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INDEPENDENT AUDITOR'S REPORT

Members of the Board of Directors
of the Township of Lower Municipal
Utilities Authority

Report on the Financial Statements

We have audited the accompanying financial statements of the Township of Lower Municipal Utilities
Authority (a component unit of the Township of Lower), Township of Lower, New Jersey, as of and for the
years ended November 30, 2013 and 2012, and the related notes to the financial statements, 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 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 financial statements that are free from material misstatement, whether due to fraud or
error.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted
our audit in accordance with auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in Government Auditing Standards issued by the
Comptroller General of the United States and audit requirements as prescribed by the 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 financial
statements are free from material misstatement.

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



Auditor’s Responsibility - Continued

An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as well as evaluating the
overall presentation of the financial statements.

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

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Township of Lower Municipal Utilities Authority (a component unit of the Township
of Lower), Township of Lower, New Jersey, as of November 30, 2013 and 2012, and the changes in
financial position and cash flows thereof for the years then ended in accordance with accounting
principles generally accepted in the United States of America.

Other Matters
Emphasis of Matter

As discussed in Note 3 to the financial statements, in November 30, 2013, the Authority adopted new
accounting guidance, GASB 63 and 65. Our opinion is not modified with respect to this matter.

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management'’s
discussion and analysis 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, or 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 America, which consisted
of 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.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Township of Lower Municipal Utilities Authority’s basic financial statements. The schedules
of revenues and costs compared to budget and the note to the supplementary information are presented
for purposes of additional analysis and are not a required part of the basic financial statements.

The schedules of revenues and costs compared to budget and the note to the supplementary information
are the responsibility of management and were derived from and relate directly to the underlying
accounting and other records used to prepare the basic financial statements. Such information has been
subjected to the auditing procedures applied in the audit of the basic financial statements and certain
additional procedures, including comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the basic financial statements or to the basic financial
statements themselves, and other additional procedures in accordance with auditing standards generally
accepted in the United States of America. In our opinion, the schedule of revenues and costs compared
to budget is fairly stated, in all material respects, in relation to the basic financial statements as a whole.



Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated June 23, 2014
on our consideration of the Township of Lower Municipal Utilities Authority's internal control over financial
reporting and on our tests of its compliance with certain provisions of laws, regulations, contracts, and
grant agreements and other matters. The purpose of that report is to describe the scope of our testing of
internal control over financial reporting and compliance and the results of that testing, and not to provide
an opinion on internal control over financial reporting or on compliance. That report is an integral part of
an audit performed in accordance with Government Auditing Standards in considering the Township of
Lower Municipal Utilities Authority’s internal control over financial reporting and compliance.

Ford, deott & daaocratea, LLL.

FORD, SCOTT & ASSOCIATES, L.L.C.
CERTIFIED PUBLIC ACCOUNTANTS

Leow P. (ostello

Leon P. Costello

Certified Public Accountant
Registered Municipal Accountant
No. 393

June 23, 2014
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MANAGEMENT’S DISCUSSION AND ANALYSIS

Within this section of the Township of Lower Municipal Utilities Authority’s (the Authority or the LTMUA)
annual financial report, the management of the Authority provides narrative discussion and analysis of the
financial activities of the Authority for the audit year ended November 30, 2013.

OVERVIEW OF ANNUAL FINANCIAL REPORT:

Management’s Discussion and Analysis (MD&A) serves as an introduction to, and should be read in
conjunction with, the basic audited financial statements and supplemental information. The MD&A
represents management’s examination and analysis of the Authority’s financial condition and
performance. Summary financial statement data, key financial and operational indicators used in the
Authority’s capital plan, budget bond resolutions and other management tools were used for this analysis.

The financial statements report information about the Authority using full accrual accounting methods as
utilized by similar business activities in the private sector. However, rate-regulated accounting principles
applicable to private sector utilities are not used by government utilities. The financial statements include
a statement of net position; a statement of revenues, expenses, and changes in net assets; a statement
of cash flows; and notes to the financial statements.

The statement of net position presents the financial position of the Authority on a full accrual historical
cost basis. The statement of net position presents information on all of the Authority’s assets and
liabilities, with the difference reported as net position. Over time, increases and decreases in net position
are one indicator of whether the financial position of the Authority is improving or deteriorating.

While the statement of net position provides information about the nature and amount of resources and
obligations at year-end, the statement of changes in net position presents the results of the business
activities over the course of the fiscal year and information as to how the net position changed during the
year. All changes in net position are reported as soon as the underlying event giving rise to the change
occurs, regardless of the timing of the related cash flows. This statement also provides certain
information about the Authority’s recovery of its costs.

The statement of cash flows presents changes in cash and cash equivalents, resulting from operational,
financing, and investing activities. This statement presents cash receipts and cash disbursement
information, without consideration of the earnings event, when an obligation arises, or depreciation of
capital assets.

The notes to the financial statements provide required disclosures and other information that are
essential to a full understanding of material data provided in the statements. The notes present
information about the Authority’s accounting policies, significant account balances and activities, material
risks, obligations, commitments, contingencies and subsequent events, if any.

Supplementary information The Schedules of Revenues and Costs Compared to Budget are a very
important statement to the Authority management staff, because it is how we measure our financial
performance, particularly as it compares to the approved and adopted annual budget and how it relates to
the operational performance.

Comparative Statement of Net Position

The Total Net Position increased by $6,182,826 due to the fact that the in Net Investment in Capital
Assets increased by $4,077,825.

The Authority’s Net Position of $27,616,418 are comprised of the following:



(1) Net Investment in Capital Assets of $17,288,516 includes restricted cash, property plant and
equipment, net of accumulated depreciation, and net of long-term debt and short-term debt related to the
purchase or construction of capital assets.

(2) Net Position of $2,101,019 restricted for the purpose of forthcoming debt service payments.

(3) Net Position of $2,106,944 restricted for the purpose of providing a Debt Service Reserve Fund, in
accordance with the Authority’s debt covenants.

(4) Unrestricted Net Position of $6,119,939 represents the portion available to maintain the Authority’s
continuing obligations to its creditors and current liabilities. Of the $6,119,939 the Authority has
designated $2,043,716 for future capital expenditures, $1,162,157 and $424,655 has been designated for
expenditure in the subsequent year's Sewer and Water Budgets respectively, leaving $2,489,411
Undesignated.

The Total Net Position increased by $6,182,826 or about 29%.

Comparative Statement of Net Position

Restated Restated
2013 2012 2011

Total Current Assets $ 2,534,763 2,052,421 2,695,873
Total Restricted Assets 10,523,965 15,000,596 19,285,930
Net Capital Assets 35,560,517 30,866,933 27,833,818
Deferred Costs - - 46,577

Total Assets 48,619,245 47,919,950 49,862,198
Deferred Outflow of Resources

Deferred Loss on Defeasance of Debt 102,579 118,243 32,029
Total Asset and Deferred Outflows $ 48,721,824 48,038,193 49,894,227
Total Current Liabilities

Payable from Current Assets $ 315,793 268,588 707,274
Total Current Liabilities

Payable from Restricted Assets 2,462,877 14,259,562 15,860,438
Long-Term Obligations 18,326,736 12,076,451 13,569,189

Total Liabilities 21,105,406 26,604,601 30,136,901
Net Position 27,616,418 21,433,592 19,757,326
Total Liabilities and Net Position $ 48,721,824 48,038,193 49,894,227
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Statement of Net Position
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Comparative Statement of Revenues, Expenses and Changes in Net Position

There was a decrease in Operating Revenues of the Authority of $190,750 or 2.4%, this decrease was
primarily due to the fact that miscellaneous revenue was decreased by $139,190 from 2012 as compared
to 2013.

Operating Expenses increased $164,935 from the prior year.

Total Operating Revenues exceeded Total Operating Expenses by $2,201,600. This is a decrease of
operating revenues over operating expenses when compared to 2012 of $355,685 or a 13.91% decrease.

