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INDEPENDENT AUDITORS’ REPORT

To the Honorable Chairperson and Board Members of
Ewing-Lawrence Sewerage Authority

Report on the Financial Statements

We have audited the accompanying financial statements of Ewing-Lawre
Sewerage Authority (the "Authority™) as of and for the years ended December
2014 and 2013, and the relaied notes fo financial statements, which collectively
comprise the Authority's basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

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

Auditors’ Responsibility

Cur 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 and the standards applicable to
financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial
statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts
and disclosures in the financial statements. The procedures selected depend on the
auditors' judgment, including the assessment of the risks of material misstatement

@ AN INDEPEABENTLY OWNED MewgER of the financial statemenis, whether due to fraud or error. In making those risk
MCGIABREY ALLANCE assessments, the auditor considers internal control relevant fo the entity's
* SMERICAN INSTIUTE OF preparation and fair presentation of the financial statements in order to design audit
CERAIED POBLC ACCOUMTAITS procedures that are appropriate in the circumstances, but not for the purpose of
New Jersey SoceTy o expressing an opinion on the effectiveness of the entity's internal control.
CERTIEIED PUBLIC ACCOUNTAATS Accordingly, we express no such opinion. An audit also includes evaluating the
o New Youk Sociary oF appropriateness of accounting policies used and the reasonableness of significant
CERTAIED PUBLIC ACCOUNTANTS accounting estimates made by management, as well as evaluating the overall
o PERSHLYRI INSTIUTE OF presentation of the financial statements.

CERTIFIED PUBLIC ACCOUNTAATS

& REGISTERED WITH THE PCAGB

.. Box 7648 » Princelon, N} 08543-7648 » 609.689.9700 » Fax 6(19.689.9720 = Mercadiercom 1

The MeCladrey Aliance 15 2 premier atiliatios of independent accounting end consulting firms. The MeGledrey Alllange member firms maintain their mame, sutooomy and
independence and me responsitiie foF thel own diienl fee arangements, defivery of services and maintenance of dieat refationships,



INDEPENDENT AUDITORS’ REPORT {CONTINUED)

Auditors’ Responsibility {(Continued)

We believe 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 Authority as of December 31, 2014 and 2013, and the changes in iis
financial position and its cash flows for the years then ended in accordance with accounting.
principles generally accepted in the United States of America.

Other Matters
Required Supplementary information

Accounting principles generally accepted in the United States. of America require that the
management’s discussion and analysis on pages four through six be presented fo 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 cerain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted in the United
States of America, which consisted of inquiries of management about the methods of preparing the
information and comparing the information for consistency with management's responses to our
inquiries, the basic financial statements, and other knowledge we obtained during our audit of the
basic financial statements. We do not express an opinion or provide any assurance on the
information because the limited procedures do not provide us with sufficient evidence to express an
opinion or provide any assurance.

Other Supplementary information

Our audits were conducted for the purpose of forming an opinion on the basic financial statements
as a whole. The schedule of revenues, expenses and changes in net position, schedule of operating
revenues and costs funded by operating revenues compared o budget, and the roster of officials
are presented for purposes of additional analysis and are not a required part of the financial
statements.

These schedules are the responsibility of management and were derived from and relate directly to
the underlying accounting and other records used to prepare the financial statements. The
information, except for the part marked "unaudited,” has been subjected to the auditing procedures
applied in the audit of the basic financial statements and certain additional procedures, including
comparing and reconciling such information directly fo 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 generaily accepted in the United
States of America. The information marked "unaudited” has not been subjected io the auditing
procedures applied in the audit of the basic financial statements, and accordingly, we do not express
an opinion or provide any assurance on it. In our opinion, except for that portion marked "unaudited,”
the information is fairly stated, in all material respects, in relation to the financial statements as a
whole.



INDEPENDENT AUDITORS’ REPORT (CONTINUED)

Other Matters (Continued)
Other Supplementary Information (Continued)

Our audits were conducted for the purpose of forming an opinion on the financial statements as a
whole. The accompanying schedules of expenditures of federal and state awards are presented for
purposes of additional analysis as required by Office of Management and Budget Circular A-133,
Audits of Stafes, Local Governmenis and Non-Profit Organizations, and State of New Jersey
Circular Letter 04-04-OMB, and are not a required part of the financial statements. Such information
is the responsibility of management and was derived from and relates directly to, the underlying
accounting and other records used to prepare the basic financial statements. This information has
been subjected to the auditing procedures applied in the audit of the financial statements and certain
additional procedures, including comparing and reconciling such information directly to the
underlying accounting and other records used to prepare the 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 schedules of
~ expenditures of federal and state awards are fairly stated, in all material respects, in relation to the
basic financial statements as a whole.

Other Reporting Reguired by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our reporis dated August
18, 2015, and July 24, 2014, on our consideration of the Authority's internal control over financial
reporting and on our fests of its compliance with certain provisions of laws, regulations, contracts,
grant agreements and other matters. The purpose of those reports is to describe the scope of our
testing of internal control over financial reporting and compliance and the results of that {esting, and
not to provide an opinion on internal control over financial reporting or on compliance. Those reports
are 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.

Pevoadien, 77

August 18, 2015



EWING-LAWRENCE SEWERAGE AUTHORITY
MANAGEMENT'S DISCUSSION AND ANALYSIS (UNAUDITED)

As financial management of the Ewing-Lawrence Sewerage Authority (the "Authority™), we offer
readers of these financial statemenis this narrative overview and analysis of the financial activities of
the Authority for the vears ended December 31, 2014 and 2013. This discussion and analysis is
desighed to assist the reader in focusing on the significant financial issues and activities and to
identify any significant changes in financial position. We encourage readers to consider the
information presented here in conjunction with the financial statements taken as a whole. A
comparative analysis of the financial statemenis data has been presented for 2014 and 2013.

