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INDEPENDENT AUDITOR’'S REPORT

The Chairman and Memhers of
The Penns Grove Sewerage Authority
Penns Grove, New Jersey

Report on the Financial Statements

We have audited the accompanying financial statements of the business-type aclivities of the Penns Grove
Sewerage Authority, in the County of Salem, State of New Jersey, a component unit of the Borough of Penns
Grove (Authority), as of and for the fiscal years ended May 31, 2018 and 2017 and the related notes to the
financial statements, which collectively comprise the Authority’s hasic 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 Responsihility

Our responsibility is to express an opinion 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; the standards
applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of
the United States; and in compliance with audit requirements as prescribed by the Bureau of Authority Regulation,
Division of Local Government Services, Department of Community Affairs, State of New Jersey. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the 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 misstalement 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, ‘An audit also includes evaluating the appropriateness of accounting principles used and the
reasonableness of significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

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

Opinion

in our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of the business-type activilies of the Penns Grove Sewerage Authority, in the County of Salem, State of
New Jersey as of May 31, 2018 and 2017, and the changes in its financial position and its cash flows thereof for
the fiscal years then ended, in accordance with accounting principles generally accepted in the United States of
America.
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Other Matters
Required Supplementary Informaltion

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis, schedule of the Authority's proportionate share of the net pension liability, schedules of
the Authority's contributions and schedule of funding progress for the OPEB as listed 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 acceordance 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 asslirance.

Other Information

Our autlit was conducted for the purpose of forming an opinion on the financial statements that collectively
comprise the Authority's basic financial statements. The accompanying supplementary schedules as listed in the
table of contents are not a required part of the basic financial statements.

The accompanying supplementary schedules as listed 'in the table of contents 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 audiling 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 accompanying
supplementary information, as listed in the table of contents, are 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 Govermnment Auditing Standards, we have also issued our report dated May 14, 2019 on our
consideration of the Authorily’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 matlers. 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 Authority’s internal control over financial reporting and compliance.

-

Respectfully submitted,

géfwm‘;ﬁﬂ [(M LL?D

BOWMAN & COMPANY LLP
Certified Public Accountants
& Consultanis

Woodbury, New Jersey
May 14, 2019
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VRTIFIED PUBLIC ACCOUNTANTS & CONSULTANTS

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 AUDITOR’S REPORT

The Chairman and Members of
The Penns Grove Sewerage Authorily
Penns Grove, New Jersey

We have audited, in accordance with the auditing standards generally accepted in the United States of America,
the standards applicable to financial audits contained 'in Government Auditing Standards issued by the
Comptroiler General of the United States, and in compliance with audit requirements as prescribed by the Bureau
of Authority Regulation, Division of Local Government Services, Depantment of Community Affairs, State of New
Jersey, the financial statements of the business-type activities of the Penns Grove Sewerage Authority, in the
County of Salem, State of New Jersey, a component unit of the Borough of Penns Grove, (Authority), as of and
for the fiscal year ended May 31, 2018, and the related notes to the financiat statements, which collectively
comprise the Authority’s basic financial statements, and have issued our report thereon dated May 14, 2019.

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 our opinion 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 the 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 matferial 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 hasis. A significant deficfency is a deficiency, or a
combination of deficiencies, in internal control that is less severe than a material weakness, yet important enctigh
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 and therefore, material weaknesses or significant deficiencies may exist that have not
been identified. However, as described in the accompanying Schedule of Findings and Recommendations, we
did identify a deficiency in internal control that we consider a material weakness as finding no. 2018-001.

-5-
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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 lests 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 slatement amounts. However, providing an opinion on compliance with those provisions
was not an objective of our audit, and accardingly, 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 and the audit requirements as prescribed by the Bureau of Authority Regulation, Division of
Local Government Services, Department of Community Affairs, State of New Jersey.

The Authority’'s Response to Findings

The Authority’s response to the finding idenltified in our audit is described in the accompanying Schedule of
Findings and Recommendaltions. The Authority's response was not subjected to the auditing procedures applied
in the audit of the financial statements and, accordingly, we express no opinion on it.

Purpose of this Report

The purpose of this-report is solely to describe the scope of our tesling of internal control and compliance and the
results of that testing, and not to provide an opinion on the effecliveness 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 and audit requirements as prescribed by the Bureau of Authority Regulation, Division of Local
Government Services, Department of Communily Affairs, Stale of New Jersey in considering the entity's internal
control and compliance. Accordingly, this communication is not suitable for any other purpose.

Respectfully submitted,

A

BOWMAN & COMPANY LLP
Certified Public Accountants
& Consultants

Woodbury, New Jersey
May 14, 2019



Penns Grove Sewerage Authority
Management’s Discussion and Analysis
¥or the Fiscal Years Ended May 31, 2018 and 2017
(Unaudited)

FINANCIAL HIGHLIGHTS

Management believes the financial position of the Penns Grove Sewerage Authority (the "Authority™) is stable.
According to its bond covenants, the Authority is required to deposit all revenues received in the Revenue Fund
and subsequently transfer funds to the Bond Service Fund and General Fund. The Bond Service Fund pays
maiuring interest and principal on the Sewer Revenue Bonds. The General Fund is to receive all excess funds of
the Authority. The Authority can use the remaining excess funds for any lawful purpose. Key financtal highlights
for the Authority's fiscal year 2018 were;

»  Qperating revenues for fiscal year 2018 were $1,289,181.78, which represents an increase of
$38,025.92 from fiscal year 2017. :

» Operating expenses for fiscal year 2018 were $1,215,813.88, which represents a decrease of
$126,543.74 from fiscal year 2017.

« Operating income for fiscal year 2018 was $73,367.90 as compared to operating loss of
$81,201.76 in fiscal year 2017, an increase of $164,569.68.

¢ There were no capital contributions for fiscal years 2018 and 2017.

« There was a decrease in net position of $4,342.00 in the current fiscal year in comparison o
an decrease in net position of $173,396.18 in fiscal year 2017.

« At year-end, lotal assets were $3,736,653.48. After deducting liabilities of $2,561,7567.12 and

adjusting for deferred inflows and deferred outflows of resources of $317,168.00 and
$240,819.00, respectively, the resulting net position is equal to $1,098,547.36.

OVERVIEW OF THE FINANCIAL STATEMENTS

The financial section of the annual report consists of five parts — Independent Auditor's Reports, the
management’s discussion and analysis (this section), the basic financial statements, required supplementary
information and supplemental schedules.

The basic financial statements repaort infarmation about the Authority as a whole using accounting methods similar
to those used by private-sector companies. The stalements of net position includes all of the Authority’s assets,
deferred outflows of resources, liabilities, and deferred inflows of resourcas. As the Authority follows the accrual
method of accounting, the current year's revenues and expenses are accounted for in lhe stalements of
revenues, expenses and changes in net position regardless of when cash is received or paid. Net position - the
difference between the Authorily's assets, liabilites and deferred infltow and outflow of resources - is a measure of
the Authority’s financial health or position.

The statements of revenues, expenses and changes in net position provides a breakdown of the various areas of
revenues and expenses encountered during the current fiscal year. The statemenis of cash flows provides a
breakdown of the various sources of cash flow, categorized into three areas: Cash flows from operating activilies,
capital and related financing activities and investing activities.
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Penns Grove Sewerage Authority
Management’s Discussion and Analysis
For the Fiscal Years Ended May 31, 2018 and 2017
(Unaudited)

FINANCIAL ANALYSIS OF THE AUTHORITY AS A WHOLE

The Authority's total net position was $1,098,547.36 as of May 31, 2018. Tolal assets, iotal liabilities, deferred
outflows and inflows of resources and total net position for the last three fiscal years is detailed below.

Penns Grove Sewerage Authority
Statements of Net Pasition
As of May 31, 2018, 2017 and 2016

Total Net Position

1,098,547.36

2018 - 2017 2016
Assels:
Current Assets
Unrestricted % 1,697,067.23 $ 1.681,892.37 1,725,507.75
Restricted 12,423.91 12,568.45
Noncurent Assets
> Capital Assets 2,027,162.34 2,208,457.30 2,397,706.49
Total Assets 3,736,653.48 3,903,918.12 4,123,214.24
Deferred Outflows of Resources
Related to Pensions 240,819.00 408,407.00 186,347.00
Liabilities:
Current Liahilities .
Unrestricted 127,423.09 179,170.13 173,955,59
Long-Term Liabilitios 2,434,334.03 3,030,265.63 2,844.221.11
Total Liahilities 2,661,757.12 3,209,435,76 3,018,176.70
Deferred Inflows of Resources
Related to Pensions 317,168.00 - 15,099.00
Net Position
Nef Investment in Capital Assets 383,805.67 436,698.87 495 462,92
Restricted:
Renewals & Replacements 2,594 11 2,594.11 2,594.11
*  Unemployment Compensation Claims 12,423.H1 12,568.45 12,549.65
Unrestricted 609,723.67 651,027.93 765,678.86
$ $ 1,102,889.36 $ 1,276,285.54
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Penns Grove Sewerage Authority
Management’s Discussion and Analysis
Tror the Fiscal Years Ended May 31, 2018 and 2017
(Unaudited) '

The Authorily generated oparating income of $78,367.90 for the current fiscal year. Combined with net non-
operating expenses of $77,709.90, the Authority's decrease in net posilion for the current fiscal year was
$4,342.00. Major components of this aclivity are detailed in the foltowing table.

Penns Grove Sewerage Authority
Statements of Revenue, Expenses and Changes in Net Position
For the Fiscal Years Ended May 31, 2018, 2017 and 2016

2018 2017 2016

Operating Revenues

User Fees $ 1,168,341.37 $ 1,164,458.89 $ 1,176,724.83

Delinquent Charges . 94,218.58 85,366.29 76,092.79

Miscellaneous . 26,621.83 1,330.68 3,852.50

- - . 1,289,181.78 1,251,155.86 1,256,670.12

Operating Expenses 1,215,813.88 1,342,357.62 1,214,189.54
Operatiﬁg fncome (Loss) . 73., 367.80 (91,201.76) 42,480.58
Non-operating Revenues (Expenses):
Investment Income 1,603,34 1,801.40 1,898.93
Interest on Debt (79,313.24) (83,995.82) (89,143.59)
Total Mon-operating Revenues (Expenses) » {(77,709.90) - {82,194.42) (87,244.66)
Change in Net Position Before Special [tems {4,342.00) (173,396.18) (44,764.08)
Special kems;
Adjustment of OPEB Unfunded Liability 601,772.65
Total Special ltems . - - 601,772.65
Change in Net Position . (4,342.00) (173,396.18) 557,008.57
Net Pasition - June 1 . 1,102,889.36 1,276,285.54 719,276.97
Net Position - May 31 ‘ $ 1.008,547.36 $1,102,889.36 $ 1,276,285.54




Penns Grove Sewc‘rage Authority
Management’s Discussion and Analysis
Yor the TFiseal Years Ended May 31,2018 and 2017
(Unaudited)

OVERALL ANALYSIS

The Authority's overall financial position is stable. The Authority revenues remain level with no significant change
in the quantity or overall mix of residential, commercial, public and industrial customer billing base.

The Authority’s financial position decreased by $4,342.00 in the current fiscal year to Net Position of
$1,098,547.36, Total Unrestricted Assets are $1,697,067.23 and Restricted Assets are $12,423.91. Capital
Assels, net of accumulated depreciation, are $2,027,162.34. Current Liabililies are $127,423.09 and Long-Term
Liabilities are $2,434,334.03 for Total Liabilities of $2,561,757.12.

BUDGET VARIANCES

The budget for fiscal year 2018 was approved on April 20, 2017 and adopted on May 18, 2017. Following, is a
narrative addressing the more significant budget line items, and how- those budget line items compare to actual
operating results for the current fiscal year.

User fees revenue had a favorable budget variance of $341.37, delinquent charges had a favorable variance of
$54,218.58 and miscellaneous revenues had a favorable variance of $26,621.83.

interest on investments revenue reatized was $1,584.57.