Non Operating Revenues/Expenses is comprised of Interest Income, Connection fee Income, Interest
Expense, Expenses paid from Capital Reserves and Amortization of the Bond Issue Costs. There was a
$1,837,214 increase in Connection Fee Income. There was a $2,686,000 Capital Contribution. Interest
Expense decreased by $159,292. Net Capital Project Expenses decreased by $163,123. Amortization
decreased by $115,267.

Net Position at November 30, 2013 increased by $6,182,826 from 2012.



Comparative Statement of Revenues, Expenses and Changes in Net Position

Total Operating Revenues
Total Operating Expenses
Operating Income

Non Operating Revenues /
(Expenses)

Net Income
Net Assets, December 1
Net Assets, November 30

Hydrant and
Sprinkler Fees
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Restated Restated
2013 2012 2011
$ 7,905,404 $ 8,096,154 $ 8,196,115
5,703,804 5,538,869 5,561,423
2,201,600 2,557,285 2,634,692
3,981,226 (881,019) (951,412)
6,182,826 1,676,266 1,683,280
21,433,592 19,757,326 18,074,046
$ 27,616,418 $ 21,433592 $ 19,757,326
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CAPITAL ASSETS AND LONG-TERM DEBT

Capital assets increased $5,876,456 during 2013. Property and equipment placed in service increased by
$12,579,069 in 2013. Impacting this increase were the 2013 additions and the transfer of assets from

construction in progress.

CAPITAL ASSETS
2013 2012 2011

Land and Improvements $ 97,234 97,234 97,234
Buildings and Improvements 13,334,002 13,323,875 13,323,875
Machinery and Equipment 4,179,298 3,855,570 3,653,524
Infrastructure 54,048,287 41,812,499 41,740,209
Other 9,425 - -
Construction in Progress 2,500 6,705,113 2,821,475

$ 71,670,746 65,794,291 61,636,317

Long-term Debt. At the end of the current fiscal year, the Authority had total bonded debt outstanding of
$20,059,932.

2013 2012 2011
Revenue Bonds $ 10,090,000 11,765,000 13,165,000
USDA Loans 9,969,932 1,824,552 1,845,332

15,010,332

$ 20,059,932 13,589,552

REQUESTS FOR INFORMATION

This financial report is designed to provide a general overview of the Authority’s finances for all those with
an interest in the government’s finances. Questions concerning any of the information provided in this
report or requests for additional financial information should be addressed to the Authority, LTMUA, at
200 Bayshore Road, Villas, NJ, 08251. The telephone number is 609-886-7146. The LTMUA
Administration offices are located at 200 Bayshore Road, Villas, NJ, 08251.
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TOWNSHIP OF LOWER MUNICIPAL UTILITIES AUTHORITY
COMPARATIVE STATEMENT OF NET POSITION
NOVEMBER 30, 2013 AND 2012

ASSETS
Current Assets:
Cash and Cash Equivalents
Accounts Receivable (net of Allowance of $105,307
and $114,405 in 2013 and 2012 respectively)
Connection Fees Receivable

Total Current Assets

Noncurrent Assets:
Restricted Assets:
Cash and Cash Equivalents
Due from the USDA

Total Noncurrent Assets

Capital Assets:
Items not being Depreciated:
Land and Construction in Progress
Property, Plant and Equipment
Less: Accumulated Depreciation

Net Capital Assets
TOTAL ASSETS

DEFERRED OUTFLOW OF RESOURCES
Deferred Loss on Defeasance of Debt

TOTAL ASSETS AND DEFERRED OUTFLOW OF RESOURCES

$

Exhibit A

Restated
2013 2012

1,307,972 $ 1,136,486
372,664 664,814
854,127 251,121
2,534,763 2,052,421
9,117,753 15,000,596

1,406,212 -
10,523,965 15,000,596
99,734 6,802,347
71,571,013 58,991,944

(36,110,230)

(34,927,358)

35,560,517 30,866,933
48,619,245 47,919,950

102,579 118,243
48,721,824 $ 48,038,193

The accompanying Notes to Financial Statements are an integral part of this statement
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TOWNSHIP OF LOWER MUNICIPAL UTILITIES AUTHORITY
COMPARATIVE STATEMENT OF NET POSITION
NOVEMBER 30, 2013 AND 2012

Exhibit A

(CONTINUED)
Restated
LIABILITIES 2013 2012
Current Liabilities Payable from Current Assets:
Accounts Payable $ 306,036 268,588
Deposits and Reserves 9,757
Total Current Liabilities Payable from Current Assets 315,793 268,588
Current Liabilities Payable from Restricted Assets:
Escrow Deposits 12,301 11,540
Construction Contracts Payable 293,485 22,321
Project Notes Payable - 12,250,000
Accrued Interest on Bonds & Notes Payable 243,313 279,081
Current Portion of Long - Term Debt 1,913,778 1,696,620
Total Current Liabilities Payable from Restricted Assets: 2,462,877 14,259,562
Noncurrent Liabilities:
Accrued Vacation and Sick Pay 155,054 138,766
Long - Term Portion of Bonds and Loans Payable (Net of
(Unamortized Bond Premium of $25,528 and
$44,753 in 2013 and 2012, respectively) 18,171,682 11,937,685
Total Noncurrent Liabilities 18,326,736 12,076,451
TOTAL LIABILITIES $ 21,105,406 26,604,601
NET POSITION
Net Investment in Capital Assets $ 17,288,516 13,210,691
Restricted for:
Bond Service Fund 2,101,019 2,182,757
Bond Service Reserve Fund 2,106,944 2,201,332
Unrestricted 6,119,939 3,838,812
TOTAL NET POSITION 27,616,418 21,433,592
TOTAL LIABILITIES AND NET POSITION $ 48,721,824 48,038,193

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

11



Exhibit B
TOWNSHIP OF LOWER MUNICIPAL UTILITIES AUTHORITY
STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET POSITION
FOR THE YEARS ENDED NOVEMBER 30, 2013 AND 2012

Restated
Operating Revenues: 2013 2012
User Charges, Service Agreements, Fees, Penalties and
Provision for Doubtful Accounts $ 7,629,792 $ 7,697,786
Hydrant and Sprinkler Fees 25,209 20,086
Lease Revenue 200,904 189,593
Miscellaneous 49,499 188,689
Total Operating Revenues 7,905,404 8,096,154
Operating Expenses:
Administrative Expenses:
Salaries 318,996 314,965
Benefits 139,368 194,864
Other Expenses 610,546 483,177
Plant Operations and Maintenance Expenses:
Salaries 983,981 979,379
Benefits 707,861 744,342
Other Expenses:
Buildings and Grounds 17,324 13,985
Cape May County MUA Agreement 630,356 650,156
Cape May County MUA Settlement 50,000 50,000
Chemicals - Treatment Plant 110,911 110,733
Collection System Maintenance 70,774 182,278
Fuel and Transportation 103,825 103,402
Laboratory Analysis 2,940 6,482
Lease Agreements 2,222 2,569
Miscellaneous 183,503 320
Distribution Supplies - 33,268
Sludge Handling 187,333 166,284
Permits and Other Fees 43,007 44,834
Repairs and Maintenance - Water Operations 21,499 38,180
Safety 6,121 4,018
Uniforms 7,571 9,180
Utilities 309,540 281,594
Depreciation 1,196,126 1,124,859
Total Operating Expenses $ 5,703,804 $ 5,538,869

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

12



TOWNSHIP OF LOWER MUNICIPAL UTILITIES AUTHORITY

STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET POSITION

FOR THE YEARS ENDED NOVEMBER 30, 2013 AND 2012

Operating Income

Non - Operating Revenues / (Expenses):
Interest Income
Interest Expense
Connection Fees
Capital Contributions
Capital Project Reserve Transactions
Amortization of Premium
Bad Debt Expense Recaptured
Bond Issuance Costs

Total Non - Operating Revenues / (Expenses)
Change in Net Position
Net Position, December 1