FINANCIAL HIGHLIGHTS

income from operations for the Authority was $1,591,515 and $1,355,654 for the years ended
December 31, 2014 and 2013, respectively. The Authority's net position was $38,708,298 and
$39,068,036 at the close of 2014 and 2013, respectively.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an infroduction to the Authority's financial
statements, which are comprised of the basic financial statements and the notes to the financial
statements. This report also contains other supplementary information, including a schedule of
revenues, expenses and changes in net position.

Basic financial statements. The basic financial statements are designed to provide readers with a
broad overview of the Authority's finances, in a manner similar to that employed by private-sector
businesses.

The statement of net position presents information on ali of the Authority's assets and liabilities, with
the difference between the two reported as net position. Over time, increases or decreases in net
position may serve as useful indicators of whether the financial position of the Authority is improving
or deteriorating. Net position increases when revenues exceed expenses. Increases to asseis
without corresponding increases to liabilities also result in increased net position, which indicates an.
improved financial position.

The statement of revenues, expenses and changes in net position presents information showing
how net position changed during the fiscal year. All changes in net position are reporied as soon as
the underlying events occur, regardless of timing of related cash flows. Thus, revenues and
expenses are reporied in these statements for some items that will not result in cash flows until
future fiscal periods.

Notes to financial statements. The notes provide additional information that is essential to a full
understanding of the data provided in the basic financial staiements.

Other information. In addition to the basic financial statemenis and accompanying notes, this
report also presents certain supplementary information concerning operating revenues, expenses
and net position, as well as comparisons to budget.

FINANCIAL ANALYSIS OF THE AUTHORITY

Cash balances were $13,277,427 and $10,903,154 at December 31, 2014 and 2013, respectively,
and comprise the largest portion of the Authority’s current assets and consist of unrestricted and
restricted portions.



EWING-LAWRENCE SEWERAGE AUTHORITY
MANAGEMENT'S DISCUSSION AND ANALYSIS (UNAUDITED) (CONTINUED)

FINANCIAL ANALYSIS OF THE AUTHORITY (CONTINUED)

The increase in gross capital assets in 2014 of $4,738,986 and in 2013 of $2,577 876 was related
primarily to expenditures for the wastewater facilities upgrade project, as weli as, the Scotch Road
relief sewer and the Jacob's Creek project.

Net, property and equipment balances were $45,843,650 and $42,832,530 at December 31, 2014
and 2013, respectively, and comprise the targest pottion of the Authority's assets,

The Authority had $32,362,834 and $10,768,650 in NJEIT loans and revenue bonds outstanding as
of December 31, 2014 and 2013, respectively, relating to the acquisition, construction and
improvement of sewer systems in Ewing and Lawrence Townships. '

The following tables contain condensed financial information derived from the December 31, 2014
and 2013, financial statements of the Authority:

Condensed Statement of Net Position

Change
2014 2013 2042 2014-2013
Current assets $ 33,724,109 $ 13631,375 § 14326465 § 20,002,734
Capital assets 45,843,650 42,832,530 41,937,058 3,011,120
Total assels 79,567,758 56,463,905 56,263,521 23,103,854
Deferred outflows of resources 64,956 166,721 {64,956)

79,587,758

Total assets and deferred outflows or resources § $ 56528861 $ 56430242 § 23038808
Current liabilities, net of bonds and lcans payable $ 3625862 $ 2818486 § 2911541 § 807,376
Bonds and loans payable 32,362,834 10,768,650 12,002,579 21,504,184
Net OPEB obligation 3,870,765 3,194,594 2,783,756 676,171
Unearned ARRA forgiveness - 679,085 1,404,495 (679,095)

Totai liabilities 39,859,461 17,460,825 16,102,371 22,398,636

Net position: . : : ,

Net investment in capital assets 33,830,680 | 34,845.216 33,979,352 {1.014,536)
Restricted 3,240,538 3,692,676 3,776,760 (452,138)
Unrestricted 2,837,080 530,144 (428,241} 2,106,936
Total net position 39,708,298 39,068,038 37,327,871 640,262
Total liabllities and net position $ 79567759 § 56,528,861 $ 56430242 § 23038808

Condensed Statement of Revenues, Expenses and Changes in Net Position

Year Ended December 31,
Change
2014 2013 2012 2014-2013
Operating revenues $ 14,093,930 $ 14171398 § 14,495,131 $ (77 .466)
Operating expenses 10,373,236 10,546,405 10,599,992 (172,489)
Depreciation and amortization 2,128,479 2,269,337 2,318,128 (140,858)
income from operations 1,581,515 1,355,654 1,576,011 235,861
Non-operating revenues 529 854,849 324,959 (894,320}
Non-operating expenses 951,782 510,338 241,683 441,444
Change in net position 640,262 1,740,165 1,658,287 {1,098,903)
Net position, beginning of year 39,068,036 37,327,871 35,668,584 1,740,165
Net position, end of year $ 39708298 § 39,068,036 § 37327871 3 640,262




EWING-LAWRENCE SEWERAGE AUTHORITY
MANAGEMENT'S DISCUSSION AND ANALYSIS (UNAUDITED) (CONTINUED)

CONTACTING THE AUTHORITY'S FINANCIAL MANAGEMENT

This financial report is designed to provide taxpayers and our creditors with a general overview of
the Authority's finances and to demonsirate the Authority's accountability for the revenues that it
receives, I vou have questions about this report or need additional information, contact the
Authority's financial management at 600 Whitehead Road, Lawrenceville, New Jersey, 08648 or

(609) 587-4061.



