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Warren County (Peguest Diver)
Municinal Utilities Authority

199 Foul Rift Road, P.O. Box 152 Tel.  (908) 475-5412
Belviders, New Jersay 67823 Fax. (908) 473-3873

March 20, 2013

The Honorable Chairman and Members
of the Warren County (Pequest River)
Municipal Utilities Authority

Belvidere, NI

Dear Authority Members:

The annual financial report of the Warren County (Pequest River) Municipal Utilities Authority (The *“Authority”) for
the years ended December 31, 2012 and 2011, is hereby submitted. Responsibility for both the accuracy of the data
and completeness and fairness of the presentation, including all disclosures, rests with the management of the
Authority. To the best of our knowledge and belief, the data presented in this report is accurate in all material
respects and is reported in a manner designed to present fairly the financial position and results of operations of the
various funds of the Authority. All disclosures necessary to enable the reader to gain an understanding of the
Authority's financial activities have been included.

The annual financial report is presented in four sections: introductory, financial, Government Auditing Standards and
comments and recommendations. The introductory section includes this transmittal letter, the Authority's
organizational chart and a list of principal officials. The financial section includes the financial statements as well as
the auditors' report thereon. Information related to Government Auditing Standards, including the auditors' report on
the internal control structure and compliance with applicable laws and regulations and findings and responses, are
included in the Government Auditing Standards section of this report.

REPORTING ENTITY AND ITS SERVICES:

The Warren County (Pequest River) Municipal Utilities Authority is a public body corporate and politic of the State
of New Jersey governed by nine members appointed by the Warren County Board of Chosen Freeholders.

The Authority was created in 1969 and reorganized in 1978 under and pursuant to the State Municipal Utilities
Authorities Law (P.L. 1957, Chap. 183).

The Warren County (Pequest River) Municipal Utilities Authority was created to provide for the acquisition,
construction, maintenance, operation and improvement of facilities for the collection, treatment, purification or
disposal of sewage or other wastes for the purpose of relieving waters of pollution within the Authority's area of
service. The Authority is authorized to collect service charges for connection with, and for use of, the Authority
services and products. The Authority bills the customers for such usage under their respective service contracts.

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



The Honorable Chairiman and Members
of the Warren County (Pequest River)
Municipal Utilities Authority

Page 2

March 20, 2013

REPORTING ENTITY AND ITS SERVICES: (Cont’d)

Governmental Accounting Standards Board Codification Section 2100, “Defining the Financial Reporting Entity"
establishes standards to determine whether a governmental component unit should be included in the financial
reporting entity. The basic criterion for inclusion or exclusion from the financial reporting entity is the exercise of
oversight responsibility over agencies, boards and commissions by the primary government. The exercise of
oversight responsibility includes financial interdependency, selection of governing authority, designation of
management, ability to significantly influence operations, and accountability for fiscal matters,

Although the Frecholders of Warren County initially appoint the governing members of the Authority and the County
has secured the payment of the Authority's bonds and loans, the Authority is autonomous from the County in all other
pertinent matters concerning oversight responsibility. Accordingly, the Authority is not considered a component unit
of the County of Warren.

General Trends and Significant Events
During 2012, the Authority experienced the following:

e Both sewer plants operated without any major breakdowns or violations.

e During 2012, the Authority initiated the process of designing and securing financing for the Oxford
WWTF Upgrade as required by the NJDEP. Construction on this project is scheduled to begin in the third
quarter of 2013.

¢ The Warren County Pollution Control Financing Authority (“ the PCFA™) continues to discharge the
effluent from the facility into the Authority’s Oxford Treatment plant. The flow from the PCFA plant
continues to generate significant revenue for the PRMUA,

» The Authority weathered the Hurricane Sandy event at both locations without any major disruptions of
operations. Qur back-up generator failed at different times and the rental unit that we secured serviced
both locations during those emergencies. Our Operations and Administrative Staff were prepared and they
performed their responsibilities admirably.

CASH MANAGEMENT: The investment policy of the Authority is guided in large part by state statute as detailed in
"Notes to the Financial Statements”, Note 6. The Authority has adopted a cash management plan which requires it to
deposit public funds in public depositories protected from loss under the provisions of the Governmental Unit Deposit
Protection Act ("GUDPA"). GUDPA was enacted in 1970 to protect Governmental Units from a loss of funds on
deposit with a failed banking institution in New Jersey. The law requires governmental units to deposit public funds
only in public depositories located in New Jersey, where the funds are secured in accordance with the Act.

RISK MANAGEMENT: The Authority carries various forms of insurance, including but not limited to general
liability, excess liability, automobile liability and comprehensive/collision, hazard and theft insurance on property,
contents, and fidelity bonds.
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OTHER INFORMATION:

Independent Audit - State statutes require an annual audit by independent certified public accountants or registered
municipal accountants. The accounting firm of Nisivoccia LLP, CPAs, was selected by the Authority. The auditors’
report on the financial statements is included in the financial section of this report.

ACKNOWLEDGEMENTS:

We would like to express our appreciation to the members of the Warren County (Pequest River) Municipal Utilities
Authority for their concern in providing fiscal accountability to the citizens of Warren County and thereby
contributing their full support to the development and maintenance of our financial operation. The preparation of this
-report could not have been accomplished without the efficient and dedicated services of our financial and accounting
staff,

Respectfully submitted, ﬂ
Charles Houck E. Chad Chamberlain

Authority’s Chief Financial Officer Chairman
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Independent Auditors' Report

The Honorable Chairman and Members
of the Warren County (Pequest River)
Municipal Utilities Authority

Belvidere, NJ

Report on the Financial Statements

We have audited the accompanying financial statements of the Pequest River Municipal Utilities Authority, (the
"Authority™), as of and for the years ended December 31, 2012 and 2011, and the related notes to the financial
statements, as listed in the foregoing 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.

Auditors’ Responsibility

Our responsibility is to express opinions on these financial statements based on our audits. We conducted our audits in
accordance with auditing standards generally accepted in the United States of America, andit requirements prescribed
by the Division of Local Government Services, Department of Community Affairs, State of New Jersey (the
"Division"), and the standards applicable to financial audits contained in Government Auditing Standards, issued by
the Comptroller General of the United States. 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 Authority’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 Authority’s internal control. Accordingly, we express no such
opinion. An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall presentation of the financial
statements.

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

wawnisivoccia.com
Indapendent Member of BKR international
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Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of the Authority as of December 31, 2012 and 2011, and the respective 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
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis be presented to supplement the financial statements. Such information, although not
a part of the 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 financial statements, and other knowledge we obtained during our audit of the 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 opinions on the financial statements that collectively
comprise the Authority’s financial statements. The supplementary data schedules listed in the table of
contents and the other information in the introductory section are presented for purposes of additional
analysis and are not a required part of the financial statements. The accompanying schedules of expenditures
of federal and state awards, as required by the U. S. Office of Management and Budget Circular A-133,
Audits of States, Local Governments, and Non-profit Organizations; and New Jersey’s OMB Circular 04-04,
Single Audit Policy for Recipients of Federal Grants, State Grants and State Aid, are presented for purposes
of additional analysis and are not a required part of the financial statements.

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

“The introductory section has not been subjected to the auditing procedures applied in the audit of the
financial statements, and accordingly, we do not express an opinion or provide any assurance on it.
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Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated March 20, 2013 on
our consideration of the 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 am audit performed in accordance with
Government Auditing Standards in considering the Authority’s internal control over financial reporting and
compliance.

Mt. Arlington, New Jersey
March 20, 2013 NISIVOCCIA LLP

William F. Schroeder
Registered Municipal Accountant #452
Certified Public Accountant

Ly



MANAGEMENT DISCUSSION AND ANALYSIS (UNAUDITED)

This section presents management’s analysis of the Authority’s financial condition and activities for the year. This
information should be read in conjunction with the financial statements.

Financial Highlights

Management believes the Authority’s financial position to be strong for a small county utility. The Authority is
functioning within its stringent financial policies and guidelines set forth by the Authority members. Following is a
list of key highlights for 2012:

¢ The Authority reduced the principal outstanding on the 2003 revenue refunding bonds by $435,000,
leaving a balance of $1,970,000.

¢ The principal paid on the 2002 trust loan was $100,000, and the balance is $1,281,397. The principal
paid on the 2002 fund loan was $112,115, and the balance is $1,126,004. The principal paid on the 2003
trust loan was $50,000, and the balance is $710,000. The principal paid on the 2003 fund loan was
$52,163 and the balance is $437,479.

e Sewer charges decreased $147,649 in 2012 or -5.44%. This decrease is mainly due to lower flow rates
from participating entities. Sewer Connection Fees increased $31,836 or 49.93% due to the increase in the

construction industry.

Overview of Annual Financial Report

The Management’s Discussion and Analysis (MD&A) serves as an introduction to, and should be read in conjunction
with the audited financial statements and supplementary information. The Management’s Discussion and Analysis
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 strategic plan, budget, and
other management tools were used for this analysis.

The financial statements report information about the Authority using full accrual accounting as utilized by similar
government activities. The financial statements include a statement of net position; a statement of revenues,
expenses, and changes in net position; a statement of cash flows; and notes to the financial statements. In addition,
there are several supplementary information schedules.