Net Position, November 30

(CONTINUED)

$

Exhibit B

Restated
2013 2012
2,201,600 $ 2,557,285
966 4,371
(552,253) (711,545)
1,837,214 159,476
2,686,000 -
(14,589) (177,712)
19,225 (35,907)
9,098 -
(4,435) (119,702)
3,981,226 (881,019)
6,182,826 1,676,266
21,433,592 19,757,326
27,616,418 $ 21,433,592

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

13



TOWNSHIP OF LOWER MUNICIPAL UTILITIES AUTHORITY

STATEMENT OF CASH FLOWS

FOR THE YEARS ENDED NOVEMBER 30, 2013 AND 2012

CASH FLOWS FROM OPERATING ACTIVITIES:
Receipts from Customers and Users
Payments to Employees
Payments to Suppliers

Net Cash Provided by Operating Activities

CASH FLOWS FROM NONCAPITAL FINANCING
ACTIVITIES:
None

CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES:
Purchase of Capital Assets
Project Note Issued
USDA Grant Proceeds
USDA Bonds Issued
Principal Paid on Project Note
Principal Paid on Capital Debt
Interest Paid on Capital Debt

Net Cash Provided / (Used) by Capital and
Related Financing Activities

CASH FLOWS FROM INVESTING ACTIVITIES:

Interest Income
Connection Fees

Net Cash Provided by Investing Activities

Net Increase (Decrease) in Cash and Cash Equivalents
Cash and Cash Equivalents, December 1

Cash and Cash Equivalents, November 30

RECONCILIATION OF OPERATING INCOME
TO NET CASH PROVIDED BY
OPERATING ACTIVITIES:

Operating Income

Adjustments to Reconcile Operating
Income to Net Cash Provided by
Operating Activities:

Depreciation Expense
(Increase) Decrease in Accounts Receivable
Increase (Decrease) in:

Deposits and Reserves

Accounts Payables

Escrow Deposits

Accrued Vacation and Sick Pay

$

Exhibit C

Restated
2013 2012
7,594,548 $ 8,303,209
(1,286,689) (1,294,344)
(3,167,516) (3,566,974)
3,140,343 3,441,891
(5,617,691) (4,402,277)
12,250,000
1,279,788
8,167,000
(12,250,000) (13,730,000)
(1,696,620) (1,625,780)
(572,357) (814,886)
(10,689,880) (8,322,943)
966 4,371
1,837,214 159,476
1,838,180 163,847
(5,711,357) (4,717,205)
16,137,082 20,854,287
10,425,725 $ 16,137,082
2,201,600 $ 2,557,285
1,196,126 1,124,859
(310,856) 211,581
9,757 (148,925)
37,448 (302,909)
(10,020)
16,288
3,140,343 $ 3,441,891

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

14



TOWNSHIP OF LOWER MUNICIPAL UTILITIES AUTHORITY
NOTES TO BASIC FINANCIAL STATEMENTS
FOR THE YEARS ENDED NOVEMBER 30, 2013 AND 2012

NOTE 1 — AUTHORITY DESCRIPTION AND GENERAL INFORMATION

The Township of Lower Municipal Utilities Authority (the “Authority”) is a public body corporate and politic
created by virtue of an ordinance of the Township of Lower entitled “Ordinance creating the Township of
Lower Municipal Utilities Authority,” adopted by its governing body on July 24, 1968.

The Authority was created for the purpose of acquiring, constructing, maintaining, and operating water
facilities for accumulating, supplying and distributing water, and acquiring, constructing, maintaining,
improving, and operating sewage facilities for collecting, treating, purifying and disposing of sewage and
other wastes.

NOTE 2 — BASIS OF PRESENTATION

The financial statements of the Authority have been prepared on the accrual basis and in accordance with
generally accepted accounting principles (“GAAP”) applicable to enterprise funds of state and local
governments.

The Authority’s financial statements include all the accounts of all the Authority’s operations. The primary
criterion for including activities within a reporting entity, as set forth in Section 2100 of the Governmental
Accounting Standards Board (“GASB”) Caodification of Governmental Accounting and Financial Reporting
Standards, is whether:

the organization is legally separate (can sue or be sued in their own name);

the primary government holds the corporate powers of the organization;

the primary government appoints a voting majority of the organization’s board;

the primary government is able to impose its will on the organization;

the organization has the potential to impose a financial benefit/burden on the primary
government;

e there is a fiscal dependency by the organization on the primary government;

Based on the above criterion, the Authority is a component unit of the Township. The Authority does
issue separate financial statements from the Township. However, if the Township presented its financial
statements in accordance with GAAP, these financial statements would be included with the Township’s
on a blended basis.

The Authority, as a component unit of the Township of Lower, is financially accountable to the Township.
As set forth in Government Accounting Standards Board (GASB) 14, financial accountability is defined as
appointment of a voting majority of the component unit’s board and either the ability to impose will by the
primary government or the possibility that the component unit will provide a financial benefit to or impose
a financial burden on the primary government. The Authority, as a component unit, issues separate
financial statements from the Township.

As a public body, under existing statute, the Authority is exempt from both federal and state taxes.

Based on the aforementioned criteria, the Authority has no component units.

15



TOWNSHIP OF LOWER MUNICIPAL UTILITIES AUTHORITY
NOTES TO BASIC FINANCIAL STATEMENTS
FOR THE YEARS ENDED NOVEMBER 30, 2013 AND 2012
(CONTINUED)

NOTE 3 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
The following is a summary of the more significant accounting policies:
Basis of Financial Statements

The Authority’s financial statements are presented on the full accrual basis in accordance with accounting
principles generally accepted in the United States of America.

The Authority has adopted GASB No. 1 through 66 and related interpretations issued through November
30, 2013.

The Authority has implemented GASB 62. As result of the implementation the prior year was restated to
agree to the presentation requirements of GASB 62. This implementation had no effect on net position of
the Authority.

All activities of the Authority are accounted for within a single proprietary (enterprise) fund. Proprietary
funds are used to account for operations that are (a) financed and operated in a manner similar to private
business enterprises where the intent of the governing body is that the cost (expenses, including
depreciation) of providing goods or services to the general public on a continuing basis be financed or
recovered primarily through user charges; or (b) where the governing body has decided that periodic
determination of revenues earned, expenses incurred, and/or net income is appropriate for capital
maintenance, public policy, management control, accountability, or other purposes.

The accounting and financial reporting treatment applied to the Authority is determined by its
measurement focus. The transactions of the Authority are accounted for on a flow of economic resources
measurement focus. With this measurement focus, all assets and all liabilities associated with the
operations are included on the statement of net position. Net position (i.e. total assets net of total
liabilities) are segregated into “net investment in capital assets”; “restricted for capital activity and debt
service”; and “unrestricted” components.