EWING-LAWRENCE SEWERAGE AUTHORITY

STATEMENT OF NET POSITION
December 31,
2014 2013
ASSETS
Current Assels
Unrestricted
Cash and equivalents 10,036,888 $ 7,710,478
Interest receivable 6,667 6,042
Other recelvables 5,853 5,797
Totat Unrestricted 10,049 409 7,722,317
Restricted
Cash and equivalents- debt service reserve 2,308,538 1,992,676
Cash and equivalents- suceeding year budget 932,000 1,200,000
Funds held by trustee 20,434 162 2,716,382
Total Restricted 23.674,700 5,909,058
Total Current Assets 33,724,108 13,631,375
Capital assets, net 45,843,650 42,832,530
Total Assetls 79,567,759 56,463,905
Deferred Outlflows of Resources - losses on refunding - 64,956
Total Assets and Deferred Outflows of Resources 79,567,758 § 56,528,861
LIABILITIES AND NET POSITION
Current Liabilities
Accounts payable 1,713,778 % 354,333
Developers’ performance bonds 242,913 258,045
Loan payable 2,047,252 1,000,083
Revenue bonds payable - 1,155,000
Accrued interest payable & 136,490 88,751
Accrued liability for compensated absences 556,626 1,271,579
Engineering deposits 824,238 688,499
Other liabilities 152 417 147,279
Total Current Liabilities 5673114 4,973,649
Non-Current Liabilities
Net OPEB obiigation 3,870,765 3,194,594
L oan payable 30,315,582 8,613,587
Unearned principal forgiveness - §79,095
Total Non-Current Liabilities . 34,186,347 12487,276
Total Liabilities 39,859,461 17,460,825
MNet Position
Net investment in capital assets 33,830,680 34,845,216
Restricted
Future debt service 2,308,538 2,492,676
Succeeding year budget 932,000 1,200,000
Unrestricted 2,637,080 530,144
Total Net Position 39,708,298 39,068,036
Total Liabilities and Net Position 79567,759 $ 56,528,861

See notes to financial statements.




EWING-LAWRENCE SEWERAGE AUTHORITY

STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET POSITION

Operating revenues
Service agreements
Contributions for system improvemenis
Connection fees
Capacity revenue
inspection fees
Developer applications
Interest
Miscellaneous
Total operating revenues
Gperating expenses
Costs of providing services
Administrative and general
County sludge facilities
Depreciation
Amortization of post-empioyment benefits other than pensions
Total cperating expenses
Income from operations
- Non-operating revenues {(expenses)
Interest income
Interesi expense
Amortization loss on defeasance
Amortization of original issue discount
Gain on disposal of property and equipment
" Principal loan (deobligations Yforgiveness
Non-operating expenses, net
Change in net position
Net position, beginning of year
Net position, end of year

See notes to financial statements.

Year Ended December 31,

2014 2013
$ 13,619,336  § 13,437,514
11,100 350,230
304,032 306,368
101,250 13,500
200 400
28,560 25,140
777 1,046
28,675 37,198
14,093,930 14,171,396
7,815,125 8,367,172
1,562,206 1,112,052
996,605 1,067,181
1,601,555 1,682,502
526,924 586,835
12,502,415 12,815,742
1,591,515 1,355,654
529 623
(416,554) (408,573)
(62,753) (58,060)
(2.202) (43,705)
- 11,950
(470,273) 882,276
(951,253) 384,511
640,262 1,740,165
39,068,036 37,327,871
$ 39,708,298 _$ 39,068,036




EWING-LAWRENCE SEWERAGE AUTHORITY

STATEMENT OF CASH FLOWS

Cash Flows from Operating Activities

Cash received from
Service agreements
Caontributions from system improvements
Connection fees
inspection fees
interest income
Miscellaneous revenue

Cash used for
Cost of providing services
Administrative and general
County sludge facHities

Met cash from operating activities

Cash Flows from Investing Activities
Interest income
Purchases of capital assets, net
Net cash from investing activities

Cash Flows from Financing Activities
Repayments of loans
Repayments of bonds
Proceeds from loans
Funds held by trustees
Payment of bond interest
Net cash from financing activities

Net increase in cash and equivaients

Cash and equivalents, beginning of year
Cash and equivalents, end of year

The following is a summary of the Authority's cash and cash equivalents:

Cash -uswestricted
Cash- restricted
Total cash and cash equivalenis

Reconciliation of Income from Operations to Net Cash

from Operating Activities
Income from operations

Adjustments to reconcile income from operations to net cash

from operating activities

Depreciation

OPER obligation

Changes in assets and liabilities
Interest receivable
Other receivables
Accounts payable
Developer deposits
Other fiabilities
Engineering fee deposits
Accrued compensated absences

Net cash from operating activities

See notes to financial statements.