Operating expenditures, principal payments on debt and non-operating expenditures had a favorable combined
budget variance in the amount of $80,841.70.

CAPITAL ASSET AND LONG-TERM DEBT ACTIVITY

During the current fiscal year, the Authorily spent $22,656.00 to acquire cabita! assels.
As of May 31, 2018, there are three Revenue Bonds outstanding in the sum of $1,632,911.77.
The Authority has not experienced any change in its credit raling, nor does it anticipate any. Although the

Authority does not operate under any debt limitations, it is required to receive approval by resolution of the
Borough Council prior to issuing any new debt.

CONTACTING THE AUTHORITY’S FINANCIAL MANAGEMENT

This financia! report is designed to provide Borough of Penns Grove's citizens and our customers, clients,
investors and creditors, with a general overview of the Authority’s finances and to demonstrate the Authority’s
accountability for the public funds it receives. If you have questions about this report or need additional financial
information, contact the Office Manager, Penns Grove Sewerage Authority, Mill Street and Beach Avenue, Penns

Grove, NJ 08069,

-10-



-BASIC FINANCIAL STATEMENTS

-11-



35800 Exhibit A
PENNS GROVE SEWERAGE AUTHORITY
Stalements of Net Position
As of May 31, 2018 and 2017
2018 2017
ASSETS
Current Assets:
Unrestricted Assats: ‘
Cash and Cash Equivalents 3 958,110.05 % 1,018,803.17
Sewer Service Charges Receivable
{net of allowance for doubtful accounts
$12,264.51 for 2018 and 2017) 553,843.59 513,773.03
Accrued Penalties and Interest Receivahble 157,497.36 127,269.28
Prepaid Expenses . 22,616.23 22,046,889
Due from Borough of Penns Grove 5,000.00 -
Total Unrestricted Assets 1,697,067.23 1,681,892.37
Restricted Assels:
Cash and Cash Equivalents 12,423.91 12,568.45
Total Restricted Assets 12,423.91 12,668.45
Total Current Assets 1,709,491.14 1,694,460.82
Noncurrent Assets:
Capital Assets:
© Completed (Net of Accumulated Depreciation} 2,027 162.34 2,209,457.30
Total Capital Assets 2,027,162.34 2,209,457.30
Tofal Assets 3,736,653.48 3,903,918.12
DEFERRED OUTFLOWS OF RESOURCES
240,819.00 408,407.00

Related to Pensions

o

{Continued)
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Exhibit A
PENNS GROVE SEWERAGE AUTHORITY ‘
Statements of Net Position
As of May 31, 2018 and 2017
2018 2017
LIABILITIES
Current Liabilities Payable from Unrestricted Assets:
Accounts Payable $ 9,459.88 38,745.24
Payroll Taxes Payable - 2,158.49
Bonds Payabte - Current Portion 109,564.57 104,401.76
Intergovernmental Loan Payable - Current Portion - 25,000.00
Interest Payable : 8,398.64 8,864.64
Total Current Liabilities Payable from Unrestricted Assets 127,423.09 179,170.13
Long-term Liabilities:
Compensated Absences Payable 21,530.00 21,530.00
Net OPEB Obligation (GASB 45) 72,148.83 73,695.86
Net Pension Liability 788,542.00 1,267,283.00
Accrued Liability - Related to Pension 28,766.00 34,845.00
Bonds Payable 1,523,347.20 1,632,911.77
Total Long-term Liabilities 2,434,334.03 3,030,265.63
Tolal Liabilities 2,661,757.12 3,209,435.76
DEFERRED INFLOWS OF RESOURCES
Related to Pensions 317,168.00 -
NET POSITION
Net Investment in Capilal Assets 383,805.67 436,698.87
Restricted:
Renewal & Replacement 2,594.11 2.594.11
Unenployment Compensation Claims 12,423.91 12,568.45
Unrestricted ' 699,723.67 651,027.93
1,098,547.36 1,102,889.36

Total Net Position $

The accompanying Notes to Financial Statements are an integral part of this statement,
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'PENNS GROVE SEWERAGE AUTHORITY

Statements of Revenue, Expenses and Changes in Net Position

For the Fiscal Years Ended May 31, 2018 and 2017

Exhihit 8

The accompanying Notes to Financial Statements are an integral part of this statement.
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2018 2017
Operating Revenues:
User Fees 1,168,341.37 & 1,164,458.89
Delinquent Charges 94,218.58 85,366.29
Miscellaneous 26,621.83 1,330.68
Total Operating Revenues 1,289,181.78 1,251,155.86
Operating Expenses:
Administrative and General: A
Salaries and Wages ‘ 52,140.01 66,617.36
Fringe Benefits 106,008.98 170,365.78
Other Expenses 119,5631.23 115,677.84
Cost of Providing Services:
Salaries and Wages 310,959.88 313,487.49
Fringe Benefits 120,094.34 135,154.64
Other Expenses 302,130.48 337,386.32
Depreciation 204,950.96 203,768.19
Total Operating Expenses 1,215,813.88 1,342,357.62
Operating Income {Loss) _ 73,367.90 (91,201.76)
Non-Operating Revenues (Expenses):
Investment income 1,603.34 1,801.40
Interest on Dabt {79,313.24) (83,995.82)
Total Non-Operating Revenues (Expenses) {77,709.90) (82,194.42)
~ Change in Net Position {4,342.00) {173,396.18)
Net Position June 1 1,102,889.36 1,276,285.54
Net Position May 31 3 1,008,547.36 § 1,102,889.36
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PENNS GROVE SEWERAGE AUTHORITY
Statements of Cash Flows

For the Fiscal Years Ended May 31, 2018 and 2017

2018 2017
Cash Flows from Operating Activities:

- Receipts from Customers $ 1,128,270.81  $  1,125,337.89
Payments to Suppliers (679,164.76) (752,525.09)
Payments to Employees {365,322.38) {302,218.42)
Other Operating Receipts 90,612.33 52,840.83
Other Operating Disbursements (5,000.00) -
Net Cash Provided by Operating Activities 169,396.00 123,435.21

Cash Flows from Capital and Related Financing Activities:
Bond Principal Repayments (104,401.76) (99,485.14)
Interest on Debt {79,779.24) (84,695.86)
intergovernmental Loan Payable {25,000.00) (30,000.00)
Acquisition of Capital Assels (22,656.00) (15,519.00)
Net Cash Used for Capital and Related FinancingAActiviiies {231,837.00) (228,700.00)
Gash Flows from Investing Activities:
Interest on Investments 1,603.34 1,801.40
Ngt Cash Provided by investing Activities 1,603.34 1,801.40
Net Decrease in Cash and Cash Equivalents {60,837.66) (104,463.39)
Cash and Cash Equivalents - June 1 1,031,371.62 1,135,835.01
Cash and Cash Equivalents - May 31 $ 670,533.96 $ 1,031,371.62
Reconciliation of Operating Income {Loss) to Net Cash Provided
by Operaling Activities:
Operating Income (Loss) $ 73,367.90 % (91,201.76)
Adjustments to Reconcile Operating Income {Loss)
to Net Cash Provided by Operating Aclivities:
Depreciation ) 204,950.96 203,768.19
GASB 68 {64.00) 02,884.00
Net OPEB Obligation (GASB 45} Accrual " (1,547.03) {(1,663.14)
+ Change in Sewer Service Charges Receivable {40,070.56) (39,121.00)
Change in Penalties Interest Recsivable {30,228.08) (33,856.14)
Change in Prepaid Expenses ‘ o (569.34) (439.32)
Change in Due from Borough of Penns Grove (5,000.00) -
Change in Accounts Payable (29,285.36) 8,061.95
Change in Payroll Taxes Payable (2,158.49) {2,063.99)
Change in Accrued Liabiiities - {12,933.58)
Net Cash Provided by Operating Activities $' 169,396.00 $ 123,435.21

The accompanying Notes to Financial Statements are an integral part of this statement.
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PENNS GROVE SEWERAGE AUTHORITY
Notes to Financial Statements
For the Fiscal Years Ended May 31, 2018 and 2017

Note 1: SUMMARY OF SIGNIFICANT ACCGUNT[NG POLICIES

The financial stalements of the Penns Grove Sewerage Authorily {the "Authority”) have been prepared to
conform with accounting principles generally accepted in the United States of America (*GAAP") as applied
to governmental units. The Governmental Accounting Standards Beard ("GASB”) is the accepted standard
setting body for establishing governmental accounting and financiat reporting principles. The following is a
summary of the more significant of these policies.

Reporting Entity

The Penns Grove Sewerage Authority is a public body corporate and politic of the State of New Jersey and
was originally created as a sewerage authority by an ordinance adopted on May 31, 1950 by the governing
body of the Borough of Penns Grove {the "Borough®), pursuant to the Sewerage Authority Law, Chapter 138
of the Laws of 1946, as amended. On July 18, 1987, the Authority adopted a Bond Resolution, with
Supplemental Resolutions adopted on August, 20, 1987, May 19, 1988, August 25, 1988, and November 1,
1988, authorizing the issuance of $3,000,000.00 Sewer Revenue Bonds for new construction and
improvements lo the wastewater collection system. On October 20, 2011, the Authority adopted a
“Supplemental Bond Resolution authorizing and approving $250 000.00 in additional Revenue Bonds. All
Bond Resolutions are in effect as of May 31, 2017.

The Aulhority was created for the purpose of constructing, maintaining and operating wastewater collection
and treatment facilities within the municipal boundaries of the Borough of Penns Grove.

The Authority consists of five members, who are appointed by Borough resolution for five-year terms. The
office manager and superintendent manage the daily operations of the Authority.

Component Unit

In evaluating how to define the Authority for financial reporting purposes, management has considered all
potential component units. The decision to include any potential component units in the financial reporting
entity was made by applying the criteria set forth in GASB Statements No. 14, The Financial Reporting
Entity, as amended by GASB Statement No. 39, Determining Whether Certain Organizations are
Component Unifs, GASB Statement No. 61, The Financial Reporting Entity: Omnibus - an amendment of
GASB Statements No. 14 and No. 34, and GASB Statement No. 80, Blending Requirements for Certain
Component Unils — an amendment of GASB Slalement No. 14. Blended component units, although legally
separate entities, are in-substance part of the government's operafions. Each discretely presented
component unit is reporled in a separate column in the financial statements to emphasize that it is legally
separate from the government.

The basic-but not the only-criterion for including a potential component unit within the repoiting entity is the
governing body's ability to exercise oversight responsibility. The most significant manifestation of this ability
is financial interdependency. . Other manifestations of the ability to exercise oversight responsibility include,
but are not limited to, the selection of governing autharity, the designation of management, the ability to
significantly influence operations, and accountability for fiscal matlers. A second criterion used in evaluating
potential companent units is the scope of public service. Application of this criterion involves considering
whether the activity benefils the government and / of its citizens.

A third criterion used to evaluate potential component units for inclusion or exclusion from the reporting entity
is-the existence of special financing retationships, regardless of whether lhe government is able to exercise
oversight responsibilities. Finally, the nature and significance of a potential compenent unit to the primary
government could warrant its inclusion within the reporting entity.

Based upon the application of these criteria, the Authority has no component units and is a component unit
of the Borough of Penns Grove.

A6~



35900

Notes to Financial Statements (Cont'd)

Note 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {CONT'D)

-

Basis of Presentation

The financial statements of the Authority have been prepared in accordance with accounting principles
generally accepted in the United States of America applicable to enterprise funds of State and local
Goveraments on a going concern basis. The focus of enterprise funds is the measurement of economic
resources, that is, the determination of operating income, changes in net position {or cost recovery), financial
position and cash flows, The Governmental Accounting Standards Board ("GASE”) is the accepted standard
selting body for establishing governmental accounting and financial reporting principles.