16



TOWNSHIP OF LOWER MUNICIPAL UTILITIES AUTHORITY
NOTES TO BASIC FINANCIAL STATEMENTS
FOR THE YEARS ENDED NOVEMBER 30, 2013 AND 2012

(CONTINUED)

NOTE 3 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Accounting Changes

Change in Accounting Principles — As the result of implementing Governmental Accounting Standards
Board (GASB) Statement Nos. 63 and 65, the Authority has restated the beginning net position in the
Statement of Net Position, effectively decreasing net position as of December 1, 2011 by $224,598. The
decrease results from no longer deferring and amortizing bond issuance costs. Further, the Authority has
restated its long-term liabilities to reflect that a component of those liabilities as of November 30, 2012 —
deferred charges on refunding — is now reported as a deferred outflow of resources on the Statement of
Net Position. The effect of this change, as of November 30, 2012, is an increase of $32,029 in long-term
liabilities and an increase in deferred outflows of resources of $32,029. The financial information for the
year November 30, 2012 was restated to reflect these changes. The following table illustrates the

restatements.
Summary Statement of Net Position
As of November 30, 2012
Prior
Previously Period
Reported Adjustment Restated
Assets
Current Assets - Unrestricted $ 2,052,421 $ $ 2,052,421
Noncurrent Assets:
Restricted Assets 15,000,596 15,000,596
Capital Assets, Net 30,866,933 30,866,933
Unamortized Bond Issue Costs 259,535 (259,535) -
Total Assets 48,179,485 (259,535) 47,919,950
Deferred Outflow of Resources
Deferred Loss on Defeasance of Debt 118,243 118,243
Total Assets & Deferred Outflows of Resources 48,179,485 (141,292) 48,038,193
Liabilities
Current Liabilities - Unrestricted 268,588 268,588
Current Liabilities - Restricted 14,398,329 1 (138,766) 14,259,563
Noncurrent Liabilities:
Accrued Vacation & Sick Pay 1 138,766 138,766
Revenue Bonds Payable, Net 11,758,869 178,816 11,937,685
Total Liabilities 26,425,786 178,816 26,604,602
Net Position
Net Investment in Fixed Assets 13,649,041 (438,350) 13,210,691
Restricted - Bond Service Fund 2,182,757 2,182,757
Restricted - Bond Service Reserve Fund 2,201,332 2,201,332
Unrestricted 3,720,569 118,243 3,838,812
$ 21,753,699 $ (320,107) $ 21,433,592

1 = This is not part of the GASB Statement Nos. 63 and 65 restatement, but is however a reclassification
of Accrued Sick and Vacation Pay to a Noncurrent Liability from a Current Liability as previously reported.

This change had no effect on Net Position.
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NOTE 3 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Accounting Changes - Continued

Summary Statement of Revenues, Expenses and Changes Net Position
As of November 30, 2012

Prior
Previously Period
Reported Adjustment Restated
Operating Revenues $ 8,096,154 $ $ 8,096,154
Operating Expenses (5,563,062) 24,193 (5,538,869)
Non-Operating Revenues (Expenses):
Amortization of Loss on Defeased Bonds (35,907) (35,907)
Debt Issue Costs Incurred (119,702) (119,702)
Other Non-Operating
Revenues (Expenses) (725,410) (725,410)
Change in Net Posistion 1,771,775 (95,509) 1,676,266
Net Position December 1. 19,981,924 (224,598) 19,757,326
Net Position November 30, $ 21,753,699 $ (320,107) $ 21,433,592

Recent Accounting Pronouncements Not Yet Effective

In June 2012, the Governmental Accounting Standards Board (GASB) issued Statement No. 67
“Financial Reporting for Pension Plans — an amendment of GASB Statement No. 25", This statement,
which is effective for fiscal periods beginning after June 15, 2013, will not have any effect on the entity’s
financial reporting.

In June 2012, the Governmental Accounting Standards Board (GASB) issued Statement No. 68
“Accounting and Financial Reporting for Pensions — an amendment of GASB Statement No. 27”. This
statement, which is effective for fiscal periods beginning after June 15, 2014, will have any effect on the
entity’s financial reporting. The provisions of this statement will require significant modifications to the
disclosure requirements related to the entity’s proportionate share of the cost-sharing defined benefit
plans reported at the State of New Jersey level.

In January 2013, the Governmental Accounting Standards Board (GASB) issued Statement No. 69
“Government Combinations and Disposals of Government Operations”. This statement, which is effective
for fiscal periods beginning after December 15, 2013, will not have any effect on the entity’s financial
reporting.

In April 2013, the Governmental Accounting Standards Board (GASB) issued Statement No. 70
“Accounting and Financial Reporting for Nonexchange Financial Guarantees”. This statement, which is
effective for fiscal years beginning after June 15, 2013, will not have any impact on the entity’s financial
statements.

In November 2013, Governmental Accounting Standards Board (GASB) issued Statement No. 71
“Pension Transition for Contributions Made Subsequent to the Measurement Date-an amendment of
GASB Statement No. 68”. The provisions of this statement are required to be applied simultaneously with
the provisions of Statement 68 which is effective for periods beginning after June 15, 2014. The impact of
this statement on the net position of the entity is not presently determinable.
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NOTE 3 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Budgets and Budgetary Accounting

An annual operating budget is required to be adopted and integrated into the accounting system to
provide budgetary control over revenues and expenditures in accordance with NJSA 40A:5A. The current
operating budget details the Authority’s plans to earn and expend funds for charges incurred for the
operation, maintenance, certain interest and general functions, and other charges for the fiscal year.

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 certain estimates and assumptions that effect
the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the
balance sheet date, and reported amounts of revenues and expenses during the reporting period.
Estimates are used to determine depreciation expense, the allowance for doubtful accounts and certain
claims and judgment liabilities, among other accounts. Actual results may differ from those estimates.

Risks of Loss

The Authority purchases commercial insurance policies on an annual basis to handle risks of loss
associated with property, auto, liability, workers compensation, flood damage, and employee crime
coverage. Any potential liability of the Authority with respect to loss claims would be equal to the
deductibles associated with the policies and an event, which may exceed policy coverage limits.

Cash and Cash Equivalents

Cash and cash equivalents include various checking and money market accounts, U.S. obligations and
certificates of deposit with maturities of three months or less.

Investments

Investments are carried at fair market value with associated premiums and discounts amortized over the
term of the investment held.

Purchase of investments is limited by N.J.S.A. 40A:5-15.1 to bonds or obligations of or guaranteed by the
federal government and to bonds or other obligations of federal or local units. These investments are
required to have a maturity date not more than 397 days from the date of purchase.

The Authority did not hold any investments at November 30, 2013 or 2012.
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NOTE 3 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Property, Plant and Equipment And Other Capitalized Costs

Accounting principles generally accepted in the United States of America require that property, plant and
equipment be stated at cost, and that depreciation expense be recorded each year.

Property, Plant and Equipment is stated at cost, which includes direct construction costs and other
expenditures related to construction. Construction costs are charged to construction in progress until
such time as projects are completed and put into operation. Interest incurred on debt during the course of
construction is capitalized as part of the project.

Depreciation is determined on a straight-line basis for all Plant and Equipment. Depreciation is provided
over the following estimated useful lives:

Land Improvements 20 years
Buildings 50 years
Machinery and Equipment 5to 15 years
Water and Sewer Lines 50 years

The cost and related accumulated depreciation of all Property, Plant and Equipment retired or otherwise
disposed of is removed from the accounts and any resulting gain or loss is included in income.

Accounts Required by the 2003 Bond Resolution

In accordance with the 2003 Bond Resolution, the Authority has established the following cash
investment accounts for the deposit of Authority funds.

Use for
Account Amount Which Restricted
Revenue The amount shown by the annual Operating expenses.
budget to be required for operating
expenses for the period of three
consecutive calendar months
beginning on said date.
Bond Service The amount needed to meet the Principal and interest
bond service requirement. on bonds.
Sinking The amount needed to meet the Principal and interest
aggregate amount of all sinking sinking fund
fund installments payable during installments.

the next ensuing fiscal year.
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NOTE 3 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Accounts Required by the 2003 Bond Resolution

Bond Reserve The amount needed to meet the Transfers to meet
bond reserve requirement, which minimum levels
is the amount of money equal to required on the bond
the maximum bond service. service fund.

General Amounts determined by the Funds may be used
Authority after meeting for any lawful
requirements of the other purpose.
accounts.

Construction Amount specifically designated Construction costs
by bond resolution for payment and acquisition of
of construction costs. the system.

NOTE 4 - BONDS AND LOANS PAYABLE

Description of Bonds and Loans Payable

At November 30, 2012 temporary financing in the form of project notes payable consisted of the following
issues:

$12,250,000 Project Note (Series B) dated September 23, 2012, due September 11, 2013, bearing
interest at 1.50% per annum. The Authority refunded this note with permanent financing during the year.

At November 30, 2013, bonds payable consisted of the following issues:

$4,340,000 principal amount of Revenue Refunding Bonds, Series 2003A dated April 10, 2003, due in
annual installments through December 1, 2013, bearing interest at rates of 1.45% through 4.00% per
annum. The balance remaining as of November 30, 2013 is $490,000.