Year Ended December 31,
2014 2013
" $ 13,618,654 $ 13,437,814
11,100 350,230
304,033 306,368
200 400
77 1,048
158,485 88,326
{6,806,242) {6,684,857)
(1,562,206) (1,112,052
{886,605) {1,067,181)
4,638,196 3.3198,794
529 623
(4,612,673) (2,577 976)
(4,612,144) (2,577,353)
{2,675,354) (624,008)
{1,155,000) {1,110,000)
25,424 538 500,000
(18,867,148) 3,229,340
(378,815) (373,115)
2,348,221 1622216
2,374,273 2,364,657
10,903,154 8,538,497
$ 13,277,427 $ 10,903,154
& 10,036,888 § 7.710478
3,240,538 3,192,676
$ 13277427 § 10,903,154
$ 1,581,515 $ 1,355,654
1,601,555 1,682,502
676,171 410,838
- (1,224)
(882) 537
1,358,845 {(106,511)
(15,132) -
5138 (5.672)
135,739 6,115
(714,863) (22,445)
$ 40638195 § 3319794




EWING-LAWRENCE SEWERAGE AUTHORITY
NOTES TO FINANCIAL STATEMENTS

A. BUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Reporting Entity

Ewing-Lawrence Sewerage Authority (the "Authority"), located in Lawrenceville, New Jersey,
was created to consiruct and operate a wastewater collection and treatment system to
service the Townships of Ewing and Lawrence, New Jersey (the "Townships"). The Authority
entered into a contract with the Townships, dated October 18, 1951, as amended on October
9, 1961, obligating each Township o guaraniee its proportionate share of service charges to
operate the system, debt service costs, and an amount 10 be set aside for renewals,
replacements and extensions {o the system.

Basis of Accounting
The financial statements of the Authority have been prepared on the accrual basis of
accounting in accordance with accounting principles generally accepted in the United States
of America ("U.S. GAAP") applicable to governmental proprietary type funds.

Cash and Cash Equivalents
Cash equivalents include ceriificates of deposit and highly hquid debt instruments with
original maturities of ninety days or less.

At December 31, 2014 and 2013, bank trust accounts consisted of repurchase agreements
of a bank approved under the New Jersey Governmental Unit Deposit Protection Act and are
collateralized by U.8. Government Agency securities on deposit at the Federal Reserve Bank
of New York.

All other deposits at December 31, 2014 and 2013, were covered by the Federal Deposit
Insurance Corporation (the "FDIC") or by the New Jersey Governmental Unit Deposit
Protection Act. ‘

In accordance with the 2002 Bond Resolution, the Authority has established the following
cash accounts for deposit, in the priority order listed, of all revenues received by the

Authority.
Account Amount Use for Which Restricted

Revenue Deposit of ali revenue received Transfers to various funds described
by the Authority. Balance fo below and also inciudes succeeding
equal at least one quarter's year budget amount.
operating expenses.

Debt service Amount needed to equal the Transfers to meet minimum bond

reserve greatest amount of debt and debt service levels.

service due in any year.
Improvement fund  Amount transferred from the Amounts required for payments of

revenue fund. principal and interest on bonds and
for improvements to the system.

10



EWING-LAWRENCE SEWERAGE AUTHORITY
NOTES TO FINANCIAL STATEMENTS

A. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Funds Held by Trustee
The net proceeds from the Series 2004, 2010B, 2012A, 2013 and 2014 New Jersey
Environmental Infrastructure Trust loans were placed with the Bank of New York. These
funds are being held by the trustee and will be released to the Authority upon requisitions for
the payment of expenditures on the projects for which the loans were authorized.

Capital Assets

Capital assets include land and land improvements, buildings and building improvements,
and machinery and equipment over $10,000 which are capitalized and recorded at cost.
System construction costs are charged to construction in progress until such time as given
segments of the system are completed and placed in operation. Depreciation and
amortization is provided over the estimated useful lives of the assets using the straight-line
method. The estimated useful lives are as follows:

Land improvements 50 years
Building and building improvements 7-50 years
Machinery and equipment 3-75 years

Repairs and maintenance which do not extend the useful lives of the related assets are
expensed as incurred.

Post-Employment Benefits Other than Pensions ("OPEBR")
The Authority recognizes annual OPEB cost equal to the annual required contribution and
recognizes the unfunded accrued actuarial liability over an amortization period of thirty vears.

- Unearned Principal Forgiveness
A portion of the 2010 and 2014 NJEIT loan proceeds include principal forgiveness, which is
financial assistance in the form of forgiveness of ioan principal. The unearned principal

forgiveness is recognized based on twenty-five percent of loan program expenditures made
during the vear.

Deferred Outfiows of Resources
As a result of an advanced refunding the Authority incurred a loss on defeasance which is
the difference between the reacquisition price and the net carrying amounts of the old debt.
The loss is deferred and amortized over the remaining life of the old or new debt, whichever
is shorter and included as a deferred outflow of resources.

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

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

11



EWING-LAWRENCE SEWERAGE AUTHORITY
NOTES TO FINANCIAL STATEMENTS

A, SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {CONTINUED)

Net Position {Continued} .
2) Resiricted - when constraints placed on net position are either a) externally imposed

by creditors (such as the bond resolution), grantors, or laws or regulations of other
governments, or b) imposed by law.

Presently, the Authority has two items of restricted net position which is required by
the bond resolution. These restrictions are for future debt service and succeeding
vear budget.

3} Unrestricted - ény other net position that does not meet the definition of "restricted" or
“net investment in capital assets.”

Revenues
The primary source of revenues is from service charges. Service charges are recognized as
revenue upon billing the budgeted agreed upon amounts to the Townships of Ewing and
Lawrence. The Townships pay the Authority their shares of the operating costs and debt
service. No fees are collected from the residents by the Authority.

Contributions for System Improvements and Developer Contributions
Developer contributions for system improvements and other developer contributions are
recorded as operating revenues in the periods when earned under the terms of developer
agreements. Developer-financed consiruction is recorded in the period in which applicable
costs are incurred and is recorded at fair market value at the time of the.contribution.