The Authority is a single enterprise fund and maintains its records on the accrual basis of accounting.
Enterprise funds account for activities (i) that are financed with debt that is secured solely by a pledge of the
net revenues from fees and charges of the activity; or (i) that are required by law or regulations that the
activity's cost of providing services, including capifal cost (such as depreciation or debt service), be
recovered with fees and charges, rather than with taxes or similar revenuaes; or (iii) that the pricing policies
of the activity establish fees and charges designed to recover its costs, including capital cosis (such as
-dlepreciation or debt service). Under this method, revenues are recorded when earnad and expenses are
recorded when the related liability is incurred. ’

Basis of Accounting
Basis of accounting determines when transactions are recorded in the financial records and reported on the
financial statements. Enterprise funds are accounted for using the accrual basis of accounting.

Revenues - Exchange and Non-Exchange Transactions - Revenue resulling from exchange
transactions, in which each party gives and receives essentially equal value is recorded on the accrual
basis when the exchange takes place. Sewer service charges are recognized as revenue when services
are provided. Connection fees are recognized when fees are received.

Non-exchange transactions, in which the Authority receives value without directly giving equal value in
return, include grants, contributed capital, and donations. Revenue from grants, contributed capital, and
donations is recognized in the fiscal year in which all eligibility requirements have been satisfied. Eligibility
requirements include timing requirements, which specify the fiscal year when the resources are required
to be used or the fiscal year when use s first permitted, matching requirements, in which the Authority
must provide local resources to be used for a specified purpose, and expenditure requirements, in which
the resources are provided to the Authority on a reimbursement basis.

Expenses - On the accrual basis of accounting, expenses are recognized at the time they are incurred,
Budgets and Budgetary Accounting
The ALithoﬂly must adopt an annual budget in accordance with N.J.AC. 5:31-2. N.J.A.C. 5:31-2 requires

the governing body to introduce the annual Authority budget at least 60 days prior to the end of the current
fiscal year and to adopt not later than the heginning of the Authority's fiscal year. The governing hody may

. amend the budget at any point during the fiscal year. The budget is adopted on the accrual basis of

accounting with provisions for cash payments for bond principal. Depreciation expense and the annual
required contribution for the Authority's Other Pastemployment Benefits (OPEB) Plan are not inctuded in the
budget appropriations. '

The legal level of hudgetary control is established at the delail shown on the Statements of Revenug,
Expenses and Changes in Net Position. All budget transfers and amendments to those accounts must be
approved by resolution of the Authority as required by the Local Finance Board. Management may transfer
among supplementary line items as long as the legal level line items are not affected. There are no statutory
requirements Lhat budgetary line items not be over-expended. The Autherity did not adopt an amending
pudget resolution during the fiscal year.
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Notes to Financial Statements {Cont'd)

Note 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLIGIES (CONT'D)

Budgets and Budgetary Accounting (Cont’d)

The Authority records enclimbrances, An encumbrance represents a commilment related to unperformed
coniracts for goods or services. The.issuance of a purchase order or the signing of a contract would create
an encumbrance. The encumbrance does not represent an expenditure for the period, only a commitment
to expend resources. At fiscal year-end, the accounting recerds are adjusied to record only expenses in
accordance with generally accepted accounting principles.

Cash, Cash Equivalents and Investments

Cash and cash equivalents include petty cash, change funds and cash in banks and all highly liquid
investments with a maturity of three months or less at the time of purchase and are stated at cost plus
accrued interest. Such is the definition of cash and cash equivalents used in the statement of cash flows.
U.S, treasury and agency obligations and certificates of deposit with maturities of one year or less when
purchased are stated at cost. All other investments are stated at fair value.

‘New Jersey governmental units are required by N.J.S.A. 40A:5-14 to deposit public funds in a bank or trust

company having its place of business in the State of New Jersey and organized under the laws of the United
States or of the State of New Jersey or in the New Jersey Cash Management Fund., N.J.5.A. 40A:5-15.1
provides a list of investments which may be purchased by New Jersey municipal unils. These permissible
investments generally include 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
federat agency or a federal instrumentality has issued in accordance with an act of Congress, bonds or other
obligations of the local unit or bonds or other obligations of school district of which the local unit is a part or
within which the school district is located, bonds or other obligations approved by the Division of Local
Government Services in the Department of Communily Affairs for investment by local units, local government
invesiment pools, deposits with the State of New Jersey Cash Management Fund, and agreements for the
purchase of fully collateralized securities with certain provisions. in addilion, other State statutes permit
investments in obligations issued by local authorities and other state agencies.

N.J.S.A. 17:9-41 et seq. establishes the requirements for the security of deposits of governmental units. The
statute requires that no governmentat unit shall deposit public funds in a public depository unless such funds
are secured in accordance with the Governmental Unit Deposit Protection Act ("GUDPA"), a multiple
financial institutional collateral pool, which was enacted in 1970 to protect governmental units from a loss of
funds on deposit with a failed banking institution in New Jersey. Public depositories include State or federally
chartered hanks, savings banks or associations located in or having a branch office in the State of New
Jersey, the deposits of which are federally insured. All public depositories must pledge collateral, having a
market value at least equal to five percent of the average daily balance of collected public funds, to secure
the deposits of governmental units. If a public depository fails, the collateral it has pledged, plus the collateral

of all other public depositories, is available to pay the amount of their deposits to the govermnmental units.

Additionally, 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. In lieu of designaling a depository, the cash management plan may provide that the local unit make
deposits with the State of New Jersey Cash Management Fund.

Inventories
Inventory consists principally of chemicals for the treatment of sewerage and sludge and is valued at cost.

The Authority has determined that the inventories are immaterial and are not recorded in the financial
statements.
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Notes to Financial Statements (Cont'd)

Note 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT'D)

Prepaid Expenses

Prepaid expenses recorded on the financial statements represent payments made to vendors for services
that will benefit periods beyond the applicable fiscal year end.

Capital Assets

Capital assets primarily consist of expenditures to acquire, construct, place in operation and improve the
facilities of the Authority. Assets purchased prior to December 1, 1991 are stated at estimated cost. Assets
purchased since are stated at actual cost. Donated capital assets are recorded at their fair market value as
of the date received.

Expenditures, which enhance the asset or significantly extend the useful life of the asset are considered
improvements and are added to the capital asset’s currenily capitalized cost. The cost of normal repairs and
maintenance are not capitalized. Costs incurred duwring construction of an asset are recorded as construction
“in progress. In the year that the project is completed, these costs are transferred to Capital Assets -
Completed. Interest costs incurred during construction are not capitalized into the cost of the asset

Expenditures are capitalized when they meet the following requirements:
1) Cost of $5,000.00 or more
2) Useful life of more than one year

3) Asset is not affected by consumption

Depreciation

Depreciation is provided using the straight-line method over the following estimated useful life of the assels:

Years
Buildings 20-40
Fixed Equipment 5-10
Major Moveable Equipment 5-10
Vehicles 3-10

Depreciation is taken starting the month after the asset is placed into service.

Deferred Qutflows and Deferred inflows of Resources

. The statements of net position reports separate sections for deferred outflows of resources and deferred

inflows of resources. Deferred outflows of resources, reported after total assets, represents a reduction of
net position that applies to a future period(s) and will be recognized as an outflow of resources (expense) at
that time. Deferred inflows of resources, reported after total liabilities, represents an acquisition of net

. position that applies to a future period(s) and will be recognized as an inflow of resources (revenuse) at that
time.

Transactions are classified as deferred outflows of resources and deferred inflows of resources only when
specifically prescribed by the Governmental Accotinting Standards Board (GASB) standards. The Authority
is required to report the defined benefit pension plans and postemployment benefit plans as deferred
outflows of resources and deferred inflows of resources.

-10-
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‘Note 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT’D)
Compensated Absences ‘

Compensated absences are those absences for which employees will be paid, such as vacation, sick leave,
and sabbhatical leave. A liability for compensated absences that are attributable to services already rendered,
and that are not contingent on a specific event that is outside the control of the Authority and its employees,
is accrued as the employees earn the rights o the benefits. Compensated absences that relate to future
services, or that are contingent on a specific event that is outside the control of the Authority and its
employees, are accounted for in the period in which such services are rendered or in which such events
take place.

Unearned Revenue

Unearned revenue arises when assels are recognized before revenue recognition criteria have been
salisfied and is recorded as a liability until the revenue is both measurable and the Authority is eligible to
realize the revenue.

Pensions

For purposes of measuring the net pension liability, deferred outflows of resources and deferred inflows of
resources related to pensions, and pension expense, information ahout the fiduciary net position of the
Public Employees' Retirement System (“PERS") and additions to/deductions from PERS's fiduciary net
‘position have been determined on the same hasis as they are reported by the plans. For this purpose,
benefit payments (including refunds of employee contributions) are recognized when due and payable in
accordance with the henefit terms. Inveslments are reported at fair value.

Net Position

In accordance with the provisions of GASB Statement No. 34 ("Statement 34") of the Governmental
Accounting Standards Board “Basic Financial Statements - and Management's Discussion and Analysis —
for State and Local Governments”, the Authority has classified its net position into three components — net
investment in capital assels; restricted; and unrestricted. These classifications are defined as follows:

Net {nvestment in Capital Assets - This component of net position consists of capital assets, net of
accumulated depreciation, reduced, by the outstanding balances of any bands; notes or other borrowings
that are attributable to the acquisilion, construction, or improvement of those assets. Deferred oulflows
of resolrces and deferred inflows of resources that are attributable to the acquisition, construction, or
improvement of those assets or related debt also should be included in this component of net position. If
there are significant unspent related debt proceeds or deferred inflows of resources at fiscal year-end,
the portion of the debt altributable lo the unspent proceeds is not included in the calculation of net
investment in capital assets. Instead, that portion of the debt or deferred inflows of resources should be
included in the same net position component as the unspent amount,

Restricted - Net position is reported as restricted when there are limitations imposed on their use either
through the enabling legislation adopted by the Authority or through external restrictions imposed by
creditors, grantors or laws or regulations of other governments.

Unrestricted - This component of net position consists of net position that does not meet the definition

of "restricted” or “net invesiment in capital assets.” This component includes net position that may be
- allocated for specific purposes by the Board.

-920-
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Notes to Financial Statements (Cont'd)

Note 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT’D)

Income Taxes

The Authority operates as defined by the Internal Revenue Cade Section 115 and appropriately is exempt
from income taxes under Section 115,

Operating and Non-Operating Revenues and Expenses

Operating revenues include all revenues derived from sewer collection facilities (i.e., sewer rents and
connection fees) and other revenue sources. Non-operating revenues principally consist of interest income
earned on various interest-bearing accounts.

Operating expenses include expenses associated with the operation, maintenance and repair of the sewer
collection facility and general administrative expenses. Non-operating expenses principally include
expenses attributable to the Authority's interest on funded debt.

“Accounting Estimates
The preparation of financial statements in conformily with accounting principles generally accepted in the
United States of America requires management to make estimates and assumplions that affect the amounts

reported in the financial statements and accompanying notes. Actual results may differ from those
estimates.

lmpact of Recently Issued Accounting Policies

' Recently Issued and Adopted Accounting Pronouncements

For the fiscal year ended May 31, 2018 the Authority adopled GASB Statement No. 81, irrevocable Split-
Interest Agreements. This Statement improves accounting and financial reporting for irrevocable split-
interesi agreements by providing recognition and measurement guidance for situations in which a
government is a beneficiary of the agreement. The adoption of this Statement had no impact on the
Authority's financial statements.

Recenlly Issued Accounting Pronouncements

The GASB has issued the following Statements which will become effective in future fiscal years as shown
below:

Statement No. 75, Accounting and Financial Reporting for Postemployment Benefits Other Than Pensions.
_ The primary objective of this Stalement is to improve accounting and financial reporting by state and local
governments for postemployment benefits other than pensions (other postemployment benefits or OPEB).
It also improves information provided by state and local governmental employers about financial support for
OPEB that is provided by other entities The Statement will become effective for the Authority in the fiscal
. year ending May 31, 2019. Management has not yet determined the impact of this Statement on the financial
statements.