$4,680,000 principal amount of Revenue Refunding Bonds, Series 2003C dated April 10, 2003, due in
annual installments through December 1, 2015, bearing interest at rates of 2.00% through 5.00% per
annum. The balance remaining as of November 30, 2013 is $1,390,000.

$5,625,000 principal amount of Revenue Bonds, Series 2003D dated April 10, 2003, due in annual
installments through December 1, 2017, bearing interest at rates of 3.625% through 5.000% per annum.
The balance remaining as of November 30, 2013 is $4,490,000.

$3,725,000 principal amount of Revenue Refunding Bonds, Series 2012 dated May 3, 2012, due in
annual installments through December 1, 2021, bearing interest at rates of 3.000% through 2.875% per
annum. This issue also contains Term Bonds in the amounts of $1,165,000 and $1,155,000 bearing
interest at 3.250% and 3.375% per annum due December 1, 2027 and 2032 respectively. The balance
remaining as of November 30, 2013 is $3,720,000.

$8,617,000 principal amount of USDA Loans dated 2013, due in semi-annual installments beginning

March 19, 2014, through September 19, 2053, bearing interest at a rate of 2.125% per annum. The
balance remaining as of November 30, 2013 is $8,617,000.
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NOTE 4 - BONDS AND LOANS PAYABLE - CONTINUED

Description of Bonds and Loans Payable - Continued

$1,875,000 principal amount of USDA Loans dated 2010, due in semi-annual installments beginning
August 25, 2010, through February 25, 2049, bearing interest at a rate of 4.00% per annum. The balance
remaining as of November 30, 2013 is $1,802,932.

The following schedule summarizes the changes in Long — Term Debt for the year ended November 30,
2013.

2012 Additions Decreases Refunded 2013

Revenue Refunding Bonds - 1998 $ 485,000 $ $ 485,000 $ $ -
Revenue Refunding Bonds - 2003A 970,000 480,000 490,000
Revenue Bonds - 2003B 110,000 110,000 -
Revenue Refunding Bonds - 2003C 1,815,000 425,000 1,390,000
Revenue Bonds - 2003D 4,660,000 170,000 4,490,000
Revenue Refunding Bonds - 2012 3,725,000 5,000 3,720,000
USDA Loan - 2010 1,824,552 21,620 1,802,932
USDA Loan - 2013 8,167,000 8,167,000
Accrued Sick and Vacation Pay 138,766 16,288 155,054

13,728,318 8,183,288 1,696,620 - 20,214,986
Unamortized Bond Premium 44,753 19,225 25,528
Total $ 13,773,071 $ 8,183,288 $ 1,715,845 $ - $ 20,240,514

The following schedule summarizes the changes in Long — Term Debt for the year ended November 30,
2012,

2011 Additions Decreases Refunded 2012

Revenue Refunding Bonds - 1998 $ 935,000 $ $ 450,000 $ $ 485,000
Revenue Refunding Bonds - 2003A 1,425,000 455,000 970,000
Revenue Bonds - 2003B 3,740,000 110,000 3,520,000 110,000
Revenue Refunding Bonds - 2003C 2,220,000 405,000 1,815,000
Revenue Bonds - 2003D 4,845,000 185,000 4,660,000
Revenue Refunding Bonds - 2012 3,725,000 3,725,000
USDA Loan 1,845,332 20,780 1,824,552
Accrued Sick and Vacation Pay 123,761 15,005 138,766

15,134,093 3,740,005 1,625,780 3,520,000 13,728,318
Unamortized Bond Premium 60,876 7,927 24,050 44,753
Total $ 15,194,969 $ 3,747,932 $ 1,649,830 $ 3,520,000 $ 13,773,071
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NOTE 4 - BONDS AND LOANS PAYABLE - CONTINUED

The following schedule combines the Total Debt, net of unamortized premiums:

2013 2012
Current Portion of Long Term Debt $ 1,913,778 $ 1,696,620
Project Notes Payable - 12,250,000
Noncurrent Portion of Debt 18,171,682 11,937,685
Total Net Debt of the Authority $ 20,085,460 $ 25,884,305

Debt service requirements on bonds and loans payable at November 30, 2013 are as follows:

Year Ended
November 30, Principal Interest Total
2014 $ 1,913,778 $ 585,768 $ 2,499,546
2015 1,992,492 512,980 2,505,472
2016 1,661,301 450,686 2,111,987
2017 1,760,211 381,667 2,141,878
2018 584,222 331,755 915,977
2019 - 2023 1,755,075 1,500,572 3,255,647
2024 - 2028 2,012,506 1,242,181 3,254,687
2029 - 2033 2,316,530 931,599 3,248,129
2034 - 2038 1,314,757 677,879 1,992,636
2039 - 2043 1,490,270 502,368 1,992,638
2044 - 2048 1,691,684 300,953 1,992,637
2049 - 2053 1,567,106 91,761 1,658,867

$ 20,059,932 $ 7,510,169 $ 27,570,101

Refunding Bonds Issued

On May 3, 2012, the Authority issued Refunding Bonds in the amount of $3,725,000 to refund the callable
Series 2003B Bonds. The Debt retired in the amount of $3,520,000 was replaced with the Refunding
Issue. The required cash flow for the 2003B Bonds for Principal and Interest prior to the refunding was
$5,498,375 and the cash flow requirements after the refunding is $5,168,725 resulting in net savings in
the amount of $329,650. The economic gain on this transaction is $246,433. The economic gain is the
difference between the present value of the old debt service requirements and the present value of the
new debt service requirements, discounted at the effective interest rate and adjusted for additional cash
paid.
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NOTE 5 — PENSION PLAN

Description of Plans

Substantially all of the Authority’s employees are covered by the Public Employees’ Retirement System
cost-sharing multiple-employer defined benefit pension plan which has been established by state statute
and is administered by the New Jersey Division of Pension and Benefits (Division). According to the
State of New Jersey Administrative Code, all obligations of the System will be assumed by the State of
New Jersey should the System terminate. The Division issues a publicly available financial report that
includes the financial statements and required supplementary information for the Public Employees
Retirement System. This report may be obtained by writing to the Division of Pensions and Benefits, PO
Box 295, Trenton, New Jersey, 08625 or the report can be accessed on the internet at —
http://www.state.nj.us/treasury/pensions/annrpts.shtml

Public Employees' Retirement System

The Public Employees' Retirement System was established in January, 1955 under the provisions of
N.J.S.A. 43:15A to provide retirement, death, disability and medical benefits to certain qualified members.
The Public Employees’ Retirement System is a cost-sharing multiple-employer plan. Membership is
mandatory for substantially all full time employees of the State or any county, municipality, school
Authority 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.

Funding Policy

The contribution policy is set by N.J.S.A. 43:15A, Chapter 62, P.L. of 1994, Chapter 115, P.L. of 1997 and
N.J.S.A. 18:66, and requires contributions by active members and contributing employers. Plan member
and employer contributions may be amended by State of New Jersey legislation. PERS provide for
employee contributions of 6.5% of employees’ annual compensation, as defined. Employers are required
to contribute at an actuarially determined rate in PERS. The current PERS rate is 6.57% of covered
payroll. The Authority’s contributions to PERS for the years ending December 31, 2013, 2012 and 2011
were $437,465, $464,111 and $448,266 respectively, equal to the required contributions for each year.

Significant Legislation

Chapter 78, P.L. 2011, effective June 28, 2011 made various changes to the manner in which the Public
Employees’ Retirement System (PERS) and the Police and Firemen’s Retirement System (PFRS)
operate and to the benefit provisions of those systems.