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 is 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 revenues, expenses, and changes in net position presents the resuits of the business
activities over the course of the 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.
Rate setting policies use different methods of cost recovery not fully provided for by generally accepted accounting
principles. The primary objectives of the rate model are to improve equity among customer classes and ensure that
capital costs are allocated on the basis of long-term requirements, ensuring that growth pays for growth.



Overview of Annual Financial Report (Cont’d)

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 nofes 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 concerning the Authority’s
accounting policies, significant account balances and activities, material risks, obligations, commitments,
contingencies and subsequent events, if any.

The supplementary information schedules provide detailed comparison of budget to actual expenses, as well as
important debt coverage data.

Financial Conditions

The Authority is in excellent shape to meet future financial demands.

The Authority’s total net position increased from the prior year by $.76 million. The analysis below focuses on the
Authority’s net position (Table I) and changes in net assets (Table II) during the year.

Table I
Condensed Statement of Net Position
Increase/ Percent of
Restated (Decrease) Increase/
Dec. 31, 2012 Dec, 31,2011 from 2011 (Decrease)
Current and Other Assets $ 5557,572 $ 6,192,669 $ (635,097) (10.26%)
Capital Assets 9,275,126 8,616,563 658,563 T7.64%
Total Assets 14,832,698 14,809,232 23,466 0.16%
Deferred Outflows of
Resources 78,360 99,731 (21,371) (21.43%)
Current Liabilities 911,088 385,244 25,844 2.92%
Long-Term Liabilities 4,835,771 5,616,120 (780,349) (13.89%)
Total Liabilities 3,746,859 0,501,364 (754,505) (11.61%)
Deferred Inflows of
Resources 32,987 37,110 {4,123) (11.11%)
Invested in Capital Assets,

Net of Debt 5,549,470 2,214,055 3,335,415 150.65%
Unrestricted Net Position 1,956,166 4,667,894 (2,711,728) (58.09%)
Restricted Net Position 1,625,576 1,488,540 137,036 9.21%

Total Net Position $ 9,131,212 $ 8,370,489 $ 760,723 0.09%

Total net position increased 9.09%. This was mainly a result of normal business operations and reduction of debt
associated with capital assets.



Financial Conditions (Cont’d)

Changes in the Authority’s net position can be determined by reviewing the following condensed Statement of
Revenue, Expenses and Changes in Net Position for the year.

Table I
Condensed Statement of Revenue, Expenses and Changes in Net Position
Increase/ Percent of
Restated (Decrease) Increase/
Dec. 31, 2012 Dec, 31, 2011 from 2011 (Decrease)
Operating Revenue $ 2,668,257 $ 2,806,656 $ (138,399 (4.93%)
Nonoperating Revenue 17,646 18,074 (428) (2.37%)
Total Revenue 2,685,903 2,824,730 (138,827) (4.91%)
Operating Expenses:
Cost of Providing Services 1,116,879 1,295,893 (179,014) (13.81%)
Administrative and
General Expenses 169,206 158,844 10,362 6.52%
1,286,085 1,454,737 (168,652) (11.59%)
Depreciation 418,115 452,187 (34,072) (7.53%)
Nonoperating Expenses 220,980 244,110 (23,130) (9.48%)
Total Expenses 1,925,180 2,151,034 (225,854) (10.50%)
Change in Net Position 760,723 673,696 87,027 12.92%
Beginning Net Position 8,370,489 7,696,793 673,696 8.75%
Ending Net Position $ 9,131,212 $ 8,370,489 $ 760,723 9.09%

Results of Operations

Operating Revenues: The decrease in operating revenues is primarily due to sewer charges decreasing 5.44% from
2011. Nonoperating revenue decreased due to lower interest income as a result of lower interest rates.

Expenses: Operating expenses decreased 11.59% over 2011. The Authority maintains its policy of careful spending
to stay within the budget.

Budgetary Highlights: Over the course of the year, the Authority’s Board of Directors did not make any
amendments to the original budget.



Results of Operations (Cont’d)

Capital Assets: As of December 31, 2012, the Authority had $9.28 million invested in capital assets, including land,
vehicles and two 500,000 gallons per day wastewater treatment plants, four pumping stations and a sewer collection
system infrastructure. This amount represents an increase of $.659 million from the prior year. :

The following table summarizes the Authority’s capital assets, net of accumulated depreciation and changes therein,
for the year ended December 31, 2012, These changes are presented in detail in Note 2 to the financial statements.

Table 11T
Capital Assets, Net of Accumulated Depreciation
Increase/ Percent of
{(Decrease) Increase/
Dec. 31,2012  Dec. 31,2011 from 2011 (Decrease)
Land $ 52,000 $ 52,000
Plant, Equipment and Vehicles 20,699,693 20,692,390  $ 7,303 0.04%
Construction in Progress 2,269,166 1,199,791 1,069,375 89.13%
Total 23,020,859 21,944,181 1,076,678 4.91%
Less:
Accumulated Depreciation 13,745,733 13,327,618 418,115 3.14%
Capital Assets, Net of
Accumulated Depreciation $ 9,275,126 § 8,616,563 $ 658,563 7.64%

Long-term Debt: At year-end, the Authority had $5,524,880 in debt outstanding — a decrease of $749,278 from last
year — as shown in Table IV. (More detailed information about the Authority’s long-term liabilities is presented in
Note 5 to the financial statements.)

Table IV
Quistanding Long-Term Debt

(Decrease) Percent of
Dec. 31, 2012 Dec. 31, 2011 from 2011 Decrease
Wastewater Revenue Bonds Payable $ 1,970,000 $ 2,405,000 $  (435,000) -18.09%
NJ Environmental Infrastructure
Trust Loan Payable 1,991,397 2,141,397 (150,000) -7.00%
NI Environmental Infrastructure
Fund Loan Payable 1,563,483 1,727,761 (164,278) 9.51%
$ 5,524,880 $ 6,274,158 $ (749,278) -11.94%

Cash Flow Activity: The Cash and cash equivalents at year-end 2012 decreased by $644,992 from the previous year.
The Authority maintains an adequate cash balance to meet future emergencies and capital requirements.

Final Comments: During 2012 the Authority agreed to temporarily extend the contract with CP Engineers for plant
management and supervision, and entered into an agreement with Billy Wauhop & Associates in August of 2012 for
engineering and management of business and supervision of operations. The Authority still continues with shared
services with the County of Warren.



WARREN COUNTY (PEQUEST RIVER) MUNICIPAL UTILITIES AUTHORITY
COMPARATIVE STATEMENT OF NET POSITION
DECEMBER 31,2012 AND 2011

ASSETS 2012 2011
Current Assets:
Unrestricted Cash and Cash Equivalents $ 2,033,072 $ 2,048,332
Restricted Cash and Cash Equivalents 3,489,500 4,119,182
Total Cash and Cash Equivalents 5,522,572 6,167,564
Sewer Rents Receivable 35,000 24,842
Other Accounts Receivable 263
Total Current Assets 5,557,572 6,192,669
Noncurrent Assets:
Capital Assets, Net of Accumulated Depreciation 9,223,126 8,564,563
Land 52,000 52,000
Total Noncurrent Assets 9,275,126 8,616,563
Total Assets 14,832,698 14,809,232

Deferred Outflow of Resources
Unamortized Loss on Bond Refunding : 78,360 99,731

Total Deferred Outflow of Resources 78,360 99,731




WARREN COUNTY (PEQUEST RIVER} MUNICIPAL UTILITIES AUTHORITY

COMPARATIVE STATEMENT OF NET POSITION

DECEMBER 31, 2012 AND 2011

(Continued)

LIABILTTIES

Current Liabilities:
Accounts Payable - Vendors
Payroll Deductions Payable
Accrued Wages Payable
Accrued Interest Payable
Accrued Compensated Absences Payable
Developers' Escrow Payable
Wastewater Revenue Bonds Payable
NI Environmental Infrastructure Trust Loan Payable
NI Environmental Infrastructure Fund Loan Payable

Total Current Liabilities

Noncurrent Liabilities:
Wastewater Revenue Bonds Payable
NJ Environmental Infrastructure Trust Loan Payable
NI Environmental Infrastructure Fund Loan Payable
Unamortized Loan Premium

Total Noncurrent Liabilities
Total Liabilities

DEFERRED INFLOWS OF RESOURCES
Unamortized Gain on Bond Refunding
Total Deferred Inflow of Resources

NET POSITION

Invested in Capital Assets, Net of Related Debt
Restricted for:

Debt Service
Unrestricted

Total Net Position

2012 2011
$ 66,769 53,912
2,017 2,032

8,102 13,812

48,283 53,039
6,305 6,305

6,866 6,866
455,000 435,000
155,000 150,000
162,746 164,278
911,088 885,244
1,515,000 1,970,000
1,836,397 1,991,397
1,400,737 1,563,483
83,637 91,240
4,835,771 5,616,120
5,746,859 6,501,364
32,987 37,110
32,087 37,110
5,549,470 2,214,055
1,625,576 1,488,540
1,956,166 4,667,894
9,131,212.00 8,370,489.00