Use of Estimates
The preparation of financia! statements in conformity with U.S. GAAP requires management
to make estimates and assumptions that affect certain reported amounts and disciosures.
Accordingly, actual results could differ from those estimates.

Income Taxes

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

Reclassification of Prior Year Balances
Certain prior year balances have been reclassified to conform with the cument year's
presentation.

B. CASH AND CASH EQUIVALENTS

Cash and cash equivalents consist of various accounts held by financial institutions in New
Jersey that are insured by the FDIC or the New Jersey Governmental Unit Deposit Protection
Act. New Jersey statutes permit the deposit of public funds in institutions located in New Jersey
which are insured by the FDIC or by any other agencies of the United States that insure
deposiis.

12



EWING-LAWRENCE SEWERAGE AUTHORITY
NOTES TO FINANCIAL STATEMENTS

B. CASH AND CASH EQUIVALENTS (CONTINUED)

The Authority's bank balances at December 31, 2014 and 2013, were $13,865.479 and
$11,019,859, respectively, all of which was covered by federal depository insurance or the New

Jersey Governmentai Unit Deposit Protection Act.

Custodial Credit Risk

Custodial credit risk is the risk that, in the event of failure of the counter party, the Authority
will not be able to recover the value of its cash and equivalents that are in the possession of

an outside party.

Since the Authority's cash and cash equivalents are all government securities or are
protected under the New Jersey Governmental Unit Deposit Protection Act, they are not

subject to custodial credit risk.

Interest Rate Risk

Interest rate risk is the risk that changes in interest rates wifl adversely affect the fair value of
an investment. Because the Authority maintains only cash and cash equivalents, it is not

subject to interest rate risk if interest rates fluctuate.

C. CAPITAL ASSETS

Capital assets consist of the following:

Land
Land improvements
Buildings and building improvements
Machinery and equipment
Construction in progress
Subtotal
Less accumulated depreciation
Total '

Year Ended December 31,

2014 2013
461,112 & 461,112
- 2,171,499 2,171,499
24,917,946 22,052,379
47,915,067 49,494,102
13,176,497 8,892,835
88,642,120 83,872,027
42,798,470 41,139,407
$ 45843850 $ 42,832,530

13



EWING-LAWRENCE SEWERAGE AUTHORITY
NOTES TO FINANCIAL STATEMENTS

C. CAPITAL ASSETS (CONTINUED)

Capital asset activities were as follows:

December 31, December 31,
2013 Additions Retiremenis 2014
Non-Depreciable Assets ‘
Land $ 461112 % - % - % 461,112
Consiruction in progress 8,892,935 4,283 562 - 13,176,497
Depreciable Assets :
Land improvements 2,171,499 - - 2,171,499
Buildings and building improvements 24,827 230 160,617 69,801 24,917,946
Machinery and equipment 47,619,250 205 817 - 47 915,067
Total at historical cost 83,972,026 4,739,996 69,801 88,642 121
Less accumulated depreciation 41,139,406 1,601,555 57420 42,798,471
Total capital assels $ 42,832,530 3,138,441 % 12,481 $ 45,843,650
December 31, December 31,
2012 Additions Retirements 2013
Non-Depreciable Assets :
Land $ 461,112 % - § - % 461,112
Construction in progress 7,517,557 1,375,378 - 8,892,935
Depreciable Assets
Land improvements 2,171,498 - - 2,171,489
Buildings and building improvements 23,079,619 - 127,240 22,952 379
Machinery and equipment 49,467 450 1,202,508 1,175,947 49,494,101
Total at historical cost 82,697 237 2,577,976 1,303,187 83,872,026
Less accumulated depradiation 40,760,181 1,882,502 1,303,187 41,139,406
Total capital assels $41,937056 § BO5.474 $ - % 42832530
Depreciation expense was as follows:
Year Ended December 31,
2014 2013
Land improvements $ 40,240 $ 42 667
Buildings and building improvements 487,632 468,590
Machinery and equipment 1,093,683 1,171,245
Total depreciation expense $ 1,601,555 $ 1,682,502

D. BONDS AND LOANS PAYABLE

Bonds Payabile

Bond resolutions have been adopted by the Authority for the purpose of acquiring,
constructing and making improvements fo the sewer systems in the Townships of Ewing and

Lawrence.

14



EWING-LAWRENCE SEWERAGE AUTHORITY
NOTES TO FINANCIAL STATEMENTS

0. BONDS AND LOANS PAYABLE (CONTINUED)

Bonds Payable {Continued)

The proceeds from the 2002 advance refunding of prekusly issued 1991 obligations were
used {o currently refund the cutstanding bond issues or {o deposit, in an irrevocable escrow
fund held by the escrow agent, an amount that, when combined with interest earnings
thereon, will be at least equal to the sum of the outstanding principal amount of the bonds
and the interest to accrue, to redeem the bonds outstanding on such date. Accordingly, the
escrow fund and the liability for defeased bonds are not included in the Authority's financial
statements. These {ransactions defeased the outstanding bond issues with a resultant
reduction in annual debt services during the term of the issues. The refunded 1981 bonds
ware paid off in 2014.

As a result of refundings in 2002 and 1998, the Authority recorded losses on defeasance of
$428,593 and $268,347, respectively, representing the differences between the new debt
issued and the carrying amount of the debt refunded. The loss on defeasance has been
deferred and is being amortized over the life of the new debt. The unamontized deferred loss
on defeasance was fully amortized as of December 31, 2014. As of December 31, 2013 the
balance was $64,956 and is included in the financial statements as a reduction of revenue
bonds payable. Amortization expense amounted to $58,060 for the year ended December
31, 2013. During 2013 outstanding bond issuance costs of $43, 705 were expensed to
comply with new government accounting standards.