Chapter 78's provisions impacting employee pension and health benefits include:

o New members of the PERS hired on or after June 28, 2011 (Tier 5 members) will need 30 years
of creditable service and age 65 for receipt of the early retirement benefit without a reduction of ¥4
of 1% for each month that the member is under age 65.

e The eligibility age to qualify for a service retirement in the PERS is increased from age 63 to 65
for Tier 5 members.

e The annual benefit under special retirement for new PFRS members enrolled after June 28, 2011
(Tier 3 members), will be 60% instead of 65% of the member’s final compensation plus 1% for
each year of creditable service over 25 years but not to exceed 30 years.
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NOTE 5 — PENSION PLAN - Continued

Significant Legislation - Continued

¢ Increases in active member contribution rates. PERS active member rates increase from 5.5% of
annual compensation to 6.5% plus an additional 1% phased-in over 7 years; PFRS active
member rate increase from 8.5% to 10%. For fiscal year 2013, the member contribution rates
increased in October 2011. The phase-in of the additional incremental member contribution rates
for PERS members will take place in July of each subsequent fiscal year.

e The payment of automatic cost-of-living adjustment (COLA) additional increases to current and
future retirees and beneficiaries is suspended until reactivated as permitted by this law.

e New employee contribution requirements towards the cost of employer-provided health benefit
coverage. Employees are required to contribute a certain percentage of the cost of coverage.
The rate of contribution is determined based on the employee’s annual salary and the selected
level of coverage. The increased employee contributions will be phased in over a 4-year period
for those employed prior to Chapter 78’s effective date with a minimum contribution required to be
at least 1.5% of salary.

e In addition, this new legislation changes the method for amortizing the pension systems’
unfunded accrued liability (from a level percent of pay method to a level dollar of pay).

Chapter 1, P.L. 2010, effective May 21, 2010, made a number of changes to the State-administered
retirement systems concerning eligibility, the retirement allowance formula, the definition of
compensation, the positions eligible for service credit, the non-forfeitable right to a pension, the
prosecutor’'s part of the PERS, special retirement under the PFRS, and employer contributions to the
retirement systems.

Also, Chapter 1, P.L. 2010 changed the membership eligibility criteria for new members of PERS from the
amount of annual compensation to the number of hours worked weekly. Also, it returned the benefit
multiplier for new members of PERS to 1/60™ from 1/55", and it provided that new members of PERS
have the retirement allowance calculated using the average annual compensation for the last five years of
service instead of the last three years of service. New members of PERS will no longer receive pension
service credit from more than one employer. Pension service credit will be earned for the highest paid
position only. For new members of the PFRS, the law capped the maximum compensation that can be
used to calculate a pension from these plans at the annual wage contribution base for social security, and
requires the pension to be calculated using a three year average annual compensation instead of the last
year’s salary. This law also closed the Prosecutors Part of the PERS to new members and repealed the
law for new members that provided a non-forfeitable right to receive a pension based on the laws of the
retirement system in place at the time 5 years of pension service credit is attained. The law also requires
the State to make its full pension contribution, defined a 1/7" of the required amount, beginning in fiscal
years 2012.

Chapter 3, P.L. 2010, effective May 21, 2010, replaced the accidental and ordinary disability retirement
for new members of the PERS with disability insurance coverage similar to that provided by the State to
individuals enrolled in the State’s Defined Contribution Retirement Program.

Chapter 92, P.L. 2007 implemented certain recommendations contained in the December 1, 2006 report
of the Joint Legislative Committee on Public Employee Benefits Reform; established a DCRP for elected
and certain appointed officials, effective July 1, 2007; the new pension loan interest rate became 4.69%
per year, and an $8.00 processing fee per loan was charged, effective January 1, 2008. The legislation
also removed language from existing law that permits the State Treasurer to reduce employer pension
contributions needed to fund the Funds and Systems when excess assets are available.
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NOTE 5 — PENSION PLAN - Continued

Three Year Trend Information for PERS

Annual Percentage Net
Year Pension of APC Pension
Funding Cost (APC) Contributed Obligation
11/30/2013 $ 130,903 100% $ -
11/30/2012 147,543 100% -
11/30/2011 137,252 100% -

For the DCRP, members contribute at a uniform rate of 5.5% of their base salary. Employers are
required to contribute at a set rate of 3.0% of base salary. There were no employees enrolled in the
DCRP for the years ended November 30, 2013 or 2012.

NOTE 6 — CASH AND CASH EQUIVALENTS AND INVESTMENTS

Operating cash, in the form of checking, savings and money market savings accounts, is held in the
Authority’s name by several commercial banking institutions. At November 30, 2013, the carrying amount
of the Authority’s deposits was $10,424,925 and the bank balance was $10,492,745. Of the bank
balance, $500,000 was insured with Federal Deposit Insurance Corporation (FDIC), $9,992,745 was
covered by the Governmental Unit Deposit Protection Act (GUDPA). At November 30, 2012, the carrying
amount of the Authority’s deposits was $16,137,082 and the bank balance was $16,196,716. Of the bank
balance, $500,000 was insured with Federal Deposit Insurance Corporation (FDIC), $15,696,716 was
covered by the Governmental Unit Deposit Protection Act (GUDPA).

Pursuant to GASB Statement No. 40, “Deposit and Investment Risk Disclosures” (“GASB 407), the
Authority’s bank accounts are profiled in order to determine exposure, if any, to Custodial Credit Risk (risk
that in the event of failure of the counterparty the Authority would not be able to recover the value of its
deposits or investment). Deposits are considered to be exposed to Custodial Credit Risk if they are:
uncollateralized (securities not pledged to the depositor), collateralized with securities held by the
pledging financial institution, or collateralized with securities held by the financial institution’s trust
department or agent but not in the government’s name. At November 30, 2013 and 2012, all of the
Authority’s deposits were covered by either FDIC or GUDPA and therefore not exposed to custodial credit
risk. The Authority does not have a policy for custodial credit risk.

Investments

Pursuant to the Enabling Act, the funds of the Authority may be invested in any direct obligations of, or
obligations as to which the principal and interest thereof is guaranteed by, the United States of America or
other obligations as the Authority may approve. It invests pooled monies from various State and non-
State agencies in primarily short-term investments.

As of November 30, 2013 and 2012, the Authority did not have any investments.
NOTE 7 — CONSTRUCTION IN PROGRESS
The Authority classifies all fixed asset projects currently uncompleted as construction in progress. Upon

completion, the amounts are reclassified as property, plant and equipment. The Authority’s construction in
progress as of November 30, 2013 and November 30, 2012 are $2,500 and $6,705,113 respectively.
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NOTE 8 - ACCRUED VACATION AND SICK TIME

Authority employees earn sick and vacation time depending on their length of service. Employees are
permitted to carryover the earned and unused sick and vacation time to future periods and upon
termination may receive payment for any accrued time, although that payout is capped at $15,000 per
employee for sick time. At November 30, 2013, accumulated sick and vacation time amounted to
$155,054 and has been included as an accrued expense on the financial statements.

NOTE 9 — CAPE MAY COUNTY MUA SETTLEMENT

The Lower Township Municipal Utilities Authority (LTMUA) has been treating sewage from the
Schellenger’s Landing area of Lower Township. However, the New Jersey Department of Environmental
Protection (NJDEP) rendered a decision that the Cape May County Municipal Utilities Authority
(CMCMUA) is the appropriate entity to treat this sewage. In a settlement reached November 17, 1998,
CMCMUA agreed to transfer the treatment of this area’s sewage to LTMUA in exchange for a total dollar
amount of $1,020,000 to be paid each January 1 as follows:

January 1, 2014 through 2016 $50,000
The total amount paid through November 30, 2013 is $870,000.
NOTE 10 — POST-RETIREMENT BENEFITS

The Authority contributes to the State Health Benefits Program (SHBP), a cost-sharing, multiple-employer
defined benefit post-employment healthcare plan administered by the State of New Jersey Division of
Pensions and Benefits. SHBP was established in 1961 under N.J.S.A. 52:14-17.25 et. seq., to provide
health benefits to State employees, retirees, and their dependents. Rules governing the operation and
administration of the program are found in Title 17, Chapter 9 of the New Jersey Administrative Code.
SHBP provides medical, prescription drugs, mental health/substance abuse, and Medicare Part B
reimbursement to retirees and their covered dependents.