THE ACCOMPANYING NOTES TO THE FINANCIAL STATEMENTS
ARE AN INTEGRAL PART OF THIS STATEMENT



WARREN COUNTY (PEQUEST RIVER) MUNICIPAL UTILITIES AUTHORITY

COMPARATIVE STATEMENT OF REVENUE, EXPENSES

AND CHANGES IN NET POSITION

FOR THE YEARS ENDED DECEMBER 31. 2012 AND 2011

Operating Revenue:
Sewer Charges
Sewer Connection Fees
Other Revenue
Other Revenue-Grey Water

Total Operating Revenue

Operating Expenses:
Cost of Providing Services
Administrative and General Expenses
Depreciation

Total Operating Expenses
Operating Income

Nonoperating Revenue (Expenses):
Interest Income
Amortization of Bond Premium
Interest Expense

Total Nonoperating Revenue (Expenses)

Change in Net Position

Net Position, Beginning of Year

Net Position, End of Year

10

2012 2011

2,565,177 $  2712,826
95,596 63,760
7,200 21,547

284 8,523
2,668,257 2,806,656
1,116,879 1,295,893
169,206 158,844
418,115 452,187
1,704,200 1,906,924
964,057 899,732
10,043 10,471
7,603 7,603
(220,980) (244,110)
(203,334) (226,036)
760,723 673,696
8,370,489 7,696,793
9,131,212 $ 8370489

THE ACCOMPANYING NOTES TO THE FINANCIAL STATEMENTS
ARE AN INTEGRAL PART OF THIS STATEMENT



WARREN COUNTY (PEQUEST RIVER) MUNICIPAL UTILITIES AUTHORITY

COMPARATIVE STATEMENT OF CASH FLOWS

FOR THE YEARS ENDED DECEMBER 31,2012 AND 2011

Cash Flows from Operating Activities:
Cash Received from Customers
Other Receipts
Cash Paid to Suppliers and Employees (Including Grant Expenditures)

Net Cash Provided by Operating Activities

Cash Flows from Capital and Related Financing Activities:
Purchase of Capital Assets
Construction in Progress
Principal Paid on Revenue Bonds
Principal Paid on NJ Environmental Infrastructure Fund Loan
Interest Expense

Net Cash Used for Capital and Related Financing Activities

Cash Flows from Noncapital Financing Activities:
Transfer In
Transfers Out

Net Cash Used for Noncapital Financing Activities

Cash Flows from Investing Activities:
Interest on Investments

Net Cash Provided by Investing Activities
Net Increase (Decrease) in Cash and Cash Equivalents

Cash and Cash Equivalents - Beginning of Year

Cash and Cash Equivalents - End of Year

Reconciliation of Net Operating Income to Net Cash
Provided by Operating Activities:
Operating Income
Adjustments to Reconcile Operating Income to Net
Cash Provided by Operating Activities:
Depreciation
Changes in Net Assets:
(Increase)/ Decrease in Sewer Rents Receivable
{Increase) Decrease in Other Accounts Receivable
Increase (Decrease) in Accounts Payable
Increase (Decrease) in Payroll Deductions Payable
Increase (Decrease) in Accrued Wages Payable
Increase (Decrease) in Developers' Escrow Payable
Total Changes in Net Assets

Net Cash Provided By Operating Activities

11

2012 2011
$ 2,650,615 $ 2,785,451
7,747 30,017
(1,278,953) (1,463,245)
1,379,409 1,352,223
(7,302) (4,049)
(1,069,375) (297,442)
(435,000) (430,000)
(314,278) (302,430)
(208,489) (98,732)
(2,034,444) (1,132,653)
134,234 19,812
(134,234) (19,812)
10,043 10,471
10,043 10,471
(644,992) 230,041
6,167,564 5,937,523
$ 5,522,572 $ 6,167,564
964,057 899,732
418,115 452,187
(10,158) 8,864
263 (53)
12,857 (16,202)
(15) 425
(5,710) 7,267
3
415,352 452,491
$ 1,379,409 § 1,352,223

THE ACCOMPANYING NOTES TO THE FINANCIAL STATEMENTS
ARE AN INTEGRAL PART OF THIS STATEMENT



Note 1 -

12
WARREN COUNTY (PEQUEST RIVER) MUNICIPAL UTILITIES AUTHORITY
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2012

Organization and Summary of Significant Accounting Policies

The Warren County (Pequest River) Municipal Utilities Authority is a public body corporate and
politic of the State of New Jersey governed by nine members appointed by the Warren County
Board of Chosen Freecholders.

The Authority was created in 1969 and reorganized in 1978 under and pursuant to the State
Municipal Utilities Authorities Law (P.L. 1957, Chap. 183).

The Warren County (Pequest River) Municipal Utilities Authority was created to provide for the
acquisition, construction, maintenance, operation and improvement of facilities for the collection,
treatment, purification or disposal of sewage or other wastes for the purpose of relieving waters of
pollution within the Authority's area of service. The Authority is authorized to impose and to
collect service charges for connection with, and for use of, the Authority services and products.
The Authority bills the customers for such usage under their respective service contracts.

A. Basis of Presentation and Accounting

The Authority utilizes the accrual basis of accounting whereby revenue is recorded as earned
and expenses are reflected as the liability is incurred. Operating revenue, such as charges for
services result from exchange transactions associated with the principal activity of the
Authority. Exchange transactions are those in which each party receives and gives up
essentially equal value. Nonoperating revenue, such as subsidies and investment earnings,
results from nonexchange transactions or ancillary activities. Nonexchange transactions, in
which the Authority gives or receives value without directly receiving or giving equal value
in exchange, generally do not occur, with the exception of investment earnings.

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 costs (expenses, including depreciation) of providing goods or services to the general
public on a continuing basis be financed or recovered primarily through user changes; or (b)
where the governing body has decided that periodic determination of revenue earned and/or
expenses incurred is appropriate for capital maintenance, public policy, management control,
accountability, or other purposes.
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WARREN COUNTY (PEQUEST RIVER) MUNICIPAL UTILITIES AUTHORITY

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2012
(Continued)

Note 1 -  Organization and Summary of Significant Accounting Policies (Cont’d)

A.

Basis of Presentation and Accounting (Cont’d)

The accounting and financial reporting treatment applied to the Authority is determined by
its measurement focus. The government-wide financial statements are reported using the
economic measurement focus and the accrual basis of accounting. The transactions of the
Authority are accounted for on a flow of economic resources measurement focus, With
this measurement focus, all assets, all deferred outflows of resources and all liabilities and
deferred inflows of resources associated with the operations are included on the Statement
of Net Position. Net position (i.e., totals assets and deferred outflows of resources and net
of total liabilities and deferred inflows of resources) are segregated into “net investment in
capital assets, net of related liabilities”; “restricted” and “unrestricted” components.

Reporting Entit

Governmental Accounting Standards Board publication Codification of Governmental
Accounting and Financial Reporting Standards section 2100, "Defining the Financial
Reporting Entity”, establishes standards to determine whether a governmental component
unit should be included in the financial reporting entity. The basic criterion for inclusion
or exclusion from the financial reporting entity is the exercise of oversight responsibility
over agencies, boards and commissions by the primary government. The exercise of
oversight responsibility includes financial interdependency, selection of governing
authority, designation of management, ability to significantly influence operations, and
accountability for fiscal matters. The Authority is a legally separate organization.
Financial transactions are processed and accounted for by the Authority's financial
administration.  Although the Freeholders of Waimren County initially appoint the
governing members of the Authority and the County has secured the payment of the
Authority’s bonds and loans, the Authority is autonomous from the County in all other
pertinent matters concerning oversight responsibility. Accordingly, the Authority is not
considered a component unit of the County of Warren under the provisions of
Governmental Accounting Standards Boards, Codification Section 2100.
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WARREN COUNTY (PEQUEST RIVER) MUNICIPAL UTILITIES AUTHORITY

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2012
{Continued)

Organization and Summary of Significant Accounting Policies (Cont’d)

B.

Grants

Recognition of revenue from grants is based on the accrual basis of accounting. Grant
funds received before costs are incurred are deferred.

Grant related expenditures incurred in advance of receipt of grant funds result in the
recording of receivables and revenue. Grants not externally restricted and utilized to finance
operations are identified as nonoperating revenue. The Authority was not awarded any
grants in either 2011 or 2012.

Inventories

The cost of inventories of supplies are recorded as expenditures at the time individual items
are purchased, since they are immaterial to the financial position and results of operations.

Cash and Cash Equivalents

Amounts include petty cash, amounts on deposit, and short-term investments with original
maturities of three months or less.

Investments

Investments are stated at cost which approximates market. The Authority classifies
certificates of deposit which have original maturity dates of more than three months but less
than twelve months from the date of purchase, as investments. The Authority's investments
are limited by the 1993 and 2003 Bond Resolutions to obligations of or guaranteed by the
federal government and bank certificates of deposit.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date
of the financial statements and the reported amounts of revenue and expenses during the
reporting period. Actual results could differ from the estimates.