All revenues generated by the Authority are pledged to secure payment of principal and
interest on the bonds.

The bonds payable were paid off at December 31, 2014.

Loans Pavable
As of December 31, 2014 and 2013, the Authorsty maintained a loan balance of $32,362,834
and $8,613,650, respectively, through the New Jersey Environmental Infrastructure Trust
("NJEIT"} financing program. The amount available through the program at December 31,
2014 and 2013, was $20,434,162 and $2,716,382, respectively, and is recorded as funds
held by trustee on the statement of net position.

The following is a summary of revenue bonds and NJEIT loans outstanding at December 31:

Maturity
Bonds and Loans Payable interest Rale Date 2014 2013

1898 Serial Revenue Bonds 3.65%-5.00% 2014 $ - % 395,000
2002 Serial Revenue Bonds - 3.00%-4.40% 2014 - 760,000
Total bonds payable - 1,155,000
2004 NJEIT Trust and Fund Loan 3.00%-4.375% 2024 1,172,471 1,314,440
2010 NJEIT Trust and Fund Loan 5.00% 2030 4,603,445 6,575,219
2012 NJEIT Trust and Fund Loan 2.00%-5.00% 2031 1,162,381 1,223,991
2013 NJEFT Interim Trust and Fund Loan 2014 - 500,000
2014 NJEIT Trust and Fund Loan 3.250%-5.00% 2033 23,887 537 -
2014 NJEIT Resiliency Interim Trust '

and Fund Loan 2015 1,637,000 -
Total loans payable 32,362,834 8,613,650
Total bonds and lvans payable § 323626834 § 10,768,650
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EWING-LAWRENCE SEWERAGE AUTHORITY
NOTES TO FINANCIAL STATEMENTS

D. BONDS AND LOANS PAYABLE {CONTINUED)

Loans Payable (Continued)

Total maturities, including interest for the years ending December 31, are as foliows:

Principal Interest Total
2015 $ 2047252 § 455651 2,502,903
2016 526,678 437,451 964,129
2017 1,822,540 430,451 2,252,991
2018 1,853,350 402,703 2,256,053
2019 1,878,899 373,453 2,252,452
2020-2024 8,449,049 1,380,111 10,829,160
2025-2029 8,604,091 508,561 9,202,652
2030-2033 5,180,875 162,842 6,333,717
Total $ 32,362,834  $ 4231223 $ 36,594,057

E. AMOUNTS REQUIRED BY BOND RESOLUTION

The following debt service reserve cash and equivalent amounts are required by the resolution of
the Authority adopted Oclober 13, 1961, entitled "Resolution Authorizing and Providing for the

Issuance of Sewer Revenue Bonds of the Ewing-Lawrance Sewerage Authority":

December 31,

2014
Cash and cash equivalent balance  § 2,308,538 & 1,892,676
Debt service required balance 2,256,053 1,980 318
- Excess $ 52,485 $ 12,358

F. LONG-TERM LIABILITIES

Long-term liability activity for the years ended December 31, 2014 and 2013 was as follows:

Amounts
Due within
December 31, 2013 Additions {Reductions) December 31, 2014 One Year
Revenue bonds $ 1,155,000 $ - $ 1,155,000 B - $ -
NJEIT loans payable 9,613,650 25,424 538 2,675,354 32,362 834 2,047,252
Net OPEB obligation 3,164,594 576,171 - 3,870,765 -
Total $ 13963244 § 26900709 $ 3830354 § 36,233,599 $ 2,047,252
December 31, 2012 Additions {Reductions) December 31, 2013 One Year
Revenue bonds & 2,265,000 $ - $ 1,110,000 8 1,185,600 $ 1,155,000
NJEIT loans payable 9,737,579 123,929 9,613,650 1,000,063
Net OPEB obligation 2,783,766 410,838 - 3,194,594 -
Total 3 14,786,335 3 410,838 $ 1,233,828 3 13,963,244 $ 2155063
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EWING-LAWRENCE SEWERAGE AUTHORITY
NOTES TO FINANCIAL STATEMENTS

G. PENSION PLAN

The Authority participates in the Public Employees’ Retirement System (“PERS”) Plan of New
Jersey, which is a part of the Division of Pensions, Department of the Treasury, State of New
Jersey. The Plan is funded annually based on the projected benefit method with aggregate level
normal cost and frozen initial unfunded accrued liability. The Plan, which covers public
employees throughout the state, does not maintain separate records for each reporting unit, and
accordingly, the actuarial data for the employees of the Authority who are members of the
system is not available. The Authority's pension expenses for 2014 and 2013 were $398,452
and $412,785, respectively,

Please refér to state website www . state.ni.us for more information regarding the PERS plan.
H. POST-EMPLOYMENT BENEFITS OTHER THAN PENSIONS

‘The Authority is a member of the State of New Jersey's cost sharing multiple-employer plan (the
“‘State Plan”) for health and post-retirement medical benefits. Thus, the Authority’s portion of this
liability is included in the State of New Jersey's Comprehensive Annual Financial Report
("CAFR"), as such, the liability of Authority employees is covered under the State Plan on an
annual basis.

The total cost included in health insurance expense for these post-retirement benefits was
$850,658, $768,439, and $747,800 for the years ended December 31, 2014, 2013 and 2012,
respectively. '

Please refer to State website www.state.nj.us for more information regarding the PERS
Plan.

