and accounting controls.

Cause:

The Authority has not established an accounting system and internal controls in accounting with N.J.,
Administrative Code and Good Accounting Practices.

Effect:

The Authority’s general ledger required material journal entries to correctly reflect the financial
statement balances at the end of the year.

Recommendation:

That the Authority establish a properly functioning accounting and financial reporting system of
accounting and accounting controls in accordance with the N.J. Administrative Code.

Authority Response:

The Authority will work with its auditor to establish an accounting system and internal controls that
will be in accordance with N.J. Administrative Code and good accounting practices.
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MUSCONETCONG SEWERAGE AUTHORITY
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE FISCAL YEAR ENDED DECEMBER 31, 2017
(CONTINUED)

Finding 2017-002:

Conditions:

The Authority's accounting system should be inclusive of the accounts payable at year end.
Criteria:

Generally Accepted Accounting Principals (“GAAP”) requires its records to be onan aéorual basis.
Cause:

The Authority does not enter year end accounts payable in its books of original entry.

Effect:

The Authority’s general ledger required material journal entries to correctly reflect the financial
statement balances at the end of the year.

Recommendation;
That the Authority record all accruals in the general ledger in conformance with GAAP.

Authority Response;

The Authority will work with its auditor to establish an accounting system and internal controls that
will be in accordance with N.J. Administrative Code and GAAP,
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MUSCONETCONG SEWERAGE AUTHORITY
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE FISCAL YEAR ENDED DECEMBER 31, 2017
(CONTINUED)

Finding 2017-003:

Conditions:

The Authority should maintain the property, plant and equipment subsidiary ledger and reconcile it
to the general ledger control account.

Criteria:

N.J. Administrative Code Section 5:31-7.1 Accounting and Financial Reporting system requires a
properly functioning system of accounting and accounting controls.

Cause:

The Authority has not established an accounting system that records additions, deletions and
depreciation to the property, plant and equipment control account.

Effect:

The Authority’s general ledger required material journal entries to correctly reflect the financial
statement balances at the end of the year,

Recommendation:

That the Authority maintain the property, plant and equipment subsidiary ledger and reconcile it to
the general ledger control account.

Authority Response:

The Authority will work with its auditor to maintain the property, plant and equipment subsidiary
ledger.
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MUSCONETCONG SEWERAGE AUTHORITY
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE FISCAL YEAR ENDED DECEMBER 31, 2017
(CONTINUED)

Finding 2017-004:

Conditions:

Transfers between the operating and payroll accounts should be recorded as cash transfers and
expenditures for payroll should be recorded out of the payroll account.

Criteria:

N.J. Administrative Code Section 5:31-7.1 Accounting and Financial Reporting system requires a
properly functioning system of accounting and accounting controls.

Cause:
The Authority was unaware of the proper recording of payroll transactions.
Lffect:

The Authority’s general ledger required journal entries to correctly reflect the proper balances at the
end of the year.

Recommendation:
That the Authority properly record all the payroll transfers and transactions in the general ledger.

Authority Response:

The Authority will work with its auditor to establish an accounting system and internal controls that
will be in accordance with N.J. Administrative Code and Good Accounting Practices.
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MUSCONETCONG SEWERAGE AUTHORITY
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE FISCAL YEAR ENDED DECEMBER 31, 2017
(CONTINUED)

Finding 2017-003:

Conditions:

The Authority did not have three signatures on its operating account checks.

Criteria:

N.J. Administrative Code Section 5:31-4.1(e) requires payment of claims shall be by check drawn
on the Authority, signed by the governing body chairman, the chief financial officer and
countersigned by such other officer or official as designated by the resolution.

Cause:

The Authority was unaware of the check signing requirements of N.J. Administrative Code Section
5:31-4.1(e).

Effect:

The Authority is not complying with Section 5:31-4.1(e) of the N.J. Administrative Code.
Recommendation:

That all checks have three signatures on them.

Authority Response:

The Authority will require three signatures on all Authority checks.
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GENERAT, COMMENTS

CONTRACTS AND AGREEMENTS REQUIRED TO BE ADVERTISED PER N.J.S.A. 40A:11-4

The following is presented for the information of the Members and Officials:

N.J.S.A. 40A:11-2 contains definitions for terms used throughout N.J.S.A. 40A:11-1 et seq. and was amended under P.L.
1999, ¢.440. It includes as subsection (23) the term ‘competitive contracting®, which is defined as “the method described in
sections 1 through 5 of P.L. 1999, c440 (C.40:11-4.1 through C.40A:11-4.5) of contracting for specialized goods and
services in which formal proposals are solicited from vendors, formal proposals are evaluated by the purchasing agent or
counsel; and the governing body awards a contract to a vendor or vendors from among the formal proposals received”,

N.J.S.A. 40A:11-3 was amended with P.L. 1999, ¢.440 to raise the bid threshold and require award by governing body
resolution. “When the cost or price of any contract awarded by the purchasing agent in the aggregate does not exceed in a
contract year the sum of $40,000, the contract may be awarded by a purchasing agent when so authorized by ordinance or
resolution as appropriate to the contracting unit, of the governing body of the contracting unit without public advertising for
bids and bidding therefore, except that the governing body may adopt an ordinance or resolution to set a lower threshold for
the receipt of public bids or the solicitation of competitive quotations’,

N.J.S.A. 40A:11-15 was amended with P.L. 1999, ¢.440 to extend the base contract period. “Any contract made pursuant to
this section may be awarded for a period of 24 consecutive months, except that contracts for professional services pursuant
to paragraph (1) of subsection (a) of N.J.S.A. 40A:11-5 may be awarded for a period not exceeding 12 consecutive months

Effective July 1, 2015 and thereafter the bid threshold for the Authority in accordance with N.J.8.A. 40A:1 1-3 (as amended)
is $40,000.00.

The governing body of the Authority has the responsibility of determining whether the expenditures in any category will
exceed the statutory limit within the fiscal year. Where question arises as to whether any contract or agreement might result
in violation of the statute, the Attorney’s opinion should be sought before a commitment is made.

Inasmuch as the system of records did not provide for an accumulation of payments by categories for the performance of
any work or the furnishings or hiring of any materials or supplies, the results of such an accumulation could not reasonably
be ascertained. Disbursements were reviewed, however, to determine whether any clear cut violations existed. No
violations were discovered.

The results of our examination of expenditures did not reveal any individual payments, contracts or agreements were made
“for the performance of any work or the furnishing or hiring of any materials or supplies,” in excess of the statutory limit
where there had been no advertising for bids in accordance with the provisions of N.J.S.A. 40A:11-4,

Resolutions were adopted authorizing the awarding of contracts or agreements for “Professional Services” per N.J.S.A.
40A:11-5,

EXAMINATION OF CLAIMS

Claims paid during the period under review were examined for clerical accuracy, supporting documentation and proper
approvals.

The review and inquiry indicate good scrutiny on the part of the Authority and Authority Officials regarding expenditures.
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Status of Prior Years® Audit Findings/Recommendations:

There were no prior year audit findings.

Lk I R S

Should any questions arise as to our comments, or should the Authority desire any assistance, please do not
hesitate to call us.

APPRECTATION

We wish to express our appreciation of the assistance and courtesies rendered by the Authority Officials during
the course of the audit.

Respectfully submitted,

F exnaiolls Wielkoty, Coratlo, & Cuna, P Q.

FERRAIOLY, WIELKOTZ, CERULLO & CUVA, P.A.
Certified Public Accountants
Newton, New Jersey

May 2, 2018
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