Compensated Absences

Compensated absences are accrued and reported as a liability in the period earned. The
balance as of December 31, 2012 was $6,305, which is included on the Statement of Net
Assets as a current liability.
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WARREN COUNTY (PEQUEST RIVER) MUNICIPAL UTILITIES AUTHORITY
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2012
{(Continued)

Note 1 -  Organization and Summary of Significant Accounting Policies (Cont’d)

H. Revenue Recognition

The Authority has service agreements with several other local government agencies.
Customers are billed quarterly based on estimates resulting from prior years actual usage.
First quarter bills each year are adjusted, if necessary, for actual usage of the prior year.
Revenue is recorded net of any discounts, assessments or abatements, if applicable.

1. Net Position
Equity is classified as net position and displayed in three components:

1)  Net investment in capital assets - consists of capital assets, net of accumulated
depreciation and reduced by the outstanding balances of any bonds and loans that are
attributable to the acquisition, construction, or improvement of those assets.

2)  Restricted — consists of constraints placed on net position use through external
constraints imposed by the 1993 and 2003 Bond Resolutions.

3)  Unrestricted — net amount of the assets, deferred outflows of resources, liabilities, and
deferred inflows of resources that are not included in the determination of net
investments in capital assets or the restricted component of net position.

J.  Allowance for Uncollectible Accounts
All receivables are reported at their gross values and, where appropriate, are reduced by the
estimated portion that is expected to be uncollectible. The allowance is established at the
discretion of management of the Authority as deemed necessary based on prior collection
history.

K. Restricted Accounts

In accordance with the 1993 and 2003 Bond Resolutions, the Authority has established the
following cash and investment accounts for the deposit, in the priority of the order listed, of
all revenue received by the Authority:

Account Amount Use for which Restricted

Construction  Proceeds of debt issued and construction Construction cost of the system.
grants-in-aid

Revenue All revenue received by the Authority Authorized operating expenses
and, as of the first day of each
month, transfers to the various
accounts described below.

Sinking Amount needed to equal Sinking Fund For purchase or the redemption
requirement of the Bonds for which the account
is maintained.
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WARREN COUNTY (PEQUEST RIVER) MUNICIPAL UTILITIES AUTHORITY

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2012
(Continued)

Organization and Summary of Significant Accounting Policies (Cont’d)

K. Restricted Accounts (Cont’d)

Account

Amount

Bond Service  Amount needed to pay matured
(Current Debt) principal interest plus principal and

interest due on or before the following

January 1st

Bond Reserve  Amount needed to equal the greatest

(Future Debt
Service)

Renewal and

Replacement

General To any extent

Capital Assets

amount of debt service due in any year.

Amount needed to increase the balance
to equal the renewal and replacement
requirements as defined by the resolution.

Use for which Restricted

Principal and interest on the Bonds.

Transfers to meet the minimum levels
required in the Bond Service or
Sinking Accounts. Any excess may
be transferred into the Revenue
Account.

Transfers to meet minimum levels
required in the Bond Service, Sinking
or Bond Reserve Accounts or major
repairs, renewal and extensions

of the system.

Transfer into the Bond Reserve
Account the amount needed to increase
the amount in the account so that it
equals such Bond Reserve requirement.

Capital assets are recorded at cost and consisted of the following, as of December 31, 2011 and

2012:

Capital Assets to be depreciated
Plant and Equipment
Vehicles
Total Capital Assets to be depreciated
Capital Assets not to be depreciated
Land
Construction-in-Progress
Total Capital Assets
Accumulated Depreciation

Capital Assets (Net)

Dec. 31, 2011 Additions Deletions Dec. 31, 2012
$20,509,448 7,303 $20,516,751
182,942 182,942
20,692,390 7,303 20,699,693
52,000 52,000
1,199,791 1,069,375 2,269,166
21,944,181 1,076,678 23,020,859

(13,327,618) (418,115 (13,745,733)
$ 8,616,563 $ (410,812) $ -0- $ 9,275,126
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WARREN COUNTY (PEQUEST RIVER) MUNICIPAL UTILITIES AUTHORITY
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2012
(Continued)

Capital Assets (Cont’d)

Property and equipment are recorded at cost. Depreciation is provided on the straight-line
method over the estimated useful lives of the respective assets. Maintenance and repairs are
charged to expense as incurred; major renewals and betterments are capitalized. Capital assets
have been reviewed for impairments.

Major classes of property, plant and equipment and their estimated useful lives are summarized
below:

Vehicles 6 Years
Land Improvements 20 Years
Buildings 45 Years
Communications, Business and Computer Equpiment 2-15 Years
Machinery and Tools 15 Years
Appliances 10 Years
Lab/Science/Engineering Equipment 10 Years
Fumiture and Accessories 20 Years
Grounds and Agricultural Equipment 15 Years
Sewer/Water/Electric Equipment 30 Years

Construction-in-Progress

As of December 31, 2012, the Authority continues to move forward with plans to upgrade its
Oxford water treatment facilities, as well as conducting a leachate study and interceptor
evaluation with cumulative costs totaling $2,269, 166.

Pension

Authority employees are enrolled in a cost sharing multiple-employer public employee
retirement system: the Public Employees’ Retirement System (PERS) The State of New Jersey
sponsors and administers this plan which cover substantially all Authority employees. As a
general rule, all full-time employees are eligible to join the Public Employees' Retirement
Systems.

Employees who are members of PERS and retire at a specified age according to the relevant
tier category for that employee are entitled to a retirement benefit based upon a formula which
takes “final average salary” during years of creditable service. Vesting occurs after 8 to 10
years of service.
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WARREN COUNTY (PEQUEST RIVER) MUNICIPAL UTILITIES AUTHORITY
NOTES TO FINANCIAL STATEMENTS

YEAR ENDED DECEMBER 31, 2012
(Continued)

Pension (Cont’d)

The State of New Jersey, Department of the Treasury, Division of Pensions and Benefits, issues
publicly available financial reports that include the financial statements. and required
supplementary information of each of the above systems. The financial reports may be
obtained by writing to the State of New Jersey, Department of Treasury, Division of Pensions
and Benefits, P.O. Box 295, Trenton, New Jersey 08625-0295.

The contribution policy is set by New Jersey State Statutes and, in most retirement systems,
contributions are required by active members and contributing employers. Plan member and
employer contributions may be amended by State of New Jersey legislation. For PERS, the
contribution rate was 6.5% of base salary from October 1, 2011 thru June 30, 2012 and
increased to 6.64% effective July 1, 2012. Subsequent increases after October 1, 2011 are
being phased in over 7 years effective on each July Ist to bring the total pension contribution
rate to 7.5% of base salary as of July 1, 2018. Employers are required to contribute at an
actuarially determined rate. The actuarially determined employer contribution includes funding
for cost-of- living adjustments and noncontributory death benefits.

Authority contributions to PERS amounted to $30,659, $45,382, and $35,894 for 2012, 2011,
and 2010, respectively.

Long-Term Debt

NI Environmental Infrastructure Bonds or Loans

The Authority issued $5,550,000 NJ Environmental Infrastructure Refunding Bonds, Series
2003 on September 16, 2003. The bonds are being issued to provide funds: (1) to currently
refund a portion of the principal amount of NJ Environmental Infrastructure Refunding Bonds,
Series 1993, which have been issued by the Authority for or with respect to the Authority’s
sewerage system (the “System’) and which are presently outstanding, and (2) to pay the costs
and expenses incurred by the Authority in connection with the authorization, issuance and
delivery of the bonds.

The 2003 Bonds are general obligations of the Authority payable from revenues derived by the
Authority from its ownership and operation of the sewerage system, including all service
charges, fees, rents and charges and other income. Substantially all revenues are derived by
imposing service charges under the terms of separate service contracts with certain customers,
for sewer services provided by the Authority. The Authority also has entered into a contract
(the “Deficiency Advance Contract™) with the County of Warren (the “County”) in which the
County will pay the Authority an amount (the “Deficiency Advance”) equal to the deficiency
between its expenses and its revenues.
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NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2012
(Continued)

Note 4 - Long-Term Debt (Cont’d)

NI Environmental Infrastructure Bonds or Loans (Cont’d)

The Authority has no power to levy or to collect taxes, and the Bonds are not a debt or a
liability of the County, of the State or any political subdivision thereof, except the Authority.

Maturity Schedule Giving Effect to the
"NJ Environmental Infrastructure Refunding Bonds. Series 2003"

Interest

Year Rate Principal Interest Total
2013 4.,000% 3 455,000 $ 81,219 $ 536,919
2014 4.250% 475,000 63,719 538,719
2015 4.125% 535,000 43,531 578,531
2016 4.250% 505,000 21,462 526,462
1,970,000 210,631 2,180,631
Less: Short-Term Portion 455,000 (101,493) 353,507
Long-Term Portion $ 1,515,000 $ 312,124 $ 1,827,124

On October 15, 2002, the Authority entered into two loan agreements with the State of New
Jersey, acting by and through the NJ Department of Environmental Protection Fund (the
"Fund"), and the NJ Environmental Infrastructure Trust (the "Trust"), in the aggregate amount
of $4,300,000, which represents direct obligations of the Authority. The loan agreements were
obtained to finance the cost of the Belvidere wastewater treatment plant upgrade.

Principal payments to the Fund amounted to $112,115 in 2012, and will continue on a
semiannual basis over the next 15 years at zero interest. Principal payments to the Trust
amounted to $100,000 in 2012, and will continue on an annual basis over the remaining 10
years.