Statement No. 83, Certain Assel Retirement Obfigations. This Stalement addresses accounting and financial
reporting for certain asset retirement obligations (AROs). An ARO is a legally enfarceable liability associated
with the retirement of a tangible capital asset. Agovernment that has tegal obligations to perform future asset
retirement aclivities related to its tangible capital assets should recognize a liabifity based on the guidance
in this Statement. The Statement will become effective for the Authority in the fiscal year ending May 31,
2020. Management does not expect this Statement will have an impact on the financial statements.

29—



35900 ' ' Notes to Financial Statements (Cont'd)

4

Note 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT’D)

Recently Issued Accounting Pronolihcements {Cont’d)

Statement No. 84, Fiduciary Activities. This Statement establishes criteria for identifying fiduciary activities
of all state and local governments. The focus of the criteria generally is on (1) whether a government is
controlling the assets of the fiduciary activity and (2) the beneficiaries with whom a fiduciary relationship
exists. Separate criteria are included to idenlify fiduciary component units and postemployment benefit
arrangements that are fiduciary activities. The Statement will become effective for the Authority in the fiscal
year ending May 31, 2021. Management does not expect this Statement will have an impact on the financial
statements.

Statement No. 85, Omnibus 2017, The objeclive of this Statement is to address practice issues that have
been identified during implementation and application of certain GASB Statements. This Statement
addresses a variety of topics including issues related to blending compoinent units, goodwill, fair value
measurement and application, and postemployment benefits {pensions and other postemployment benefits
[OPEB]). The Statement will become effective for the Authority in the fiscal year ending May 31, 2019
Management does not expect this Statement will have an impact on the financiatl statements.

-Statement No. 86, Certain Debt Extinguishment Issues. The objective of this Statement is to improve
consistency in accounting and financial reporting for in-substance defeasance of debt by providing guidance
for transactions in which cash and other menetary assets acquired with only existing resources—resources
other than the proceeds of refunding debt—are placed in an irrevocable trust for the sole purpose of
extinguishing debt: This Statement also improves accounting and financial reporting for prepaid insurance
on debt that is extinguished and notes to financial statements for debt that is defeased in substance. The
Statement will become effective for the Authority in the fiscal year ending May 31, 2019. Management has
not yet determined the impact of this Stalement on the financial statements.

Statement No. 87, Leases. The objective of this Statement is to better meet the informaltion needs of financial
statement users by improving accounting and financial reporting for leases by governments. This Statement
increases the usefulness of governments' financial statements by requiring recognition of certain lease
assets and liabilities for leases that previously were classified as operating leases and recognized as inflows
of resources or outflows of resources based on the payment provisions of the contract. The Statement will
hecome effeclive for the Authority in the fiscal year ending May 31, 2022, Management has not yet
determined the impact of this Statement on the financial statements.

Statement No. 88, Certain Disclosures Related fo Debt, including Direct Borrowings and Direct Placements.
The objective of this Statement is to improve the information that is disclosed in notes to government financial
statements related to debt, including direct borrowings and direct placements. |t also clarifies which liabilities
governments should include when disclosing information related to debt. The Statement will become
effective for the Authority in the fiscal year ending May 31, 2020. Management has not yet determined the
impact of this Statement on the financial statements.

Note 2:‘STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY

Compliance with Finance Related Legal and Contractual Provisions
Management of the Authority is unaware of any material violations of finance related legal and contractual
provisions. :

General Bond Resolution
The Authority is subject to the provisions and restrictions of the General Bond Resolution adopted November

1,1988 and as amended. A summary of the activities of each account created by the Bond Resolution is
covered on the following page.
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Notes to Financial Statements (Cont'd)

Note 2: STEWARDSHIP, COMPLIANGE, AND ACCOUNTABILITY (CONT’D)}

General Bond Resolution

Revenue Fund - All revenue received by the Authorily is deposited in the Revenue Fund and
subsequently used for authorized operating expenses, transfers to the Revolving Fund and in each
month after the deposit of revenues into the Revenue Fund, to the extent money is available,
transfer funds to the various accounls as described below.

Bond Service Fund — This account is maintained to pay maturing interest and principal on the
Sewer Revenue Bonds. Transfers, to the extent (if any) needed to increase the amount in the Bond
Service Fund to pay principal and interest on the Bonds when due and payable.

Renewal and Replacement Account - These funds are maintained for reasonable and necessary
expenses with respect to the system for major repairs, renewals, replacements or maintenance
items of a type not recurring annually. '

General Fund - Alt excess funds of the Authority are recorded in the General Fund. If the Authority
is not in default in the payment of bond principal or interest and all fund requirements are satisfied,
the Authority may use the excess funds for any lawful purpose.

.

Note 3: DETAI. NOTES - ASSETS

Cash and Cash Equivalents

Custodial Credit Risk Related to Deposits - Custodial credit risk is the risk that, in the event of a bank
failure, the Authority's deposits might not be recovered. Although the Authority does not have a formal policy
regarding custodial creditrisk, N.J.S.A. 17:9-41 el seq. requires that governmental units shall deposit public
funds in public depositories protected from loss under the provisions of the Governmental Unit Deposit
Protection Act (GUDPA). Under the Act, the first $250,000.00 of governmental deposits in each insured
depository is protected by the Federal Deposit Insurance Corporation (FDIC). Public funds owned by the
Authority in excess of FDIC insured amounts are protecied by GUDPA. However, GUDPA does not protect
intermingled trust funds such as salary withholdings or funds that may pass to the Authority relative to the
happening of a future condition. If the Authority had any such funds, they would be shown as Uninsured
and Uncollateralized in the schedule below.

As of May 31, 2018 and 2017, the Authority's bank balances were exposed to custodial credit risk as follows:

May 31,
2018 2017
Insured by F.D.L.C. $ 250,000.00 $  250,000.00
Insured and collateralized with ’
securities held by pledging financial institutions 727,757.09 790,990.34

b §77,757.09 $  1,040,990.34
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Note 3: DETAIL NOTES — ASSETS {(CONT'D) -
Service Fees

The following is a three-year compatrison of service charge billings and colleclions for all types of accounts
maintained by ithe Authority:

Fiscal Beginning ‘ Total Percentage of
Year Balance Billings Collections Collections

2018 $ 52B6,037.54 $ 1,168,341.37 % 1,122,915.78 66.27%
2017 486,916.54 1,164,458.89 1,125,337.89 68.15%
2016 441,936.13 1,176,724.83 1,131,744.42 89.92%

Capital Assets

During the fiscal year ended May 31, 2018, the following changes in Capital Assets occurred:

Balance Balance
June 1, 2017 Additions Deletions May 31, 2018

Capital Assets not being

Depreciated .

Land $ 9,000.00 ) 3 9,000,00
Total Capital Assets not

being Depreciated 9,000.00 - - 9,000.00
Capital Assets heing

Depreciated

Building/Infrastructure 4,953,273.61 4,953,273.61

Fixed Equipment 1,320,411.02 § 22,656.00 1,343,087.02

Movable Equipment 59,690.24 59,690.24

Vehicles 255,203.46 255,203.46
Total Capital Assets

heing Depreciated - 6,588,578.33 22,656.00 - 6,611,234.33
Total Capital Assels 6,597,578.33 22,656.00 - 6,620,234.33
Less Accumulaied

Depreciation 4,388,121.03 204,950.56 - 4,593,071.99

$ 220045730 $ (182,204.96) $ $ 2,027,162.34
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Note 3: DETAIL NOTES — ASSETS (CONT’D)

During the fiscal year ended May 31, 2017, the following changes in Capital Assets occurred:

Balance . Balance
June 1, 2016 Additions Deletions May 31, 2017
Capital Assets not being
Depreciated
Land $ 9,000.00 5 9,000.00
Total Capital Assets not
being Depreciated 9,000.00 - - 9,000.00
. Capital Assets being
Depreciated
Building/Infrastructure 4,953,273.61 4,953,273.61
) Fixed Equipment 1,304,892.02 §~ 15,519.00 1,320,411.02
Movahle Equipment 59,690.24 59,690.24
Vehicles 255,203.46 : 255,203.46
Total Capital Assels
being Depreciated 6,573,059.33 15,519.00 - 6,588,578.33
Total Capital Assets 6,582,059.33 15,519.00 - 6,597,578.33
|Less Accumulated
Depreciation 4,184,352.84 203,768.19 4,388,121.03
$ 239770649 $ (188,249.19) § - $ 2,209,457.30
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Note 4: DETAIL NOTES — LIABILITIES

Long-term Liabilities

During the fiscal year ended May 31, 2018, ihe following changes occurred in long-term obligalions.:

i Balance Balance Due Within
~ June 1, 2017 Additions Reduciions * May 31, 2018 One Year
Bonds and Loans Payable:
Bends Payable § 1,737,313.53 $ (104,401.76)  $ 1,632.911.77 % 109,564.57
Intergovemmentat Loan 25,000.00 (25,000.00) -
Total Bonds and Leans Payable 1,762,313,53 - (129,401.76) 1,632,911.77 109,564.57
Other Liabilities: ]
Net Pension Liahility 1,267,283.00 $ 243,370.00 (722,111.00) 788,542.00
Net OPEB Obiligation 73,685.86 12,282.79 (13,829.82) 72,148.83
Other Liabilities - .
Related {o Pension 34,845.00 28,766.00 (34,845.00) 28,765.00
Compensated Absences 21,530,008 21,530.00
Total Other Liabilities * 1,397,353.86 284,418.79 {¥70,785.82) 910,986.83 -

Total Long Term Liabilities & 3,159,667.39  § 284,41879 § (S00,187.58) § 2,543,888.60 § 109,564.57

During the fiscal year ended May 31, 2017, the following changes occurred in long-lerm obligations:

Balance . Balance Due Within
Jung 1, 2016 Additions Reductions hMay 31, 2017 One Year
Bonds and Loans Payable:
Bonds Payable % 1,836.79_8.5? $  (99,485.14) § 1,737,313.53 § 104,401.76
Intergovemmental Loan 55,000.00 {30,000.00) 25,000.00 25,000.00
Total Bonds and Loans Payable 1,891,798.67 - {129,485.14) 1,762,313.53 129,401.76
Other Liabilities:
Net Pension Liability 939,115.00 % 519,558.00 {191,390.00) 1,267,283.00
Net OPEB Obiligation 75,359.00 12,365.95 {14,029.09) 73,695.86
Other Liabilities -
Related to Pension 32,970.00 34,845.00 {32,970.00) 34,845.00
Compensaled Absences 34,463.58 {12,933.58) 21,530.00

Total Other Liabilities 1,081,907.58 566,768.95 (251,322.67) 1,397,353.86 -

Tetal Long Term Liabilities 3 297370625  $ 566,768.95 § (380,807.81} § 3,159,667.39 % 129401.76

Revenue Bonds Payable

The Revenue Bonds Series 1988 and 2011 are direct obligations of the Authority. The Bonds are secured
by a pledge on the Revenues derived by the Authority from the operation of its wastewater collection
faciiities. The Bonds are further secured. by the Limited Service Agreament between the Authonty and the
Borough of Penns Grove (See Note 6)

The 1988 Series A Bonds were issued to fund various capital improvements to the Autharity's system and
pay certain costs related to the issuance of the 1988 Bonds.. The Bonds were issued originally for
$2,600,000.00 and carried an interest rate of 5.0%. The final maturity of the 1988 Series A Bonds is
November 1, 2029,
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Note 4:

DETAIL NOTES — LIABILITIES

Revenue Bonds Payable {Cont'd)

The 1988 Series B Bonds were issued to fund various capital improvements to the Authority's system and
pay certain costs related to the issuance of the 1988 Bonds. - The Bonds were issued originally for
$500,000.00 and carried an interest rate of 5.0%. The final maturity of the 1988 Series B Bonds is November
1, 2029.