All Authority retirees with at least 25 years of service or who retire upon or after the age of 62 with 15 or
more years of service as regular full-time employees shall receive 100% of the cost of health insurance
premiums until death. For eligible Police Department employees, upon death of the employee, the post-
retirement benefit is provided to the surviving spouse until death.

As of June 30, 2011, there were 93,323 retirees eligible for post-retirement medical benefits. The cost of
these benefits is funded through contributions by the State in accordance with Chapter 62, P.L. 1994.
Funding of post-retirement medical premiums changed from a pre-funding basis to a “pay-as-you-go”
basis beginning in fiscal year 1994, with an additional contribution beginning in fiscal year 1996 to
maintain a medical reserve of one-half of 1% of the active State payroll. During the fiscal years ended
November 30, 2013, 2012 and 2011 the Authority expended $192,958, $199,902 and $178,315,
respectively, which equaled the required contributions for each year. There were approximately 10, 10
and 10 retired participants eligible at November 30, 2013, 2012 and 2011, respectively.

The State Health Benefits Commission is the executive body established by statute to be responsible for
the operation of the SHBP. The State of New Jersey Division of Pensions and Benefits issues a publicly
available financial report that includes financial statements and required supplementary information for
the SHBP. That report may be obtained by writing to: State of New Jersey Division of Pensions and
Benefits, P.O. Box 295, Trenton, NJ 08625-0295 or by visiting their website at
www.state.nj.us/treasury/pension/gasb-43-sept2009.pdf.
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NOTE 11 - LITIGATION

The Authority is a defendant in a legal proceeding that is in the early state of litigation, as of the date of
this report the outcome of this case cannot be determined. The Authority’s Insurance carrier is handling
the litigation and the Authority believes that the potential liability in this case does not exceed insurance
limits.

NOTE 12 — PROPERTY, PLANT AND EQUIPMENT

Property, Plant and Equipment consisted of the following at November 30, 2013 and 2012.

2012 Increases Decreases 2013
Land and Improvements $ 97,234 $ $ $ 97,234
Buildings and Improvements 13,323,875 10,128 13,334,003
Machinery and Equipment 3,855,570 348,818 25,090 4,179,298
Infrastructure 41,812,499 12,235,789 54,048,288
Other 9,425 9,425
Construction in Progress 6,705,113 5,286,971 11,989,584 2,500
65,794,291 17,891,131 12,014,674 71,670,748
Less: Accumulated Depreciation (34,927,358) (1,196,126) (13,254) (36,110,230)
$ 30,866,933 $ 16,695,005 $ 12,001,420 35,560,518
2011 Increases 2012
Land and Improvements $ 97,234 $ 97,234
Buildings and Improvements 13,323,875 13,323,875
Machinery and Equipment 3,653,524 202,046 3,855,570
Infrastructure 41,740,209 72,290 41,812,499
Construction in Progress 2,821,475 3,883,638 6,705,113
61,636,317 4,157,974 65,794,291
Less: Accumulated Depreciation (33,802,499) (1,124,859) (34,927,358)
$ 27,833,818 $ 3,033,115 $ 30,866,933

NOTE 13 — 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.

Property and Liability Insurance - The Authority maintains insurance coverage for property, liability and

surety bonds. There has been no significant decrease in insurance coverage and there have been no
claims in excess of the coverage.
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TOWNSHIP OF LOWER MUNICIPAL UTILITIES AUTHORITY
NOTES TO BASIC FINANCIAL STATEMENTS
FOR THE YEARS ENDED NOVEMBER 30, 2013 AND 2012
(CONTINUED)

NOTE 14 — DEFERRED COMPENSATION ACCOUNT

The Authority offers its employees a deferred compensation plan created in accordance with Internal
Revenue Code Section 457. The plan, available to all eligible regular employees, permits them to defer a
portion of their salary until future years. The deferred compensation is not available to employees until
termination, retirement, death, or unforeseeable emergency. All regulatory, operational, administrative
and fiduciary responsibilities have been assumed by the Plan Administrator, Nationwide Retirement
Solutions, on behalf of the Authority. The amounts of compensation deferred under the plan, all property
and rights associated with those amounts, and all income attributable to those amounts, property, or
rights are not reported in the financial statements of the Authority as they are not the property or rights of
the Authority.

NOTE 15 - UNRESTRICTED NET POSITION

As of November 30, 2013 the Authority’s unrestricted net position is $6,119,939. Of the $6,119,939 the
Authority has designated $2,043,716 for future capital expenditures, $1,162,157 and $424,655 has been
designated for expenditure in the subsequent year's Sewer and Water Budgets respectively, leaving
$2,489,411 Undesignated.

NOTE 16 — SUBSEQUENT EVENTS

On February 26, 2014, the Authority issued Refunding Bonds in the amount of $4,400,000 to refund the
callable Series 2003C and 2003D Bonds. The Debt retired in the amount of $4,750,000 was replaced
with the Refunding Issue.

On May 5, 2014 the Township of Lower adopted Resolution #2014-146. This resolution authorizes the
Township’s Application to the Local Finance Board under N.J.S.A. 40A:5A-20. If this Application is
approved by the Local Finance Board, that approval would allow the Township to take action that could
ultimately lead to the dissolution of the Lower Township Municipal Utilities Authority.

The Authority has evaluated subsequent events for potential recognition and/or disclosure through June

23, 2014, the date the financial statements were available to be issued and no additional items, except as
noted above, were noted for disclosure or adjustment.
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Schedule 1
TOWNSHIP OF LOWER MUNICIPAL UTILITIES AUTHORITY
BUDGETARY BASIS
WATER DIVISION
SCHEDULE OF REVENUES AND COSTS COMPARED TO BUDGET
FOR THE YEAR ENDED NOVEMBER 30, 2013

Original Budget Final
Budget Transfers Budget Actual Variance
Operating Revenues
User Charges, Service Agreements and Fees $ 2,767,408 $ $ 2,767,408 $ 2,644,207 $ (123,201)
Delinquent Penalties 20,000 20,000 26,063 6,063
Hydrant and Sprinkler Fees 27,083 27,083 25,209 (1,874)
Lease Revenue 168,154 168,154 200,904 32,750
Miscellaneous - 25,760 25,760
Total Operating Revenues 2,982,645 - 2,982,645 2,922,143 (60,502)
Operating Expenses
Administrative:
Salaries 163,000 163,000 159,498 3,502
Benefits 104,050 104,050 42,694 61,356
Other Expenses 225,500 - 225,500 224,327 1,173
Plant Operations and Maintenance
Salaries 342,500 342,500 324,256 18,244
Benefits 246,300 246,300 204,082 42,218
Other Expenses:
Chemicals - Treatment Plan 11,000 11,000 4,665 6,335
Fuel and Transportation 14,500 3,000 17,500 15,324 2,176
Laboratory Analysis 10,000 10,000 2,940 7,060
Lease Agreements 3,000 3,000 2,222 778
Miscellaneous 72,000 4,000 76,000 56,953 19,047
Permits and Other Fees 25,000 25,000 19,813 5,187
Well Parts & Supplies - -
Well / Tank Maintenance 250,000 (13,281) 236,719 21,499 215,220
Distribution Supplies - -
Safety 3,500 3,500 2,560 940
Uniforms 3,000 3,000 2,137 863
Utilities 116,700 6,281 122,981 115,456 7,525
Total Operating Expenses 1,590,050 - 1,590,050 1,198,426 391,624
Operating Income 1,392,595 - 1,392,595 1,723,717 331,122
Non - Operating Revenues / (Expenses)
Interest Income 5,000 5,000 966 (4,034)
Interest Payments on Debt - Notes - (51,001) (51,001)
Interest Payments on Debt - Bonds (417,489) (417,489) (345,601) 71,888
Connection Fees 268,000 268,000 1,734,764 1,466,764
Principal Payments on Deb (1,076,870) (1,076,870) (1,076,870) -
Capital Revenues & Expenditures
Water Meters (75,000) (75,000) (50,760) 24,240
Water Reconditioning (93,736) (93,736) (137,327) (43,591)
Water Capital Reserve - -
Total Non - Operating Revenues / (Expenses (1,390,095) - (1,390,095) 74,171 1,464,266
Net Income / (Loss) $ 2,500 $ - $ 2500 $ 1,797,888 $ 1,795,388