On October 15, 2003, the Authority entered into two supplemental loan agreements with the
State of New Jersey, acting by and through the NJ Department of Environmental Protection
Fund (the “Fund”), and the NJ Environmental Infrastructure Trust (the “Trust™), in the
aggregate amount of $2,054,515, which represents direct obligations of the Authority. The
loan agreements were obtained to finance the additional costs of the Belvidere wastewater
treatment plant upgrade.

The NI Environmental Infrastructure Trust Fund receivable balance was $0 at December 31,
2012, Principal payments amounted to $52,163 in 2012, will continue on a semi-annual basis
over the next 10 years at zero interest. Principal payments to the Trust amounted to $50,000 in
2012, and will continue on an annual basis over 10 years,
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WARREN COUNTY (PEQUEST RIVER) MUNICIPAL UTILITIES AUTHORITY

NOTES TO FINANCIAL STATEMENTS

YEAR ENDED DECEMBER 31, 2012

(Continued)

Long-Term Debt (Cont’d)

NJ Environmental Infrastructure Bonds or Loans (Cont’d)

The Trust loans were issued at a premium totaling $159,670 and is being amortized over the life
of the loan on the straight-line basis. $7,603 was amortized in 2012 and $7,603 for 2011. The

unamortized loan premium balance was $83,637 at December 31, 2012.

The New Jersey Environmental Infrastructure Trust, NJ Environmental Infrastructure
Refunding Bonds, Series 2007B were issued to refund the New Jersey Environmental
Infrastructure Trust 2002A. The gain on the current refunding of $53,650 is being amortized
over the life of the issue of 13 years on a straight-line basis. $4,123 and $4,123 was amortized
in 2012 and 2011. The unamortized loan premium balance was $32,987 at December 31, 2012.

Maturities of Loans

Outstanding Dec. 31, 2012 Interest Balance
Purpose Date Amount Rate Dec. 31, 2012
Trust Loan - 2002/ 8/1/2013 $ 105,000 5.25% $ 1,281,397
Refunding- 2007A 8/1/2014 110,000 5.25%
8/1/2015 109,760 5.25%
8/1/2016 119,112 5.00%
8/1/2017 123,638 5.00%
8/1/2018-8/1/2022 713,887 5-4.75%
Trust Loan - 2003 8/1/2013 50,000 5.00% 710,000
8/1/2014 55,000 5.00%
8/1/2015 55,000 4.00%
8/1/2016 60,000 4.00%
8/1/2017 60,000 4.20%
8/1/2018-8/1/2022 350,000 4.5%- 5%
8/1/2023 80,000 4.75%
1,991,397
Less: Short-Term Portion 155,000
Long-Term Portion $ 1,836,397
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WARREN COUNTY (PEQUEST RIVER) MUNICIPATL UTILITIES AUTHORITY
NOTES TO FINANCIAI. STATEMENTS
YEAR ENDED DECEMBER 31, 2012
(Continued)

Note 4 - Long-Term Debt (Cont’d)

NJ Environmental Infrastructure Bonds or Loans (Cont’d)

Maturities of Loans

Outstanding Dec. 31, 2012 Interest Balance
Purpose Date Amount Rate Dec. 31, 2012
Fund Loan - 2002 2/1/2013 $ 21,811 -0-% $ 1,126,004
8/1/2013 90,304
2/1/2014 20,014
8/1/2014 91,767
2/1/2015 18,130
8/1/2015 93,145
2/1/2016 16,255
8/1/2016 97,793
2/1/2017 14,216
8/1/2017 99,016
2/1/2018-2/1/2022 563,553

Maturities of Loans

Outstanding Dec. 31, 2012 Interest Balance
Purpose Date Amount Rate Dec. 31,2012

Fund Loan - 2003 2/1/13 $ 9,995 -0-% b 437,479
8/1/13 40,636
2/1/14 9,229
8/1/14 42,934
2/1/15 8,386
8/1/15 42,091
2/1/16 7,712
8/1/16 44,481
211717 6,977
8/1/17 43,746
2/1/2018-2/1/21 181,292

1,563,483

Less: Short-Ferm Portion 162,746

Long-Term Portion $ 1,400,737
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WARREN COUNTY (PEQUEST RIVER) MUNICIPAL UTILITIES AUTHORITY
NOTES TO FINANCIAL STATEMENTS

YEAR ENDED DECEMBER 31, 2012
(Continued)

Note 5 - Cash and Cash Equivalents and Investments

Cash and cash equivalents include petty cash, amounts in deposits, money market accounts, and
short-term investments with original maturities of three months or less.

Investments are stated at cost, which approximates market. The Authority classifies certificates
of deposit which have original maturity dates of more than three months but less than twelve
months from the date of purchase, as investments.

GASB Statement No. 40, Governmental Accounting Standards Board Deposit and Investment
Risk Disclosures, requires disclosure of the level of custodial credit risk assumed by the
Authority in its cash, cash equivalents and investments, if those items are uninsured or
unregistered. Custodial risk is the risk that in the event of bank failure, the government’s
deposits may not be returned.

Interest Rate Risk — In accordance with its cash management plan, the Authority ensures that
any deposit or investments matures within the time period that approximates the prospective
need for the funds, deposited or invested, so that there is not a risk to the market value of such
deposits or investments.

Credit Risk — The Authority limits its investments to those authorized in its cash management
plan which are permitted under state statutes as detailed on the following page.

Deposits:

New Jersey statutes require that authorities deposit public funds in public depositories located
in New Jersey which are insured by the Federal Deposit Insurance Corporation, or by any other
agency of the United States that insures deposits made in public depositories. Authorities are
also permitted to deposit public funds in the State of New Jersey Cash Management Fund.

New Jersey statutes require public depositories to maintain collateral for deposits of public
funds that exceed insurance limits as follows:

The market value of the collateral must equal 5% of the average daily balance of
collected public funds on deposit.

In addition to the above collateral requirement, if the public funds deposited exceed 75% of the
capital funds of the depository must provide collateral having market value at least equal to
100% of the amount exceeding 75%.

All collateral must be deposited with the Federal Reserve Bank, the Federal Home Loan Bank
Board or a banking institution that is a member of the Federal Reserve System and has capital
funds of not less than $25,000,000.
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WARREN COUNTY (PEQUEST RIVER) MUNICIPAE, UTILITIES AUTHORITY

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2012
(Continued)

Cash and Cash Equivalents and Investments (Cont’d)

Investments:

New Jersey statutes permit the Authority to purchase the following types of securities:

(1)

2)
3

C))

&)

(6)

(7
®

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

Government money market mutual funds;

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;

Bonds or other obligations of the local unit or bonds or other obligations of school
districts of which the local unit is a part or within which the school district is
located;

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 local units;

Local government investment pools;

Deposits with the State of New Jersey Cash Management Fund; or

Agreements for the repurchase of fully collateralized securities if:

(a) the underlying securities are permitted investments pursuant to paragraphs
(1) and (3) above;

(b) the custody of collateral is transferred to a third party;
(c) the maturity of the agreement is not more than 30 days;

(d) the underlying securities are purchased through a public depository as
defined in statute; and

(e) a master repurchase agreement providing for the custody and security of
collateral is executed.
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WARREN COUNTY (PEQUEST RIVER) MUNICIPAL UTILITIES AUTHORITY

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2012

{Continued)

Cash and Cash Equivalents and Investments (Cont’d)

As of December 31, 2012, cash and cash equivalents and investments of the Warren County
(Pequest River) Municipal Utilities Authority consisted of the following:

Account

Unrestricted

Restricted:
General
Bond Service
Bond Reserve
Revenue
Renewal and
Replacement
Construction

Cash and Cash Equivalents

Cash on

Hand and Money Investments
Checking Market Certificate
Accounts Funds of Deposits Totals
$ 170,484 $ 1,862,588 § 2,033,072
$ 521,596 521,596
222,521 222,521
578,536 578,536
152,030 424,501 576,531
1,002,308 1,602,308
588,008 588,008
$ 322,514 $3,337.470 $ 1,862,588 $ 5,522,572

The carrying amount of the Authority's cash and cash equivalents and investments at December
31, 2012, was $5,522,572, and the bank balance was $5,518,651. The Authority did not hold
any investments other than certificates of deposits.

Amounts Reguired by Bond Resolutions

The following cash and investment accounts are required by the Authority's bond resolutions:

Bond and Service Account

Cash and Investments on Hand

Excess

Bond Reserve Account

Cash and Investments on Hand

Excess

Renewal and Replacement Account

Cash and Investments on Hand

Excess

$ 222,521
222,521

$ 0-

$ 578,536
578,536

$ -0-

$1,002,308
1,002,308

$ -0-
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NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2012
(Continued)

Deferred Outflow of Resources

During 2003, the Authority issued Wastewater Revenue Refunding Bonds, Series 2003 for
$5,550,000 with interest rates ranging from 2.00% to 4.50%. These bonds were issued to
provide funds: (1) to currently refund $5,365,000 of the outstanding principal amount of
Wastewater Revenue Refunding Bonds, Series 1993 maturing in the years 2005 to 2016, which
were originally issued by the Authority to permanently finance a portion of the cost of the
System, including two wastewater treatment plants, interceptor sewers and other facilities in the
Service Area (the “Refunding Project™), and (2) to pay the costs and expenses incurred by the
Authority in connection with the authorization, issuance and delivery of the bonds. The net
proceeds of $5,404,298 (after payment of $145,702 in underwriting fees and other issuance
costs) shall be deposited by the Trustee into a special fund or account (the “Escrow Fund™)
created under the Escrow Deposit Agreement. This amount when invested in direct, non-
callable United States Treasury Obligations will produce sufficient funds when needed, to pay
the principal of, redemption premium and interest on, the refunded bonds. As a result, the 1993
Bonds are considered to be defeased, and the liability for those bonds has been removed from
the Statement of Net Position.