The 2011 USDA Bonds were issued to to fund various capital improvements to the Aulhority's system and
pay certain costs related to the issuance of the 2011 USDA Bonds. The Bonds were issued originally for
$250,000.00 and carried an interest rate of 2.25%. The final maturity on the 2011 USDA Bonds is December

G, 2052

The following schedule reflects the Debt Requirements until 2052.

Fiscat Year
Ending May 31 . Principal Interest Total
2019 % 109,564.57 5 74,131.43 $ 183,696.00
2020 114,985.98 68,710.02 183,696.00
N 2021 120,679.02 63,016.98 183,696.00
2022 ’ 126,657.37 57,038.63 183,696.00
2023 ‘ 132,935.41 50,760.59 183,696.00
2024 to 2028 770,437.80 148,042.20 918,480.00
2029 to 2033 111,372.43 20,350.87 131,723.30
2034 to 2038 32,747.43 14,832.57 47,580.00
2039 to 2043 36,623.75 10,956.25 47,680.00
2044 to 2048 ' 40,958.88 8,621.12 47,580.00
2049 (o 2052 . 35,949.13 ' 2,114.87 38,064.00
1,632,011.77 % 516,575.53 $ 2,149,487.30
Less; Current Maturities 109,564.57
Long-term Portion $ 1,523,347.20

Compensated Absences

Authority employees may accumulate and carry forward sick leave at the end of the fiscal year. To be eligible
to receive payment for accumulated sick time at relirement, the plant superintendent and office manager are
required to-have accumulated a minimum of 50 days, all other employees must accumulale a minimum of
100 days. The maximum payment to any employee for accumulated sick time is $10,000.00.

Employees are entitled to accumulate and carry forward vacation time earned in a calendar year {o the

. following year. Vacation days.not used by May 31 of the subsequent year will be forfeited unless otherwise

approved by the Authority, The acerued liability for accumulated sick leave and vacalion time at May 31,
20118 and 2017 is estimated at $21,530.00 and $21,530.00.

Net Pension Liability

for details on the net pension liability, see the Pension Plans section below. The Authority’s annual required
contribution to the Public Employees' Retirament System is budgeted and paid on an annual basis.
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Note 4: DETAIL NOTES — LIABILITIES

Pension Plans

A substantial number of Authority employees participate in the Public Employees' Retirement Syslem
("PERS"), a defined benefit pension plan, which is administered by the New Jersey Division of Pensions and
Benefits ("the Division®). In addition, Authority employees may participate in the Defined Contribution
Retirement Program (‘“DCRP"), which Is a defined contribution pension plan. This plan is administered by
Prudential Financial for the New Jersey Division of Pensions and Benefits. Fach plan has a Board of
Trustees that is primarily responsible for its administration. The Division issues a publicly available financial
report that includes financial staternents and required supplementary information. That repoit may be
cbtained by writing to:

State of New Jersey
Division of Pensions and Benefits
P.O. Box 295
. Trenton, New Jersey 08625-0295
http://www.state. ni. us/treasury/pensions/financial-reports, shtml

Plan Descriptions

Public Employees' Retirement System - The Public Employees’ Retirement System is a cost-sharing
multiple-employer defined benefit pension plan which was eslablished as of January 1, 1955, under the
provisions of N.J.8.A. 43:15A. The PERS’s designated purpose is to provide retirement, death, disability
and medical benefits to certain qualified members. Membership in the PERS is mandatary for
substantially all full-time employees of the Authorily, provided the employee is not required to be a
member of another state-administered retirement system or other state pensions fund or local
jurisdiction’s pension fund. The PERS’s Board of Trustees is primarily responsible for the administration
of the PERS.

Defined Contribution Retirement Program - The Defined Contribution Retirement Program is a
multiple-employer defined contribution pension fund established'on July 1, 2007 under the provisions of
Chapter 92, P.L. 2007, and Chapter 103, P.l. 2007 (N.J.S.A. 43:15C-1 el. seq.). The DCRP is a tax-
qualified defined contribution money purchase pension plan under Internal Revenue Code {IRC) §
401(a) et seq., and is a "governmental pfan” within the meaning of IRC § 414(d). The DCRP provides
retirement benefits for eligible employees and their beneficiaries. Individuals covered under DCRP are
employees enrolled in PERS on or after July 1, 2007, who earn salary in excess of established
‘maximum compensation” limits; employees enrolied in PFRS after May 21, 2010, who earn salary in
excess of established “maximum compensation” limits; employees otherwise eligible to enroll in PERS
on or after November 2, 2008, who do not earn the minimum annual salary for tier 3 enrollment but who
earn salary of at least $5,000.00 annually; and employees otherwise eligible to enroll in PERS after May
21, 2010 who do not work the minimum number of hours per week required for tiers 4 or & enrollment,
but who earn salary of at least $5,000.00 annually.
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Note 4: DETAIL NOTES — LIABILITIES (CONT'D)

Pension Plans (Cont’d)
Vesting and Benefit Provisioné_

Public Employees’ Retirement System - The vesting and benefit provisions are set by N.J.8.A. 43:15A
and 43:38. The PERS provides retirement, death and disability benefits. All benefits vest after 10 years
of service, except for medical benefits, which vest after 25 years of service or under the disability
provisions of the PERS., :

The following represents the membership tiers for PERS:
Tier  Definition

Members who were enrolled prior to July 1, 2007

Members who were eligible to enroll on or after July 1, 2007 and prior to November 2, 2008
‘Members who were eligible to enroll on or after November 2, 2008 and prior to May 21,2010
Members who were eligible to enroll after May 21, 2010 and prior to June 28, 2011

Members who were eligible to enroli on or after June 28, 2011

.
[SL I JCR Y

Service retirement benefits of 1/55" of final average salary for each year of service credit is available to
tiers 1 and 2 members upon reaching age 60 and to tier 3 members upon reaching age 62. Service
retirement benefits of 1/60M of final average salary for each year of seivice credit is available to tier 4
members upon reaching age 62 and tier 5 members upon reaching -age 65. Early retirement benefits
are avaitable to tiers 1 and 2 members before reaching age 60, tiers 3 and 4 before age 62 with 25 or
more years of service credit and tier 5 with 30 or more years of service credit before age 65. Benefits
are reduced by a fraction of a percent for each month that a member retires prior fo the age at which a
member can receive full early-retirement benefits in accordance with their respective tier. Tier.1
members can receive an unreduced benefit from age 55 to age 80 if lhey have at least 25 years of
service. Deferred retirement is available to members who have at least 10 years of service credit and
have not reached the service retirement age for the respective tier.

Defined Contribution Retirement Program - Eligible members are provided with a defined contribution
retirement plan intended to qualify for favorable federal income tax treatment under IRC Section 401(a),
a noncontributory group life insurance ptan and a noncontributory group disability benefit plan. A
participant's interest in that portion of his or her defined contribution retirement plan account attributable
to employee contributions shall immediately become and shall at all times remain fully vested and
nonforfeitable. A participant's interest in that portion of his or her defined contribution retirement plan
account attributable to employer contributions shafl be vested and nonfotfeitable on the date the
participant commences the second year of employment or upon his or her attainment of age 65, while
employed by an employer, whichever occurs first.

Contributions

Public Employees’ Retirement System - The contribution policy is set by N.J.S.A. 43:15A and requires
contributions by active members and contributing employers. Members contribute at a uniform rate.
Pursuant to the provisions of Chapter 78, P.L. 2011, the active member contribution rate increased from
5.5% of annual compensation {o 6.5% plus an additional 1% phased-in over 7 years beginning in July
2012. The member contribution rate was 7.20% in State fiscal year 2017 and 7.08% in State fiscal year
2016. The phase-in of the additional incremental member conlribution rate takes place in July of each
subsequent State fiscal year. The rate for members who are eligible for the Prosecutors Part of PERS
(Chapter 366, P.I.. 2001) was 10% in State fiscal year 2017. Employers’ contribution are based on an
actuarially determined amount, which includes the normal cost and unfunded accrued liability.

The Authority's contractually required contribution rate for the fiscal years ended May 31, 2018 and 2017
was 10.87% and 13.71% of the Authorily's covered payrolt. These amounts were actuarially determined
as an amount thal, when combined with employee contributions, are expected lo finance the costs of
henefits earned by employees during the fiscal year, including an additional amount to finance any
unfunded accrued liability. )
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Note 4: DETAIL NOTES — LIABILITIES (CONT'D)

Pension Plans (Cont’d)

Confributions (Cont’d)

Based on the most recent PERS measurement date of June 30, 2017, the Authority's contractually
required contribution to the pension plan for the fiscal year ended May 31, 2018 was $31,381.00, and
was payable by April 1, 2018. Based on the PERS measurement date of June 30, 2016, the Authority's
contractually required contribution to the pension plan for the fiscal year ended May 31, 2017 was
$38,013.00, which was paid on April 1, 2017. Employee contributions to the Plan during the fiscal years
ended May 31, 2018 and 2017 were $288,691.00 and $277,346.00, respeclively.

Defined Contribution Retirement Program - The contribution policy is set by N.J.S.A. 43:15C-3 and
requires contributions by active members and contributing employers. in accordance with Chapter 92,
P.L. 2007 and Chapter 103, P.L. 2007, plan members are required to contribute 5.5% of their annual
covered salary. In addition {0 the employee contributions, the Authorily contributes 3% of the employees'
base salary, for each pay pericd, to Prudential Financial not later than the fifth business day after the
date on which the employee is paid for that pay period.

For the fiscal year ended May 31, 2018 and 2017, there were no employees participating in DCRP.

Pension Liabilities, Pension Expense, and Deferred Outflows of Resources and Deferred Inflows
of Resources-Related to Pensions — PERS |

At May 31, 2018, the Authority's proportionate share of the net pension liability was $788,542.00. The
net pension liability was measured as of June 30, 2017, and the total pension liability used to calculate
the net pension liability was determined by an actuarial valuation as of July 1, 2016. The fotal pension
liability was calculated through the use of updated procedures to roll forward from the actuarial vatuation
date to the measurement date of June 30, 2017. The Authority's proportion of the net pension liability
was based on a projection of the Authority’'s fong-term share of contributions to the pension plan relative
to the projected contributions of all participating employers, actuarially determined. For the June 30,
2017 measurement date, the Authority’s proportion was .0033874385%, which was a decrease of
.0008914461% from its proportion measured as of June 30, 20186.

At May 31, 2017, the Authority's proportionate share of the net pension liability was $1,267,283.00. The
net pension liability was measured as of June 30, 20186, and the tolal pension liability used to calculate
the net pension liability was determined by an actuarial valuation as of July 1, 2015, The total pension
liability was calculated through the use of updated procedures to roll forward from the acluarial valuation
date to the measurement date of June 30, 2016. The Authority's proportion of the net pension liability
was based on a projection of the Authority's long-term share of contributions to the pension plan relative
to the projected contributions of all participating employers, actuarially determined. For the June 30,
2016 measurement date, the Authority's proportion was .0042788846%, which was an increase of
.0000953706% from its proportion measured as of June 30, 2015.