The Authority also has ifs own separate plan for dental and prescriptions benefits. An actuarial
valuation was performed under the alternative measurement method to calculate the cost and
liabilities attributable o these benefits, at December 31, 2014 and 2013. The accrued post-
employment benefits other than pension for dental and prescription benefits were $3,870,765
and $3,194,594, respectively.

Plan Description

e The Authority currently maintains an unfunded single-employer post-employment benefits
plan (the "Plan") other than for pensions.

e The Plan provides eligible retirees with prescription drug and dental coverage after
retirement. '

e The Plan does not issue stand-alone financial statements and is not included in the report of
another entity.

Funding Policy
s ltis the Authority's policy at this time to fund the Plan on a pay as you go basis.

Other Required Disclosures

e The annual required contribution and OPEB cost for 2014 and 2013 were $1,230,885 and
$977,940, assuming a 30-year amortization of the actuarial accrued liability.

¢ During 2014 and 2013, the Authority paid $554,714 and $567,102 to the Plan, respectively,
which represents the amount of benefits paid during the year. ,

e The unfunded actuarial and accrued liability, which includes retirees and active employees,
totaled $17,528,010 as of December 31, 2014.

e The actuarial valuation date was December 31, 2014,
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EWING-LAWRENCE SEWERAGE AUTHORITY
NOTES TO FINANCIAL STATEMENTS

H. POST-EMPLOYMENT BENEFITS OTHER THAN PENSIONS (CONTINUED)

Actuarial Assumptions and Methods

e An assumed discount rate of 1% was used for purposes of developing the liabilities and
annual required contribution on the basis that the Plan would not be funded.

e Health care cost trend rates were as follows:

s  Prescription ranged from 9.00% in 2015 to 4.70% in vears 2020 and later.
= Dental ranged from 4.00% in 2015 to 3.00% in years 2022 and later.

e These actuarial valuations involve estimates of the value of reported amounts and
assumptions about the probability of events far into the future. Actuarially determined
amounts are subject to continual revision as actual resulls are compared io past
expectations and new estimates are made about the future. Actuarial methods and
assumptions used include techniques that are designed to reduce shori-term volatility in
actuarial accrued fiabilities. '

e These calculations are based on the types of benefits provided under the terms of the
substantive plan at the time of each valuation.

e The actuarial cost method used was the entry age method.

The unfunded actuarial accrued liability was amortized as a level percentage of payroll using
proiected salary increases of 2.65%. .

. DEFERRED COMPENSATION

The Authority has a deferred compensation plan whereby eligible participating employees may
choose fo contribute amounts determined by plan and internal Revenue Code guidelines. All
employer contributions are made at the sole discretion of the Authority. There were no
contributions made by the Authority for the years ended December 31, 2014 and 2013.

J. COMMITMENTS AND CONTINGENCIES -

The Authority entered into a regional sludge management project service agreement with Mercer
County improvement Authority ("MCIA"} and is a participant in such agreement with the
Township of Hamilton and the City of Trenton.

Pursuant to such agreement, MCIA is the lead agency and is responsible for the design,
financing, construction and operation of the regional sludge managemenit facilities.

The Authority is obligated to pay for its share of the cost of siudge treatment service provided by
the regional sludge management facilites. The agreement provides that the annual charges to
be paid by the participants will be sufficient to pay for the operating costs, capital expansions,
improvements and debt service on MCIA obligations relating to the regional facilities.

The agreement also provides that, in the event the regional facilities are not piaced in operation,
all costs incurred by MCIA for regional! facilities shall be apportioned among the participants on a
basis as described in the agreement.

During 1893, construction of the regional sludge facilities was completed. The project was
declared a failure by the Federal Environmental Protection Agency and MCIA was released from
further obligation.
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EWING-LAWRENCE SEWERAGE AUTHORITY
NOTES TO FINANCIAL STATEMENTS

J. COMMITMENTS AND CONTINGENCIES (CONTINUED)

As of December 31, 2014 and 2013, the total cutstanding bonds of MCIA in connection with the
regional sludge facilities amounted to $3,500,000 and $6,830,000, respectively.

The Authority's proportionate share of the debt service relating to the outstanding bonds of MCIA
and other expenses for the regional sludge facility for 2014 and 2013 amounted to $996,605 and
$1,067,181, respectively. In each subsequent year, the Authority will be required to pay its share
of debt service and other expenses relating to the regional sludge faciiities. The bonds will
mature in 2015.

K. CONCENTRATION OF LABOR FORCE

Approximately 66% of the labor force is coverad by a collective bargaining agreement with
Construction and General Labor Union Local 172. The contract expires December 31, 2017.

L. CAPITAL PROGRAM

Expected capital program expenditures budgeted from 2015 through 2020 approximate $38.6
million.

M. SUBSEQUENT EVENTS

The Authority entered into a financing agreement with the New Jersey Environmental
Infrastructure Trust to finance the construction costs associated with capital improvements of the
Authority. The board approved the issuance of bonds in an amount not to exceed $5,100,000
through the New Jersey Environmental Infrastructure Trust Financing Program in May 2015.

N. PENDING PRONCUNCEMENTS

The Governmental Account Standards Board (“GASB") has issued Statement No. 68,
"Accounting and Financial Reporting for Pension Plans,” and Statement No. 71, "Pension
Transition for Contributions made subsequent to the Measurement Date - an amendment of No.
68." effective for fiscal years beginning after June 15, 2014. The objective of the statements is to
improve information about financial support for pensions and improve financial reporting and
accounting by state and local governmental pension plans.