Although the current refunding resulted in the recognition of an accounting loss of $277,823
for the year ended December 31, 2003, the Authority reduced its aggregate debt service
payments by approximately $397,000 over the next 13 years, and obtained an economic gain
(difference between the present values of the old and new debt service payments) of
approximately $299,500.

The loss on the current refunding of $277,823 is being amortized as a part of interest expense
over the remaining life of the issue of 13 years on a straight-line basis. Amortization of the loss
for 2012 was $21,371 and for 2011 was $21,372. The unamortized loss on bond refunding
balance was $78,360 at December 31, 2012.

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. Health
benefits are provided to employees through the State of New Jersey health benefits plan.

The Authority is currently a member of the New Jersey Utility Authorities Joint Insurance
Fund (the "Fund"). The Fund is both an insured and self-administered group of local utility
authorities established for the purpose of providing low-cost insurance coverage for the
members in order to keep local user fees and charges at a minimum for the local utility
authorities who form the membership of the joint insurance fund.
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Note &: Risk Management (Cont'd)
The following coverages are offered by the Fund to its members:

a) Workers' Compensation and Employers’ Liability
b) Liability Other than Motor Vehicles

¢) Property Damage Other than Motor Vehicles

d) Motor Vehicle

e) Environmental

As a member of the Fund, the Authority could be subject to supplemental assessments in the
event of deficiencies. If the assets of the Fund were to be exhausted, members would become
responsible for their respective shares of the Fund’s liabilities.

The Fund can declare and distribute dividends to members upon approval of the State of New
Jersey Department of Banking and Insurance. These distributions are divided amongst the
members in the same ratio as their individual assessment relates to the total assessment of the
membership body.

The December 31, 2012 audit report of the Fund is not filed as of the date of this audit.
Selected, summarized financial information for the Fund as of December 31, 2011 is as
follows:

NJ Utility Authorities
Joint Insurance
Fund
Dec. 31, 2011

Total Assets 12,950,561
6,885,503
9,333,741

$
$
$
Total Expenses $ 7,508,092
$
$

Net Position

Total Revenue

Change in Net Position 807,204

-0-

Members Dividends




Note 8:
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(Continued)

Risk Management {Cont'd)

Financial statements for the Fund are available at the offices of the Fund’s Executive Director:

New Jersey Utility Authorities Joint Insurance Fund
PERMA Risk Management Services

9 campus Drive, Suite 16
Parsippany, NJ 07054-4412
(201) 587-0555

New Jersey Unemployment Compensation Insurance

The Authority has elected to fund its New Jersey Unemployment Compensation Insurance
under the “Contributory Method”. Under this plan, the Authority is required to remit employee
withholdings to the State on a quarterly basis. All of the Authority’s claims are paid by the
State.

Note 9: 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 Pension 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.

The SHBP was extended to employees, retirees, and dependents of participating local public
employers in 1964. Local employers must adopt a resolution to participate in the SHBP.

Rules governing the operations 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 retirces and their covered
dependents.

The State Health Benefits Commission is the executive body by statute to be responsible for the
operations 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. The report may be obtained in writing to:

State of New Jersey Division of Pension and Benefits, P.O. Box 295, Trenton, NJ 08625-
0295.
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Note 9: Post-Retirement Benefits (Cont’d)

Note 10:

Note 11:

Participating employers are contractually required to contribute based on the amount of premiums
attributable to their retirees. Post-retirement medical benefits under the plan have been funded on
the pay-as-you-go basis sincel994. Prior to 1994, medical benefits were funded on an actuarial
basis.

Contributions to pay for the health benefits of participating retirees in the SHBP are billed to the
Authority on a monthly basis. The Authority’s portion of post-retirement benefits is funded on a
pay-as-you-go basis from the operating budget.

The Authority’s portion of post-retirement benefits is funded on a pay-as-you-go basis from the
operating budget. During 2012, the Authority had 1 employee who met eligibility requirements
and recognized expenses of approximately $10,115. In 2011, the Authority had 1 employee who
met eligibility requirements and recognized expenses of approximately $10,115.

Intraentity and Interfund Transfers

In the normal course of business, the Authority will from time to time authorize advances between
accounts. During 2012, the Authority transferred $134,234 among restricted and unrestricted
accounts based on the bond provisions. There were no advances outstanding as of December 31,
2012.

Contractual Commitments

The Authority has entered into several contracts in the normal course of its business operations to
provide sewer service for its customers including other local governments. Below is a summary of
the significant contracts or agreements:

¢ The Authority has a three year contract with Russell Reid for transportation of liquid sludge
for ultimate disposal. The cost for this service is $0.0476 per gallon to PUSC or $0.0376 per
gallon to Par-Troy Hills Sewer Authority.

e The Authority has an ongoing contract with Passaic Valley Sewerage Commissioners for
disposal services of residual sludge waste. The cost of this service is $0.04 per gallon from
the Belvidere plant, and $0.04 per gallon from the Authority’s Oxford plant.

e The Authority has a contract with Main Pool & Chemical Co., Inc. for chemicals used in the
process of treating wastewater

o The Authority has sewer service agreements with other local government agencies, namely;

1. The Town of Belvidere

2. Oxford Township

3. The County of Warren

4. Pollution Control Financing Authority of Warren County
5. White Township

® The Authority holds sewer service agreements with several private entities, namely;

1. Country View Village
2. Windtryst Apartments
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NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2012

(Continued)

Note 12: Accounts Payable and Accrued Expenses

Accounts payable and accrued expenses were as follows:

Vendors

Payroll Deductions Payable

Accrued Wages Payable

Accrued Interest Payable

Accrued Compensated Absences Payable
Developers' Escrow Payable

Total

Note 13: Environmental Matters

2011

2,032
13,812
53,039

6,305

6,366

29

$ 53912

$ 135,966

The Authority’s past and present daily operations include activities which are subject to extensive
federal and state environmental regulations. Compliance with these regulations has not had, nor
does the Authority expect such compliance to have, any materiail effect upon expected capital
expenditures, net income, financial condition or competitive position of the Authority. The
Authority believes that its current practices and procedures comply with applicable regulations.
The Authority’s policy is to accrue environmental and related costs of a non-capital nature when it
is both probable that a liability has been incurred and that the amount can be reasonably estimated.

No such amounts have been accrued in these statements.

Note 14: Contingencies

The Authority is periodically involved in various lawsuits, claims, and grievances arising in the
normal course of business, including claims for personal injury and personnel practices, property
damage, and disputes over eminent domain proceedings. In the opinion of the General Counsel to
the Authority, payment of claims by the Authority, for amounts not covered by insurance, in the
aggregate, are not expected to have a material adverse effect on the Authority’s financial position.

The Authority has participated in federal and state assisted grant programs in the past. These
programs are subject to financial and compliance audits by the grantors or their representatives, In
the opinion of Authority Management, liabilities resulting from such disailowed expenditures, if

any, will not be material to the accompanying financial statements.
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(Continued)

Note 15: Prior Period Adjustment

The beginning balance at January 1, 2011 for Unrestricted Net Position was restated for
previously reported bond issuance costs. Previous to the implementation of GASB #65, Items
Previously Reported as Assets and Liabilities, in the current year, bond issuance costs were
recorded as assets on the Statement of Net Position and amortized over the life of the refunded
bonds. With the implementation of GASB#65, these issuance costs are reflected as expenses

in the year of a bond refunding.