30



Schedule 2
TOWNSHIP OF LOWER MUNICIPAL UTILITIES AUTHORITY
BUDGETARY BASIS
SEWER DIVISION
SCHEDULE OF REVENUES AND COSTS COMPARED TO BUDGET
FOR THE YEAR ENDED NOVEMBER 30, 2013

Original Budget Final
Budget Transfers Budget Actual Variance
Operating Revenues
User Charges, Service Agreements and Fee  $ 5,179,176 $ $ 5179,176 $ 4,916,792 $ (262,384)
Delinquent Penalties 35,000 35,000 42,730 7,730
Miscellaneous - 23,739 23,739
Total Operating Revenues 5,214,176 - 5,214,176 4,983,261 (230,915)
Operating Expenses
Administrative
Salaries 163,000 163,000 159,498 3,502
Benefits 118,450 118,450 96,674 21,776
Other Expenses 451,600 - 451,600 386,219 65,381
Plant Operations and Maintenance
Salaries 750,500 750,500 659,725 90,775
Benefits 587,350 587,350 503,779 83,571
Other Expenses:
Buildings and Grounds 19,500 19,500 17,324 2,176
Cape May County MUA Agreemen 700,000 (23,000) 677,000 630,356 46,644
Cape May County MUA Settlemen 50,000 50,000 50,000 -
Chemicals - Treatment Plan 145,000 (6,763) 138,237 106,246 31,991
Collection Materials & Supplies 75,000 (4,000) 71,000 70,774 226
Fuel and Transportation 96,000 96,000 88,501 7,499
Miscellaneous 119,000 10,823 129,823 126,550 3,273
Sludge Handling 170,000 23,000 193,000 187,333 5,667
Permits and Other Fees 26,000 26,000 23,194 2,806
Safety 5,200 5,200 3,561 1,639
Uniforms 6,500 6,500 5,434 1,066
Utilities 306,000 (60) 305,940 194,084 111,856
Total Operating Expenses 3,789,100 - 3,789,100 3,309,252 479,848
Operating Income $ 1,425,076 $ - $ 1425076 $ 1,674,009 $ 248,933
Non - Operating Revenues / (Expenses)
Interest Income - -
Interest Payments on Debt - Notes - -
Interest Payments on Debt - Bonds (151,837) (151,837) (139,987) 11,850
Connection Fees 102,450 102,450
Principal Payments on Deb (619,750) (619,750) (619,750) -
Capital Revenues & Expenditures
Sewer Plant Equipmen (400,000) (400,000) (76,675) 323,325
Sewer Reconditioning (500,000) (500,000) (292,702) 207,298
Replacement Vehicles (30,000) (30,000) (23,961) 6,039
Total Non - Operating Revenues / (Expenses (1,701,587) - (1,701,587) (1,050,625) 650,962
Net Income / (Loss) $ (276,511) $ - $ (276,511) $ 623,384 $ 899,895
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TOWNSHIP OF LOWER MUNICIPAL UTILITIES AUTHORITY

SUPPLEMENTARY INFORMATION

SCHEDULE OF REVENUES AND COSTS COMPARED TO BUDGET
NOTE TO SUPPLEMENTARY INFORMATION

FOR THE YEAR ENDED NOVEMBER 30, 2013

Note A - Explanation of Differences Between Budgetary Inflows and

Outflows GAAP Revenue and Expenditures

Sources / inflows of resources
Actual amounts (budgetary basis) "revenue”
from the budgetary comparison schedule

Non - Operating Revenues

Difference - budget to GAAP:

Items not recorded under the budgetary basis:
capital contributions
bad debt expense

Total revenues as reported on the statement of
revenues, expenditures and changes
in net assets

Uses / outflows of resources
Actual amounts (budgetary basis) from the
budgetary comparison schedule

Non - Operating Expenses

Difference - budget to GAAP:

Items not recorded under the budgetary basis:
depreciation
amortization of bond issue costs
payment of bond principal is not an

expenditure under GAAP

amortization of premiums and discounts
amortization of loss on defeased bonds
fixed assets charged to budget

Total expenditures as reported on the statement of
revenues, expenditures and changes

in net assets

Net Income - GAAP Basis
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$

Water
Division

Sewer
Division

Total

4,632,113
25,760

4,185

1,198,426

1,661,559

$

5,061,972
23,739

4,913

3,309,252

1,153,075

$

$

9,694,085
49,499

2,686,000
9,098

12,438,682

4,507,678

2,814,634

1,196,126
4,435

(1,696,620)
(19,225)
15,664
(566,836)

6,255,856

6,182,826
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FORD-SCOTT

& ASSOICIATES ; L.k

CERTIFIED PUBLIC ACCOUNTANTS

1535 HAVEN AVENUE « PO BOX 538 « OCEAN CITY, N] = 08226-0538
PHONE 609.399.6333 = FAX 609.399.3710
www.ford-scott.com

INDEPENDENT AUDITOR'S REPORT

Members of the Board of Directors
Of the Township of Lower Municipal
Utilities Authority

We have audited, in accordance with the auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards
issued by the Comptroller General of the United States, the financial statements of the business-type
activities of Township of Lower Municipal Utilities Authority, as of and for the year ended November 30,
2013, and the related notes to the financial statements, which collectively comprise the Authority’s basic
financial statements, and have issued our report thereon dated June 23, 2014.

Internal Control over Financial Reporting

In planning and performing our audit of the financial statements, we considered the Authority’s 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 Authority’s internal control. Accordingly, we
do not express an opinion on the effectiveness of Authority’s internal control.

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. 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.

Our consideration of internal control was for the limited purpose described in the first paragraph of this
section and was not designed to identify all deficiencies in internal control that might be material
weaknesses or significant deficiencies. Given these limitations, during our audit we did not identify any
deficiencies in internal control that we consider to be material weaknesses. However, material
weaknesses may exist that have not been identified.
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Compliance and Other Matters

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

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.

Ford, deott & Qavociatea, L.LLC.

FORD, SCOTT & ASSOCIATES, L.L.C.
CERTIFIED PUBLIC ACCOUNTANTS

Leow P. (ootello

Leon P. Costello

Certified Public Accountant
Registered Municipal Accountant
No. 393

June 23, 2014
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TOWNSHIP OF LOWER MUNICIPAL UTILITIES AUTHORITY
GENERAL COMMENTS AND FINDINGS
FOR THE YEAR ENDED NOVEMBER 30, 2013

Findings - None
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TOWNSHIP OF LOWER MUNICIPAL UTILITIES AUTHORITY
SCHEDULE OF FINDINGS AND RESPONSES
FOR THE YEAR ENDING NOVEMBER 30, 2013

l. SUMMARY OF AUDITOR'S RESULTS

Financial Statements

Type of auditor’s report issued: Unqualified Opinion dated June 23, 2014.
Internal control over financial reporting:

1) Material Weakness identified? NO

2) Significant Deficiencies identified? None Reported

Non-Compliance material to Financial
Statements? NO

Il FINDINGS RELATING TO THE FINANCIAL STATEMENTS WHICH ARE REQUIRED TO BE
REPORTED IN ACCORDANCE WITH GENERALLY ACCEPTED GOVERNMENT AUDITING
STANDARDS

None

MANAGEMENT RESPONSES

Not Applicable

STATUS OF PRIOR YEAR FINDINGS

There were no findings in the prior year.
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