For the fiscal years ended May 31, 2018 and 2017, the Authority recognized pension expense of

$31,804.00 and $130,895.00, respectively. These amounts were based on the plan's June 30, 2017 and
2016 measuwrement dates, respectively. . .
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Note 4: DETAIL NOTES — LIABILITIES (CONT’D)

Pension Plans {Cont'd)

Pension Liabilities, Pension Expense, and Deferred Outflows of Resources and Deferred Inflows
of Resources Related to Pensions — PERS (Cont’d)

Deferred Outflows of Resources and Deferred Inflows of Resources - At May 31, 2018 and
2017, the Authority reported deferred outflows of resources and deferred inflows of resources related
to PERS from the following sources: '

May 31, 2018 May 31, 2017
Measurement Date Measurement Date
June 34, 2017 June 30, 2016
Deferred Deferred Defarrad Deferred
. Outfiows of Inflows of Outflows of Inflows of
Resources Resources Resources Resources
Differences between Expacted
and Actual Experience $ 18,667.00 $ - % 23,568.00 3 -
Changes of Assumptions ’ 168,864.00 158,282.00 262,693.00 -
Nel Difference batween Projecied
and Aclual Earnings on Pension
Plan Investments 5,369.00 - 48,323.00 -
Changes in Proportion and Differences
between Authority Contributions and
Praoportionate Share of Centributions 29,253,000 158,886.00 39,168,060 -
Authority Contributions Subsequent to
the Measurement Date 28,766.00 - 34,845.00 -

] 240,819.00 % 317,168.00 $ 408,407.00 § -

The deferred outflows of resources related to pensions totaling $28,766.00 and $34,845.00 will be
included as a reduction of the net pension liability in the fiscal years ended May 31, 2019 and 2018,
respectively. This amount is based on an estimated Apiil 1, 2019 and April 1, 2018 contractually
required contribution, prorated from the pension plans measurement date of June 30, 2017 and
June 30, 2016 to the Authority’s year end of May 31, 2018 and 2017.
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Note 4: DETAIL NOTES — LIABILITIES (CONT'D)

Pension Plans {Cont'd)

Pension l.iabhilities, Pension Expense, and Deferred Outflows of Resources and Deferred Inflows
of Resources Related to Pensions — PERS (Cont’d)

Deferred Gutflows of Resources and Deferred inflows of Resources (Cont’d) - The Authority
will amortize the other deferred outflows of resources and deferred inflows of resources related to
PERS over the following number of years:

Deferred Deferred
Outflows of  Inflows of
Resources  Resources

Differences betweaen Expected
and Actual Experience
Year of Pension Plan Deferral:
June 30, 2014 -
" June 30, 2015 5.72 -

ras

June 30, 2016 .57
June 30, 2017 5.48

~ Changes of Assumptions
Year of Pension Plan Deferral:

June 30, 2014 644 -
June 30, 2015 5.72 -
June 30, 2016 5.57 -
June 30, 2017 . 5.48
iMet Difference between Projected
and Actual Earnings on Pension
Plan Investments
Year of Pension Plan Deferral:
June 30, 2014 - 5.00
June 38, 2015 - 5.00
June 30, 2016 5.00 -
June 30, 2017 5.00 -
Changes in Proportion and Differences
between Authority Contributions and
Propoitionate Share of Contributions
Year of Pension Plan Deferral:
June 30, 2014 6.44 6.44
June 30, 2015 572 572
June 30. 2016 5.57 5.57
June 30, 2017 ' 5.48 5.48
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Note 4: DETAIL NOTES — LIABILITIES (CONT'D)

Pension Plans (Cont'd)

Pension Liabilities, Pension Expense, and Deferred Outflows of Resources and Deferred Inflows
of Resources Related to Pensions (Cont'd}

Deferred Outflows of Resources and Deferred Inflows of Resources (Cont'd) - Other amounts
reported as deferred outflows of resources and deferred inflows of resources relaled to pensions

will be recognized in pension expense as follows:

Fiscal
Year Ending

May 31,
. 2018 $ (6,998.00)
- 2019 2,451.00
2020 (10,987.00)
2021 (56,103.00)
) ' 2022 - {33,478.00)

$  (105,115.00)

Actuarial Assumptions — PERS

The net pension liabilily was measured as of June 30, 2017 and 2016, and the total pension liability
used to calculate the net pension liability was determined by an actuarial valuation as of July 1, 2016
and 2015. The total pension fiability was calculated through the use of updated procedures to roll
forward from the acluarial valuation date to the measurement date of June 30, 2017 and 2016, This
actuarial valuation used the following actuarial assumptions, app

measurement;

Measurement Date
June 30, 2017

Infistion Rate 2.25%
. Salary Increases:
Through 2026 1.656% - 4.15% Based on Age
Thereafter 2.65% - 5.15% Based on Age
* Investment Rate of Retum 7.00%
Mortality Rata Table RP-2000

Period of Actuarial Experience
Study upon which Actuarial

Assumptions were Based July 1, 201 - June 30, 2014
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Note 4:‘DETAIL NOTES — LIABILITIES (CONT'D)

Pension Plans (Cont’d)
Actuarial Assumptions — PERS (Cont'd}

For the June 30, 2017 measurement date, preretirament mortality rates were based on the RP-2000
Employee Preretirement Mortality Table for male and female active participants. For State employees,
mortality tables are set back 4 years for males and females. For local employees, mortality tables are
set back 2 years for males and 7 years for females. In addition, the tables provide for fulure
improvements in mortality from the base year of 2013 using a generational approach based on the plan
actuary’s modified MP-2014 projection scale. Post-retirement mortality rates were hased on the RP-
2000 Combined Healthy Male and Female Mortality Tables (set back 1 year for males and females) for
sarvice retirements and beneficiaries of former members and a one-year slatic projection hased on
mortality improvement Scale AA. In addilion, the tables for service retirements and beneficiaries of
former members provide for future improvements in mortality from the base year of 2013 using a
generational approach based on the plan actuary’s modified MP-2014 projection scale. Disability
retirement rates used to value disabled retirees were hased on the RP-2000 Disabled Mortality Table
(set back 3 years for males and set forward 1 year for females).

For the June 30, 2016 measurement date, preretirement mortalily rates were based on the RP-2000
Employee Preretirement Mortality Table for male and female active participants. Mortality tables are set
back 2 years for males and 7 years for females. In addition, the tables provide for future improvements
in mortality from the base year of 2013 using,a generational approach based on the plan actuary's
modified MP-2014 projection scale. Post-retirement mortality rates were based on the RP-2000
Combined Healthy Male and Female Mortalily Tables (set back 1 year for males and females) for service
retirements and heneficiaries of former members and a one-year static projection based on mortality
improvement Scale AA. In addition, the tables for service retirements and beneficiaries of former
members provide for future improvements in mortalily from the base year of 2013 using a generational
approach hased on the plan actuary's modified MP-2014 projection scale. Disability retirement rates
used to value disabled retirees were hased on the RP-2000 Drsabled Martality Table (set back 3 years
for males and set forward 1 year for females).

In accordance with State stalute, the long-lerm expected rate of return on plan investments (7.00% at
June 30, 2017 and 7.65% at June 30, 2016} is determined by the State Treasurer, after consultation
with the Directors of the Division of Investments and Division of Pensions and Benefils, the hoard of
trustees and the actuaries. The long-term expected rate of return was determined using a building block
method in which best-estimate ranges of expected future real rates of return (expected returns, net of
pension plan investment expense and inflation} are developed for each major asset class. These ranges
are combined to produce the long-term expected rate of return by weighting the expected future real
rates of return by the target asset allocation percentage and by adding expected inflation. Best estimates
of arithmetic rates of return for each major asset class included in PERS's target asset allocation as of
June 30, 2017 and 2016 are summarized in the table on the following page.
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Note 4: DETAIL NOTES — LIABILITIES (CONT'D)

Pension Plans (Cont'd)

Actuariat Assumptions — PERS-(Cont’d)

Measurement Date Measurement Date
June 30, 2017 June 30, 2016
Long-Term Long-Term

Target Expected Real Target Expected Real

Asset Class Allacation Rate of Return Allocation  Rate of Return
Absolute Return/Risk Mitigation 5.00% 6.51% 5.00% 0.87%
Cash Equivalents 5.50% 1.00% 1.50% A.74%
) U.S. Treasuries . 3.00% 1.87% 8.00% 1.79%
tnvestment Grade Credit 10.00% 3.78% 2.00% 1.67%
Public High Yield 2.50% 6.82% 2.00% 4.56%
~  Global Diversified Credit . 5.00% 7.10% 1.50% 3.44%
Credit Oriented Hedge Funds ' 1.00% 6.60% 26.00% 8.63%
Debt Related Private Equity - 2.00% 10.63% - 13.25% 6.83%
Debt Related Real Estate 1.00% 6.61% 6.50% 9.95%
Private Real Estats 2.50% 11.83% 9.00% 12.40%
Equily Related Real Estate 6.26% 9.23% 12.60% 4.68%
U.5. Equity ' 30.00% 8.19% 2.00% 6.91%
Non-U.S. Developed Markets Cquity  11.50% 9.00% 0.50% 5.45%
Emerging Markets Equity 6.50% 11.64% 5.00% 0.25%
Buyouls/Venture Capital 8.25% 13.08% 5.25% 5.63%

100.00% 100.00%

Discount Rate - The discount rate used to measure the total pension liability at June 30, 2017 was
5.00%. The respective single blended discount rate was based on the long-term expected rate of relurn
on pension plan investments of 7.00%, and a municipal bond rate of 3.58% as of June 30, 2017, based
on the Bond Buyer Go 20-Bond Municipal Bond Index which includes tax-exempt general obiigation
municipal bonds with an average rating of AAJAa or higher. The projection of cash flows used io

- determine the discount rates assumed that contributions from plan members will be made at the current
member contribution rates and that contributions from employers and the nonemployer contributing
entity will be made based on the contribution rate in the most recent fiscal year. The State employer
contributed 40% of the actuarially determined contributions and the local employers contributed 100%
of their actuarially determined contributions.-Based on those assumptions, the plan's fiduciary net
position was projected to be available to make projected future benefit payments of current plan
members through 2040. Therefore, the long-term expected rate of return on plan investments was
applied to projected benefit payments through 2040, and the municipal bond rate was applied to
projected benefit payments after that date in determining the total pension liabilities.

-35-



35800 ° - : Notes to Financial Statements (Cont'd)

Note 4:.DETA[L NOTES -- LIABILITIES (CONT'D)

Pension Plans {Cont’d)
Actuarial Assumptions — PERS (Cont’d)

Discount Rate (Cont'd) - The discount rate used to measure the total pension liability at June 30, 2016
was 3.98%. The respective single blended discount rates were hased on the long-term expected rate of
return on pension plan investments of 7.65%, and a municipal bond rate of 2.85% as of June 30, 2016,
hased on the Bond Buyer Go 20-Bond Municipal Bond Index which includes tax-exempt general
ohligation municipal bonds with an average rating of AA/Aa or higher. The projection of cash flows used
to determine the discount rates assumed that contributions from plan members will be made at the
current member coniribution rates and that contributions from employers and the nonemployer
contributing entity will be made based on the contribution rate in the most recent fiscal year. The State
employer contributed 30% of the actuarially determined contributions and the local emplovers
contributed 100% of their actuarially determined contributions. Based on those assumptions, the plan’s
fiduciary net position was projected to be available o make projected future benefit payments of current
plan members through 2034, Therefore, the long-term expected rate of return on plan investments was
applied to projected benefit payments through 2034, and the municipal bond rate was applied to
projected benefit payments after that date in determining the total pension liabilities.

Sensitivity of Authority"s Proportionate Share of Net Pension Liability to Changes in the Discount
Rate — PERS

The following presents the Authority's proportionate share of the net pension liability at June 30, 2017,
the plans measurement date, calculated using a discount rate of 5.00%, as well as what the Authority's
proportionate share of the net pension liability would be if it were calculated using a discount rate that is
1% lower or 1% higher than the current rates used:

1% Current 1%
Decrease Discount Rate Increase
{:1.00%) (5.00%) (6.00%)

Proportionate Share of the Net Pension Liability b 978,239.00 3 788,542.00 % 630,500.00

The following presents the Authority's proportionate share of the net pension liability at June 30, 20186,
the plans measurement date, calculated using a discount rate of 3.98%, as well as what the Authorily’s
proportionate share of the net pension liability would be if it were calculated using a discount rate that is
1% lower or 1% higher than the current rates used:

1% Current 1%
Decrease Discount Rate Increase
{2.98%) {3.98%) {4.98%}

Proportionate Share of the Net Pension Liability $ 1,552,907.00 $ 1,267,283.00 $ 1,031,4756.00

Pension Plan-Fiduciary Net Position R

For purposes of measuring the net pension liability, deferred outflows of resources and deferred inflows
of resources related to pensions, and pension expense, information about the respeclive fiduciary net
position of the PERS and additions to/deductions from PERS' fiduciary net position have been
determined on the same basis as they are reported by PERS. Accordingly, benefit payments (including
refunds of employee contributions) are recognized when due and payahle in accordance with the benefit
terms. Investments are reported- at fair value. For additional information ahout PERS, please refer to
the plan's Comprehensive Annual Financial Report (CAFR) which can be found at
hitp:/fwww_state.nj.usftreasury/pensions/financial-reports.shimi,
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Post-Employment Benefits - State Health Benefits Program

Plan Description - 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 Adiministrative
Code. SHBP provides medical, prescription drugs, mental healih/substance abuse, and Medicare Part B
reimbursement to retirees and their covered dependents.