Balance
Balance Retroactive 1/1/2011
1/1/2011 Adjustments Restated
Assets:
Unamortized Debt Issuance Costs $ 215,859.00 $ (215,859.00) -0-
Total Assets 8,832,422.00 (215,859.00) 8,616,563.00
Balance
Balance Retroactive 1/1/2011
1/1/2011 Adjustments Restated
Net Assets:
Unrestricted Net Assets $ 116,128.00 $(116,128.00) -0-
Unrestricted Net Position 6,998,077.00 (116,128.00) 6,881,949.00
Total Net Position 8.486,617.00 (116,128.00) 8,370,489.00
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Operating Revenue:
Sewer Charges
Sewer Connection Fees
Other Revenue
Other Revenue-Grey Water

Total Operating Revenue

Operating Expenses:
Costs of Providing Services
Administrative and General
Depreciation

Total Operating Expenses
Operating Income

Nonoperating Revenue
(Expenses):

Interest Income

Interest Expense

Amortization of Bond Premium

Income (Loss) Before
Transfers

SCHEDULE 1

10of2
WARREN COUNTY (PEQUEST RIVER) MUNICIPAL UTILITIES AUTHORITY
SCHEDULE OF REVENUE, EXPENSES AND CHANGES IN NET POSITION
RESTRICTED AND UNRESTRICTED
YEAR ENDED DECEMBER 31, 2012
WITH COMPARATIVE TOTALS FOR THE YEAR ENDED DECEMBER 31, 2011
Restricted Totals (Memo)
Bond Bond Renewal and For the Years Ended
Reserve Service Replacement General December 31,
Unrestricted Account Account Account Account 2012 2011
$ 2,565,177 $ 2,565,177 $ 2,712,826
05,596 95,596 63,760
7,200 7,200 21,547
284 284 8.523
2,668,257 2,668,257 2,806,656
1,116,879 1,116,879 1,295,893
169,206 169,206 158,844
418,115 418,115 452,187
1,704,200 1,704,200 1,906,924
964,057 964,057 899,732
7,241 $ 2 $ 24 $ 3 $ 2,773 10,043 10,471
(220,980) (220,980) (244,110)
7,603 7,603 7,603
757,921 2 24 3 2,773 760,723 673,696

[ ATNTAIHDS
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Transfers:
Designated per Bond
Sale Provisions
Increase/(Decrease) in Net Position

Net Position, Beginning of Year

Net Position, End of Year

SCHEDULE 1

20f2
WARREN COUNTY (PEQUEST RIVER) MUNICIPAL UTILITIES AUTHORITY
SCHEDULE OF REVENUE, EXPENSES AND CHANGES IN NET POSITION
RESTRICTED AND UNRESTRICTED
YEAR ENDED DECEMBER 31, 2012
WITH COMPARATIVE TOTALS FOR THE YEAR ENDED DECEMBER 31, 2011
(Continued)
Restricted Totals (Memo)
Bond Bond Renewal and For the Years Ended
Reserve Service Replacement General December 31,
Unrestricted Account Account Account Account 2012 2011
S (134234) $ 1) $ 44708 $ 92300 $ (2,773)
623,687 1 44,732 92,303 $ 760,723 $ 673,606
6,998,077 578,535 910,005 8,370,489 7,696,793
$ 7.621,764 $ 578,536 $ 44,732 $ 1,002,308 $ -0- $ 9,131,212 $ 8,370,489

[ 4TNAIHIS
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SCHEDULE 2
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WARREN COUNTY (PEQUEST RIVER) MUNICIPAL UTILITIES AUTHORITY
SCHEDULE OF OPERATING REVENUE AND COSTS FUNDED BY
OPERATING REVENUE COMPARED TQ BUDGET
YEAR ENDED DECEMBER 31, 2012
WITH COMPARATIVE ACTUAL AMOUNTS FOR THE YEAR ENDED DECEMBER 31, 2011
Budget
2012 After 2012 Excess or 2011
Budget Modification Actual Deficit Actual
Revenue:
User Charges and Fees
(Sewer Treatment Service) $ 2,635,057 $ 2,635,057 $ 2,565,177 $ (69,880 2,712,826
Interest on Investments and Deposits 10,000 10,000 10,043 43 10,471
Connection Fees 95,596 95,596 63,760
Other Revenue 10,000 10,000 7,200 (2,800) 21,547
Other Income-Grey Water 284 284 8,523
Total Revenue 2,655,057 2,655,057 2,678,300 23,243 2,817,127
Expenses:
Operating Expenses:
Salaries and Wages- General Administration 92,500 92,500 78,132 14,368 81,128
Salaries and Wages- Operations 294,950 294,950 266,204 28,746 281,838
Alarm System 1,000 1,000 1,000 985
Chemicals 42,840 42,840 34,382 8,458 39,579
Electricity Expenses 230,000 230,000 181,455 48,345 199,082
Employee Training 3,000 3,000 275 2,725 234
Employer Social Security and
Medicare Contribution 25,791 25,791 25,824 (33) 26,317
Employer PERS Contribution 30,659 30,659 30,659 45,382
Engineering Expenses 60,000 60,000 56,143 3,857 39,255
Contracted Equipment 900 900 884 16 295
Fuel and Gasoline 10,500 10,500 11,786 (1,286) 10,353
Garbage Disposal 2,400 2,400 2,400
Employer Disability Contribution 2,250 2,250 1,468 782 1,440
Insurance 22,500 22,500 26,558 (4,058) 18,899
Lab Expenses 40,000 40,000 25,130 14,870 31,647
Maintenance Expenses 120,000 120,000 91,321 28,679 100,449
Miscellaneous Consultant Services 64,100 64,100 56,450 7,650 54,523
Miscellaneous 2,500 2,500 510 1,990 690
Trustee Fees 20,000 20,000 19,950 30 12,473
Permits 20,000 20,000 14,859 5,141 10,941
Postage 1,500 - 1,500 992 508 990
Sludge Disposal 203,000 203,000 167,389 35,611 161,344
Telephone 7,800 7,800 8,134 (334) 7,258
Uniforms, Shoes. etc. 4,000 4,000 2,215 1,785 2,776
Vehicle Expense 3,000 3,000 1,443 1,557 1,311
Workmens Compensation 14,200 14,200 14,585 (385) 14,234
Renewal and Replacement 150,000 150,000 150,000
Water 250 250 131 119 126
Total Operating Expenses 1,469,640 1,469,640 1,116,879 352,761 1,163,549




SCHEDULE 2
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WARREN COUNTY (PEQUEST RIVER) MUNICIPAL UTILITIES AUTHORITY
SCHEDULE OF OPERATING REVENUE AND COSTS FUNDED BY
OPERATING REVENUE COMPARED TO BUDGET
YEAR ENDED DECEMBER 31. 2012
WITH COMPARATIVE ACTUAL AMQUNTS FOR THE YEAR ENDED DECEMBER 31, 2011
{Continued)
Budget
2012 After 2012 Excess or 2011
Budget Modification Actual Deficit Actual
Expenses: (Cont'd):
Administrative and General Expenses:
Advertising 3 4,500 3 4,500 $ 2,498 5 2,002 b 945
Hospitalization Insurance 129,450 129,450 125,019 4,431 114,100
Legal and Accounting 40,000 40,000 38,579 1,421 41,204
Office Supplies 3,700 3,700 3,110 390 2,595
Contingency 50,000 50,000 50,000
Total Administrative and
General Expenses 227,650 227,650 169,206 58,444 158,844
Debt Service:
Bond and Loan Principal 749,278 749,278 749,278 732,430
Interest on Bonds and Loans 208,489 208,489 220,950 (12,461) 244,110
Total Debt Service Expenses 957,767 957,767 970,228 (12,461} 976,540
Total Costs Funded by
Operating Revenue 2,655,057 2,655,057 2,256,313 398,744 2,298,933

Operating Excess (Deficit) Anticipated $ -0- 3 -0- $ 421,987 $ 421,987 $ 518,194




WARREN COUNTY (PEQUEST RIVER} MUNICIPAL UTILITIES AUTHORITY

SCHEDULE OF WASTEWATER REVENUE BONDS PAYABLE

Maturities of Bonds

SCHEDULE 3

Original Interest Outstanding Dec. 31, 2012 Balance Balance

Date Amount Rate Date Amount Jan.1, 2012 Matured Dec. 31, 2012
2003 Issue 09/16/03 $ 5,550,000 4.000% 12/01/13 455000 $ 2405000 $ 435000 $ 1,970,000

4.250% 12/01/14 475,000

4.125% 12/01/15 535,000

4.250% 12/01/16 505,000
$ 2405000 $ 435000 § 1,970,000

Balance Comprised of:

Short-Term Portion $ 435,000 § 20,000 % 455,000
Long-Term Portion 1,970,000 (455,000) 1,515,000
$ 2405000 §$ (4350000 $ 1,970,000

£ dTNAAHIS



SCHEDULE 4
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WARREN COUNTY (PEQUEST RIVER) MUNICIPAL UTILITIES AUTHORITY
SCHEDULE OF NEW JERSEY ENVIRONMENTAL INFRASTRUCTURE L OANS PAYABLE - TRUST LOAN -
BELVIDERE WASTEWATER TREATMENT PLANT UPGRADE
Maturities of Loans
Original Interest Outstanding Dec. 31, 2012 Balance Balance
Date Amount Rate Date Amount Jan. 1, 2012 Matured Dec. 31, 2012

Issue of 2002/ 10/15/02 $ 2,100,000 5.25% 08/01/13 $ 105,000 $ 1,381,397 $ 100,000 $ 1,281,397
Refunding 5.25% 08/01/14 110,000
Series 2007A 5.00% 08/01/15 109,760
5.00% 08/01/16 119,112
5.00% 08/01/17 123,638
5.00% 08/01/18 128,423
5.00% 08/01/19 137,970
5.00% 08/01/20 142,770
5.00% 08/01/21 147,564
4.75% 08/01/22 157,160

z30]
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WARREN COUNTY (PEQUEST RIVER) MUNICIPAL UTILITIES AUTHORITY
SCHEDULE OF NEW JERSEY ENVIRONMENTAIL INFRASTRUCTURE LOANS PAYABLE - TRUST L. OAN -
BELVIDERE WASTEWATER TREATMENT PLANT UPGRADE
Continued
Maturities of Loans
Original Interest Outstanding Dec. 31, 2012 Balance Balance

Date Amount Rate Date Amount Jan. 1, 2012 Matured Dec. 31, 2012
Issue of 2003 10/15/03 $ 1,050,000 5.00% 08/01/13 $ 50,000 $ 760,000 $ 50,000 $ 710,000

5.00% 08/01/14 55,000

4.00% 08/01/13 55,000

4.00% 08/01/16 60,000

4.20% 08/01117 60,000

4.25% 08/01/18 65,000

5.00% 08/01/19 65,000

5.00% 08/01/20 70,000

4.50% 08/01/21 75,000

4.75% 08/01/22 75,000

4.75% 08/01/23 80,000
$ 2,141,397 $ 150,000 $ 1,991,397

Balance Comprised of:

Shori-Term Portion $ 150,000 $ 5,000 $ 155,000
Long-Term Portion 1,991,397 (155,000) 1,836,397

$ 2,141,397 $ (150,000) $ 1,991,397

¥ AINAIHOS
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SCHEDULE 5
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WARREN COUNTY (PEQUEST RIVER) MUNICIPAL UTILITIES AUTHORITY
SCHEDULE OF NEW JERSEY ENVIRONMENTATL INFRASTRUCTURE FOANS PAYABLE - FUND LOAN -
BELVIDERE WASTEWATER TREATMENT PLANT UPGRADE
Maturities of Loans
Original Interest Outstanding Dec. 31, 2012 Balance Balance
Date Amount Rate Date Amount Jan. 1, 2012 Matured Dec. 31, 2012
10/15/02 $ 2,200,000 0.00% 2/1/13 21,811 $ 1,238,119 $ 112,115 $ 1,126,004
8/1/13 90,304
2/1/14 20,014
8/1/14 91,767
2/1/15 18,130
8/1/15 93,145
2/1/16 16,255
8/1/16 97,793
211117 14,216
8/1/17 99,016
2/1/18 12,096
8/1/18 100,158
2/1/19 9,895
8/1/19 104,479
2/1/20 7,530
8/1/20 105,376
211121 5,084
8/1/21 106,192
2/1/22 2,556
8/1/22 110,187

§ H'INATHOS

301



SCHEDULE 5

20f2
WARREN COUNTY (PEQUEST RIVER) MUNICIPAIL, UTILITIES AUTHQORITY
SCHEDULE OF NEW JERSEY ENVIRONMENTAL INFRASTRUCTURE LOANS PAYABLE - FUND LOAN -
BELVIDERE WASTEWATER TREATMENT PLANT UPGRADE
Continued
Maturities of Loans
Original Interest Qutstanding Dec. 31, 2012 Balance Balance

Date Amount Rate Date Amount Jan. 1, 2012 Matured Dec. 31, 2012
Issue of 2003 10/15/03 $ 1,004,515 0.00% 2/1/13 $ 9,995 $ 489,642 $ 52,163 $ 437479

8/1/13 40,636

2/1/14 9,229

8/1/14 42,934

2/1/15 8.386

8/1/15 42,091

2/1/16 7,712

3/1/16 44 481

211417 6,977

8/1/17 43,746

2/1/18 6,205

8/1/18 46,038

2/1/19 5,358

8/1/19 45,191

2/1/20 4,362

8/1/20 47,259

2/1/21 3,290

8/1/21 23,589
$ 1,727,761 $ 164,278 $ 1,563,483

Balance Comprised of:

Short-Term Portion $ 164,278 $ (1,532) $ 162,746
Long-Term Portion 1,563,483 (162,746) 1,400,737
$ 1,727,761 $ (164278) § 1,563,483

§ A1NAIHODS
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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

Independent Auditors' Report

The Honorable Chairman and Members
of the Warren County (Pequest River)
Municipal Utilities Authority

Belvidere, NJ

We have audited, in accordance with auditing standards generally accepted in the United States of America,
audit requirements prescribed by the Division of Local Government Services, Department of Community
Affairs, State of New Jersey (“the Division™), 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 Pequest River Municipal Utilities Authority, in the County of Warren (the "Authority") as
of and for the years ended December 31, 2012 and 2011, and the related notes to the financial statements
and have issued our report thereon dated March 20, 2013.

Internal Control Over Financial Reporting

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

A deficiency in internal controf 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 Authority’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 the 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.

waww.nisivoceia.com
Independen Mamber of BKR International



The Honorable Chairman and Members
of the Warren County (Pequest River)
Municipal Utilities Authority

Page 2

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the 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.

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

Mount Arlington, New Jersey NISIVOCCIA LLP

Pl j AM/

William F. Schroeder
Registered Municipal Accountant #452
Certified Public Accountant




WARREN COUNTY (PEQUEST RIVER) MUNICIPAL UTILITIES AUTHORITY
SCHEEDULE OF FINDINGS AND RESPONSES
YEAR ENDED DECEMBER 31, 2012

Summary of Auditors' Results:

- Anunqualified report was issued on the Authority's financial statements.

- The audit did not disclose any noncompliance that is material to the financial statements of the
Authority.

- The audit did not disclose any material weaknesses or significant deficiencies in the internal controls of
the Authority.

Findings Relating to the Financial Statements which are required to be Reported in Accordance with
Generally Accepted Government Auditing Standards:

- The audit did not disclose any findings required to be reported under Generally Accepted Government
Auditing Standards.



WARREN COUNTY (PEQUEST RIVER) MUNICIPAL UTILITIES AUTHORITY
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS

FOR THE YEAR ENDED DECEMBER 31, 2012

The Authority had no findings during the prior year.



WARREN COUNTY (PEQUEST RIVER) MUNICIPAL UTILITIES AUTHORITY
OTHER COMMENTS AND RECOMMENDATIONS

Contracts and Agreements Required to be Advertised Per N.J.S. 40A:11-4 et seq.
N.J.S. 40A:11-3 states:

a. " When the cost or price of any contract awarded by the contracting agent in the aggregate does not
exceed in a contract year the total sum of $17,500, 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, except that the governing body of any contracting unit
may adopt an ordinance or resolution to set a lower threshold for the receipt of public bids or the solicitation
of competitive quotations. If the purchasing agent is qualified pursuant to subsection b. of section 9 of P.L.
1071, ¢.198 (C.40A:11-9), the governing body of the contracting unit may establish that the bid threshold
may be up to $25,000. Such aunthorization may be granted for each contract or by a general delegation of the
power to negotiate and award such contracts pursuant to this section.

b. 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 subparagraph (i) of paragraph (a) of subsection (1) of
section 5 of P.L. 1971, ¢.198 (C.40A: 11-5) may be awarded for a period not exceeding 12 consecutive
months. The Division of Local Government Services shall adopt and promulgate rules and regulations
concerning the methods of accounting for all contracts that do not coincide with the contracting unit’s fiscal
year,

c. The Governor, in consultation with the Department of the Treasury, shall, no later than March 1 of every
fifth year beginning in the fifth year after the year in which P.L.1999, ¢.440 takes effect, adjust the threshold
amount and the higher threshold amount which the governing body is permitted to establish, as set forth in
subsection a. of this section, or the threshold amount resulting from any adjustment under this subsection, in
direct proportion to the rise or fall of the index rate as that term is defined in section 2 of P.L.1971, ¢.198
(C.40A11-2), and shall round the adjustment to the nearest $1,000. The Governor shall, no later than June 1
of every fifth year, notify each governing body of the adjustment. The adjustment shall become effective on
July 1 of the year in which it is made.”

N.IS. 40A: 11-4 states: “Every contract awarded by the contracting agent for the provision or performance
of any goods or services, the cost of which in the aggregate exceeds the bid threshold, shall be awarded only
by resolution of the governing body of the contracting unit to the lowest responsible bidder after public
advertising for bids and bidding therefore, except as is provided otherwise in this act or specifically by any
other law. The governing body of a contracting unit may, by resolution approved by a majority of the
governing body and subject to subsections b. and c. of this section, disqualify a bidder who would otherwise
be determined to be the lowest responsible bidder, if the governing body finds that it has had prior negative
experience with the bidder.”

Effective January 1, 2011 and thereafter the bid threshold in accordance with N.J.S.A. 40A:11-3 is $17,500,
and with a qualified purchasing agent the threshold may be up to $36,000.

The minutes indicated that resolutions were adopted authorizing the awarding of contracts or agreements for
"Professional Services”, per N.J.S. 40A:11-5.



WARREN COUNTY (PEQUEST RIVER) MUNICIPAL UTILITTES AUTHORITY
COMMENTS AND RECOMMENDATIONS
(CONTINUED)

Contracts and Agreements Required to be Advertised Per N.J.S. 40A:11-4 et seq. (Cont’d)

Inasmuch as the system of records did provide for an accumulation of payments for categories for the
performance of any work or the furnishing 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. None were noted.



WARREN COUNTY (PEQUEST RIVER) MUNICIPAL UTILITIES AUTHORITY
SUMMARY OF RECOMMENDATIONS

There are no recommendations.
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