The SHBP was extended to employees, retirees, and dependents of participaling local public employers in
1964. Local employers must adopt a resolution to participate inthe SHBP. In 2015, the Authority authorized
participation in the SHBP’s post-retirement benefit program by resolution effective May 1, 2015. The
Authority provides postemployment health care benefits, at its cost, to all Authority retirees who at the date
of retirement have not less than twenty-five (25) years of service credit in a State locally administered
retirement system and have served at least twenty-five (25) years as an employee of the Authorily. Benefits
provided include health insurance coverage for retirees, spouses and their dependents during the retired
employees' life and to the surviving spouse.

The State Health Benefits Cominission 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 Benefils,
P.0. Box 295, Trenton, NJ 08625-0295 or by visiting their wehsite at www.state.nj.us/treasury/pensions/.

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

Contributions to pay for the health premiums of participating retirees in the SHBP are billed to the Authority
on a monthly basis. The Authority funds these benefits on a pay-as-you-go basis.

The Authority’s contributions to SHBP for the fiscal year ended May 31, 2018, 2017 and 2018 were
$49,296.20, $37,044.13 and $5,596.88, respectively, which equaled the required contributions for each fiscal
year. There were two retired participants eligible at May 31, 2018,

Post-employment Benefits — Other Than State Health Benefits Program

Plan Description — In addition to the State Health Benefits plan described above, the Authority provides
.medical benefits to one retired employee spouse. The Authority provides supplementary medical insurance
benefits lo Medicare, the primary insurance. The plan is administered by the Authority; therefore, premium
payments are made directly to the insurance carriers.

Funding Policy - The contribution requirements of plan members and the Authority are established and may
be amended by the Authority's Board. Plan members receving penefits are not required to contribute to the
cost of the medical benefits provided by this plan.

Retirees - The Authority's contributions 1o the plan for the fiscal years ended May 31, 2018, 2017 and 2016
were $5,000.00, $5,000.00, and $5,000.00, respectively.

Euture Retirees - In accordance with Statement No. 45 of the Governmental Accounting Standards Board,
the Authority is required to expense the annual required contribution of the employer (ARC), an amount
actuarially determined in accordance with the paramelers of Statement No. 45. The ARC represents a level
of funding that, if paid on an ongoing basis, is projected to cover normal cost each year and amortize any
unfunded actuarial liabilities {or funding excess) over a period not to exceed thirly (30) years. The ARC
includes the costs of both current and future retirees. The current ARC was determined to be $8,598.00 at
an unfunded discount rate of 5.0%.

-37-



35900 °

Notes to Financial Statements (Cont'd)

Note 4:;
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Post-employment Benefils — Other Than State Health Benefils Program (Cont'd)
Annual OPER Cost - For fiscal year 2018, the Authority's annual OPEB cost (expense) of $3,452.97 for the

plan was equal to the ARC plus certain adjustments because the Authority’s actual contributions in prior years
differed from the ARC. .

The Authority’s annual required contribution (ARC), the interest on the net OPEB obligalion, the adjustment
to the ARC, the increase or decrease in the net OPEB obligation, the net OPEB obligation, and the percentage
of annual OPEB cost contributed to the plan for fiscal years 2018, 2017, and 2016 are as foliows:

2018 2017 2016

Annual Required Contribution (ARC) $ 8,598.00 $ 8,5698.00 $ 8,598.00

Interest on the Net OPEB Obligation 3,684.79 3,767.95

Adjustment to the ARC (8,829.82) (9,029.09)

Annual OPEB Cost , 3,452.97 3,336.86 8,5988.00

Pay-as-You Go Cost (Existing Retirees) (5,000.00) (5,000.00) {5,000.,00)
+ Cancellation of OPEB Unfunded Liability* (601,772.85)

Increase (Decrease) in the Net OPEB Obligation (1,547.03) {1,663.14) (598,174.65)
‘Net OPEB Obligation, June 1 © 73,685.86 75,359.00 673,533.65

Net OPEB Obligation, May 31 ] 3 72,148.83 $ - 7369586 5 75,359.00

Percentage of Annual OPEB Cost Contributed 58.15% 58.15% 58.15%

Funded Status and Funding Progress - The funded status of the plan as of the three past actuarial valuation
dates is as follows:

2016 2013 2010
Actuarial Accrued Liability (AAL) $  71,761.00 $1,260,943.00 $ 887,963.00
Actuarial Value of Plan Assets - - -
Unfunded Actuarial Accrued Liability (UAAL) $  71,761.00 $1,260,943.00 $ 887,963.00
Funded Ratio (Actuarial Value of Plan Assets / AAL) - - -
Covered Payroll (Active Plan Me;ﬁbers) $ - $ 279,494.00 $ 265,321.00
UAAL as a Percentage of Covered Payroll - 451.16% 334.67%

Actuarial valuations of an ongoing plan involve estimates of the value of reported amounts and assumptions

about the probability of occurrence of events far into the future. Examples include assumptions about future
employment, mortalily, and the healthcare cost trend. Amounts determined regarding the funded status of
the plan and the annual required contributions of the employer are subject to continual revision as actual
results are compared with past expectations and new estimates are made about the future. The schedule
of funding progress, presented as required supplementary information following the notes to the financial
statements, presents multivear trend information that shows whether the actuarial value of the plan assets
is increasing or decreasing over time relative 1o the actuarial accrued liahilities for benefits.
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Notes to Financial Statements (Cont'd)

Note 4:

Note 5:

Note 6:

"

DETAIL NOTES — LIABILITIES (CONT’D)

Post-employment Benefits — Other Than State Health Benefits Program (Cont'd)

Actuarial Methods and Assumptions - The projections of henefits for financial reporting purposes are
hased on the substantive pian (the plan as understood by the employer and plan members) and include the
types of benefits provided at the time of each vatuation and the historical pattern of sharing benefit costs
belween the employer and plan members to that point. The actuarial methods and assumptions used
include techniques that are designed to reduce short-term volatitity in actuarial accrued liabilities and the
actuarial value of assets, consistent with the fong-term perspective of the calculations.

In the May 31, 2016 actuarial valuation, the projected unit credit actuarial cost method was used. Under
this method, an actuarial accrued liability is determined as the actuarial present value of the portion of
projected benefits which is allocated to service hefore the current plan year. In addition, a normal cost is
determined as the actuarial present value of the portion of projected benelits which is allocated to service
in the current plan year for each active participant under the assumed retirement age. The UAAL is being
amortized (straight-line) for thirty (30) years on an open basis. The actuarial assumptions included the

following:

e Mortality. The mortality table employed in the valuation is the 1994 sex distinct Group Annuity

. Mortality Tahle. .

«  Turnover. in accordance with The U.S. Office of Personnel Management regaiding the experience
of the employee group covered by the Federal Employees Retirement System.

«  Assumed Retirement Age. Al first eligibility after completing 20 years of service, but no earlier than
age 55; additionally, it was assumed lhat participants who are not eligible at age 65 will not become
eligible.

« Annual Discount Rate. Fulure cosis have heen discounted at the rate of 5.0% compounded annually
for GASB 45 purposes.

DETAIL NOTES — NET POSITION

Net Position Appropriated

As of May 31, 2018, the Authority had an unrestrictad net position balance of $699,723.67; however,
$86,800.00 has been appropriated and included as support in the operating budget for the fiscal year ending
May 31, 2019. '

INTERGOVERNMENTAL AGREEMENTS

Borou-gh of Penns Grove Agreement

A Service Agreement was entered into on November 22, 1962 between the Authority and the Borough of
Penns Grove. Under the agreement, the Borough agrees ta pay any shortfall the Authority may encounter
in making payments for either operating expenses and/or debt service requirements. The Borough shall he
entitled to recover from the Authority the amount of any payments in the next ensuing or any subsequent

fiscal year.

The Authority has entered into an Interlocal Services Agreement with the Borough of Penns Grove in 2008
to provide additional funding for upgrades to the wastewater treatment faciliies. Under the agreement, the
Borough will provide a $300,000.00 loan to the Autharity for costs in excess of the grant funds available.
The Authority completed the project in fiscal year 2009. The Authority will repay principal and interest on
the loan over a ten year period. The Intergovernmental Loan Payable was paid in full as of May 31, 2018.
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Note 7: RISK MANAGEMENT

The Authority is a member of New Jersey Ulility Authorities Joint Insurance Fund. The Fund provides the
Autharity with the {ollowing coverage:

Property and Physical Damage
Worker's Compensation
General Liability
Excess Liability
Boiler and Machinery
Automobile Liability
Fidelity Bonds
Environmental Liability

Contributions to the Fund, including a reserve for contingencies are payable in an annual premium and is
based on actuarial assumptions determined by the Fund's actuary. The Commissioner of insurance may
order additional assessments to supplement the Fund's claim, loss retention or administrative accounts to
assure the payment of the Fund's abligations. The Authority's agreement with the pool provides that the pool
will be self-sustaining through member premiums and wilt reinsure through commercial insurance for claims
in excess of $500,000.00 for each insured event.

The Fund publishes its own financial report for the year ended June 30, 2018, which can be obtained from:
New Jersey Utility Authority Joint Insurance Fund

9 Campus Drive, Suite 216
Parsippany, New Jersey, 07054-4412

Note 8: CONTINGENCIES

Litigation - The Authority is a defendant in several legal proceedings that are in various stages of litigation.
It is believed that the outcome, or exposure fo the Authority, from such litigation is eilher unknown or
potential losses, if any, would not be material to the financial statements.
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SCHEDULE RSI-1

35900
PENNS GROVE SEWERAGE AUTHORITY
Required Supplementary Information
Schedule of Funding Progress for the OPEB Plan
Actuarial UAAL as a
Actuarial Accrued Percentage of
Actuarial Value Liability - Unfunded AAL Funded Cowered
Vatuation of Assels (AAL) ’ {UAAL) Ratio Covered Payroll Payrofl
Date {a) (b) (b-3a) (a/b) . {c) ((b-a)/c)

05/31/16 - % 71,761 % 71,761 0% - -
05/31/13 - 1,260,943 1,260,243 0% ¥ 279,494 451.15%
05/31/10 - 887,963 887,963 0% 265,321 334.67%

SCHEDULE RS1-2

Required Supplementary information
Schedule of Employer Contributions

Fiscal Year Ended ' Annual OPEB Percentage of Annual
May 31, - Cost QPEB Cost Contributed
2018 $ 8,598.00 58.15%
2017 8,598.00 58.15%
2016 8,598.00 58.15%
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PENNS GROVE SEWERAGE AUTHORITY
Notes to Required Supplementary Information
For the Fiscal Year Ended May 31, 2018

Note 1.

Note 2:

OTHER POSTEMPLOYMENT BENEFITS

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

Valuation Date May 31, 2016
Actuarial Cost Method Unit Credit
Amortization Method Level Dollar
Remaining Amortization Pericds ' 27 Years

Asset Valuation Method . Market Value

Actuarial Assumptions

investment Rate of Return ' ‘ 5.0%
Rate of Medica! Inflation 7% (pre-Medicare) and 5% (post-Medicare)
Administration Expenses 2% (included in annutal health care costs)

For determining the GASB ARC, the rate of employer contributions to the Penns Grove Sewerage
Authority Plan is composed of the Normal Cost plus amortization of the Unfunded Actuarial Liability. The
Normal Cost is a portion of the actuarial present value of plan benefits and expenses which is allocated to
a valuation year by the actuarial cost method. The Actuarial Liability is that portion of the Present Value of
Projected Benefits that will not be paid by Future Employer normal Costs or active employee contributions.
The difference between this liability and the funds accumulated as of the same dale is the Unfunded
Actuarial Liability.

POSTEMPLOYMENT BEN EFITS - PENSION

Public Employees' Retirement System (PERS)

Changes in Benefit Ternis - None

Changes in Assumptions - For 2017, the discount rate changed to 5.00% and the long-term rate of return
changed to 7.00%. For 2016, the discount rate changed to 3.98%, the long-term expected rate of return
changed to 7.65% from 7.90%, demographic assumplions were revised in accordance with the results of
the July 1, 2011 - June 30, 2014 experience study and the mortality improvement scale incorporated the
plan actuary's modified MP-2014 projection scale. Further, salary increases were assumed to increase
hetween 1.65% and 4.156% (based on age) through fiscal year 2026 and 2.65% and 5.15% (based on age)
for each fiscal year thereafter. For 2015, the discount rate changed to 4.90%. In addition, the social
security wage base was set at $118,500 for 2015, increasing 4.00% per annum, compounded annually and
the 401(a)(17) pay limit was set at $265,000 for 2015, increasing 3.00% per annum, compotinded annually,

For 2014, the discount rate was 5.39%.
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35900

PENNS GRCOVE SEWERAGE AUTHORITY

Schedule of Anticipated Revenues, Qperating Appropriations, Principal Payments and
Non-Operaling Appropriations Compared To Budget-Non-GAAP (Budgetary) Basis

For the Fiscal Year Ended May 31, 2018

Scheduie 1

Budget Revenues:
Operating Revenues:
User Fees
Delinquent Charges
Miscellaneous

Total Operating Revenues

Non-Operating Revenues:
Interest on Investments

Total Budget Revenues

Operating Appropriations:
Administration:
Salaries and Wages:
Authorily Members
Office Staff
Extra Help
Overlime

Total Salaries and Wages

Fringe Benefils;
PERS
Payroll Tax Expense
Health Insurance

Total Fringe Benefits

Other Expenses:
Engineering
Audit
Accounting Services
Solicitor
Insurance
Office Supplies
Telephone
Office Equipment
Water Company Fees
Slate Permit Tax
Miscellaneous
Dues and Subscriptions

Total Other Expenses

Total Administration

Adopted / Variance
Amended 2017-2018 FFavorable 2016-2017
Budget Actual (Unfavorabie) Actual
1,i68,00000 % 1,168,341.37 $ 341.37 & 1,164,458.89
40,000.00 94,218.58 54,218.58 85,366.29
26,621.83 26,621.83 1,330.68
1,208,000.00 1,289,181.78 81,181.78 1,251,1565.86
- 1,684.57 1,684.57 1,782.60
1,208,000.00 1,290,766.35 82,766.35 1,252,938.46
5,000.00 5,000.00 5,000.00
. 35,100.00 38,671.07 (3,571.07) 52,254.23
12,600.00 8,468.94 4,131.06 9,363.13
600.00 600.00
53,300.00 52,140.01 1,159.99 66,617.36
42,000.00 31,381.00 10,619.00 38,013.00
4,100.00 4,009.40 90.60 5,792.07
65,000.00 71,031.63 {6,031.63) 33,676.72
111,100.00 106,422.03 4,677.97 77.481.78
8,000.00 8,000.00 3,656.38
25,000.00 25,000.00 27,450.00
14,000.00 20,429.40 (6,429.40) 2,975.00
2,400.00 2,400.00 2,400.00
39,000.00 40,263.34 (1,263.34) 35,893.34
5,500.00 3.441.25 2,058.75 5,057.44
9,000.00 8,688.77 411.23 7,487.32
4,000.00 340.47 3,659.53 5200.50
41.45
10,000.00 10,000.00 11,091.63
16,200.00 18,896.00 (2,698.00) 14,324.78
200.00 172.00 28.00
133,300.00 119,531.23 13,768.77 116,577.84
297,700.00 278,093.27 19,606.73 259,676.98
(Continued)
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PENNS GROVE SEWERAGE AUTHORITY

Schedule of Anlicipated Revenues, Operating Appropriations, Principal Payments and
Non-Operating Appropriations Compared To Budget-Non-GAAP (Budgetary) Basis
For the Fiscal Year Ended May 31, 2018

Schedule 1

Cperaling Approprialions {Continued)
Cost of Providing Services:
Salaries and Wages:

Labor

Part Time

Longevity

Licenses

Overtime

Tolal Salaries and Wages

Fringe Benefils:
Payrolt Tax Expense
Healih Insurance

Total Fringe Benefits

Other Expenses:

© Utilities
Waler Rents
Operaling Tralning
Treatment Materials
Vehicle Expense
Repairs, Maintenance
Equipment
Sludge Disposal
Laboratory Analysis
Travel Expense
Miscellaneous

. Total Other Expenses
Total Cost of Providing Services

Principal Payments on Debt Service
in Lieu of Depreciation

Non-Operating Appropriations:
Debt Service - Interest

Total Non-Operating Appropriations

Totdl Budget Appropriations

Adopted / Variance
Amended 2017-2018 Favorable 2016-2017
Budget Actual {Unfavorahle) Aclual
$- 265,000.00 3 286,585.32 § (21,585.32) 284,788.75
13,000.00 10,328.56 2,671.44 11,340.48
7,000.00 7,000.00 8,500.94
2,500.00 2500.00 2,000.00
45,000.00 14,046.00 30,954.00 6,857.32
332,500.00 310,959.88 21,540.12 313,487 .49
25,500.00 24,034,886 1,465.14 24,692.49
90,000.00 98,091.29 (8,091.29) 112,125.28
115,500.00 122,126.15 (6,626.15) 136,817.77
. 140,000.00 125,827.53 14172.47 155,470.52
1,000.00 805,78 194.22 589.80
2,500.00 1,7569.00 741.00 1,646.00
30,000.00 20,889.60 9,110.40 24,423.40
5,000.00 2,160.67 2,839.33 2,919.58
100,000.00 91,129.16 8,870.84 69,936.93
10,000.00 740.90 9,259.10 18,008.97
35,000.00 31,9802.76 3,007.24 35,791.99
35,000.00 29,767.52 5,232.48 28,503.03
100.00 100.00 28.05
15,000.00 21,815.08 (6,815.08) 20,147.86
373,600.00 326,798.00 46,802.00 357,466.13
821,600.00 759,884.03 61,715.97 807,771.39
129,405.00 129,401.76 3.24 129,485.14
79,295.00 79,779.24 (484.24) 84,695.86
79,295.00 79,779.24 (484.,24) 84,695.86
.1,328,000.00 1,247,158.30 80,841.70 1,281,629.37
{Continued)
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) PENNS GROVE SEWERAGE AUTHORITY
Schedule of Anticipated Revenues, Operating Appropriations, Principal Payments and
Non-Operaling Appropriations Compared To Budget—Non-GAAP (Budgetary) Basis
For the Fiscal Year Ended May 31, 2018 ’

Adopted / Varlance
Amended 2017-2018 Favorable 2016-2017
Budget Actual . (Unfavorable) Actual
Unrestricted Net Position lo Balance Budget $ 120,000.00 $ - $ 120,000,000 $ -
Total Appropriations and Unrestricted
Net Position 1,208,000.00 1,247,158.30 (39,158.30) 1,281,629.37
Excess Budget Revenues Over
Budget Appropriations $ ~ $ 43,608,065 & 43,608.05 % (28,690.91)
Reconciliation to Operating income
Excess Budget Revenues Qver
Budget Appropriations $ 43,608.05
 Add; _
Principal Payments $ 129,401.76
Interest on Debt . 79,779.24
Major Repairs and Replacements 22 656,00
Encumbrances Payable 2,847.35
. 234,684.35
‘ 278,292.40
Less: .
Investiment Income 1,584.57
Net OPEB Obligation (GASB 45) Accrual {1,547.03)
Net Pension Expense (64.00)
Depreciation 204,950.96
204,924 50
Operaling Income (Exhibit B} . $ 73,367.90
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SCHEDULE OF FINDINGS AND RECOMMENDATIONS

_52-



35900
FPENNS GROVE SEWERAGE AUTHORITY

Schedule of Findings and Recommendations
For the Fiscal Year Ended May 31, 2018

Schedule of Financial Statement Findings

This section identifies the significant deficiencies, material weaknesses, and instances of noncompliance related to
the financial statements that are required to be reported in accordance with Government Auditing Standards and
with "audit requirements as prescribed by the Bureau of Authority Regulalion, Division of Local Government
Services, Department of Commumnity Affairs, State of New Jersey.

Finding No. 2018-001

Criteria or Specific Requirement

Management is responsible for establishing and maintaining internal controls in the financial reporting system and
for the fair presentation of the financial position, results of operations, cash flows, and disclosures in the financial
statements in conformity with U.S. generally accepted accounting principles (GAAP). Additionally, for each
accounting function, the transaction authorization, custody of the assets, and the recording of the transactions
should not be performed by the same individual.

Condition :

The Authority's internal control system lacks cerlain controls with respect to separation of duties and its system
does not consistently produce information and classifications to bring the accounting records into alignment with
generally accepted accounting principles. The Authority does not have a system in place that would enable
management to prepare its-own financial statements and eomplete disclosures in accordance with generally

accepted accounting principles.

Context
The lack of certain controls within the Authority’s internal control system was noted in performing the annual review
of the internal controt system and from prior experience with the Authority.

Effect

A lack of internal controls in the areas described above could result in the following: misappropriation of assets,
misstated financial statements, inaccurate financial documentation, and improper use of funds or modification of
cata which could go undelecled by employees in the normal course of performing their assigned duties,

Cause

There is a severely limited number of staff members to perform all accounting functions. There is one full-time
employee, the Office Manager, and one part-time staff member o perform all of the accounting functions. The ability
fo produce financial statements and disclosures that incorporate the increasingly rigorous accounting requirements
is heyond her expertise and training.

Recominendation .

That dulies be divided among various Authority personnel so thal one employee cannot conceal errors and
irregularities in the normal course of his or her duties. Ideally, Authority personnel should have the ability to prepare
financial statements and complete disclosures in accordance with generally accepted accounting principles.

View of the Responsible Official

Cosl benefit considerations prohibit increasing staff size or experiise. We would also like to comment on the fact
that the situation regarding preparation of the financial statements is not new. The auditors have always prepared
the financial stalemenls due to the inability of the Authorily to prepare them. Now their new auditing standards
require that they comment on that fact. While we do not prepare the financial statements ourselves, we carefully
review the drafls prepared by the auditors including the related footnote disclosures.
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PENNS GROVE SEWERAGE AUTHORITY
summary Schedule of Prior Year Audit Findings
And Recommendations as Prepared by Management

This section identifies the status of prior year findings related to the financial statements that are required to be
reported in accordance with Government Auditing Standards.

FINANCIAL STATEMENT FINDINGS

Finding No. 2017-001

Condition

The Authority's internal control system lacks certain controls with respect to separation of duties and its system
does not consistently produce information and classifications to bring the accounting records into alignment with
generally accepted accounting principles. The Authority does not have a system in place that would enable
management to prepare its own financial statements and complete disclosures in accordance with generally
accepted accounting principles.

Current Status
The condition remains unresolved.

Planned Corrective Action
The responsible officials agree with the finding. However, officials also helieve that the cost benefit considerations

prohibit increasing staff size to achieve proper separation of duties and implementation of an internal control
struciure. '
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We express my appreciation for lhe assistance and courlesies rendered by the Autharity officials during the course
of the audit. : :
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