The GASB issued Statement No. 72, "Fair Value Measurement and Application” effective for
financial statements for periods beginning after June 15, 2015. This standard describes how fair
value should be defined and measured, the use of various valuation techniques, and which
information about fair value should be disclosed in the notes to the financial statements.

The GASE issued Statement No. 74 “Financial Reporting for Postemployment Benefit Plans
Other Than Pensions Plans” addresses the financial reporting of define benefit OPEB plans that
are administered through trusts that meet specified criteria. The statement also includes financial
statement footnote disclosure requirements for defined contribution OPEB plans. Statement 74 is
effective for financial statements for periods beginning after June 15, 2016.
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EWING-LAWRENCE SEWERAGE AUTHORITY
NOTES TO FINANCIAL STATEMENTS

N. PENDING PRONOUNCEMENTS (CONTINUED)

The Governmental Accounting Standards Board issued Statement No. 75 “Accounting and
Financial Reporting for Postemployment Befits Other Than Pensions” provides guidance for
reporting by state and local governments that provide OPEB, such as refiree health insurance, to
their employees and for governments that finance OPEB for employees of other governments.
This standard requires governments to report a liability on the face of their financial statements
for the OPED they provide.
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EWING-LAWRENCE SEWERAGE AUTHORITY

SCHEDULE OF OPERATING REVENUES AND COSTS FUNDED BY OPERATING REVENUES
COMPARED TC BUDGET

Year Ended December 31, 2014

2014 Budget
Unaudited 2014 Actual
Revenues
Retained earnings appropriated $ 935,000 % -
Service agreements 13,619,336 13,619,336
Contributions from systemn improvements - 11,100
Connection fees 300,000 304,032
Capacity revenue - 101,250
Inspection fees 500 200
Developer appiications 1,000 28,560
Interest 3,000 7t
Miscellanaous 40,000 28,675
Total operating revenues 3 14,898,836 3 14,083,930
Expenses
Cost of providing services :
Labor $ 3503700 % 2,666,563
Employee benefits 2,265,892 1,855,479
Material and supplies 1,014,000 680,334
Confracted services 200,000 71,584
Repairs and maintenance §20,000 480,917
Studge disposal 715,000 571,319
Utilities 1,440,350 1,261,526
Professional fees 25,000 74,069
Remediation . 200,000 68,500
Compliance ' . ' . 40,000 4,727
Industrial waste water pre-treatment program 997,000 996,605
Other 108,000 80,091
Total cost of providing services 11,128,942 8,811,730
Administrative and general
Labor 586,000 585,104
Employee benefits 276,108 407,133
Materials and supplies 96,000 41,351
Contracted services 181,000 196,634
Insurance 140,000 331,084
Other 88,436 -
Total administrative and general 1,361,544 1,562,208
Interest expense 325,255 416,554
Gther costs funded by operating revenues
Principal maturity 1,655,063 1,665,063
Capital outlays 428,032 33,744
Total other costs funded by operating revenues 2,083 095 1,688,807
Total costs funded by operating revenues 14,888,836 12,479,297
Excess - 1,614,633
Total $ 14,808836 § 14,083,930
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EWING-LAWRENCE SEWERAGE AUTHORITY
ROSTER OF OFFICIALS (UNAUDITED)
Year Ended December 31, 2014

Board Members Position
Anne Zamonski Chair
Harold Vereen Vice Chair
Raymond J. DiFrancesco Treasurer
Pasqguale "Pat" Colavita Assistant Treasurer
Charles Geter Secretary

Joseph Cremele

Other Officials

Assistant Secretary

Pasition

S. Robert Filler
W. Barry Rank
Jacobs Environmental Consulting

Executive Director
Counsel
Consulting Engineer

Ali employees of the Ewing-Lawrence Sewerage Authority are covered by a Public Employee's
Blanket Bond, which is included in the Commercial Protection Policy issued by Zurich
insurance and provides "Employee Dishonesty Coverage" in the amount of $500,000.
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EWING-LAWRENCE SEWERAGE AUTHORITY
NOTE TO SCHEDULES OF EXPENDITURES OF FEDERAL AND STATE AWARDS
Year Ended December 31, 2014

Note 1. Basis of Presentation

The accompanying schedules of expendiiures of federal and state awards include the federal and
state grant activity of the Authority and are presented on the accrual basis of accounting. The
information in these schedules is presented in accordance with the requirements of OMB Circular
A-133, Audits of States, Local Governments, and Non-Profit Organizations, and State of New Jersey
Circular Letter 04-04-OMB. Therefore, some amounts presented in these schedules may differ from
amounts presented in, or used in the preparation of, the basic financial statements.
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EWING-LAWRENCE SEWERAGE AUTHORITY
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
Year Ended December 31, 2014

Section [ - Summary of Auditors’ Resulis

Financial Statements
Type of auditors' report issued: Unim odified
internal control over financial reporting:
» Material weaknesses identified? yes X no
« Significant deficiencies identified that are not

considered to be material weaknesses? yes X none reported

Noncompliance material {o financial
statements noted? yes X ho

Federal and State Awards

internal control over major programs:
« Material weaknesses identified? ves X no
« Significant deficiencies identified that are not

considered to be material weaknesses? yes X none reported

Type of auditors’ report issued on compliance for major programs: Umnm odified

Any audit findings disclosed that are required fo be

reported in accordance with section 510(a) of

Circuiar A-1337 yes X no
Identification of major programs: :

© Federal/State Loan Number/CFDA Num bér Name of Federal and/or State Program
66.468/5340391-10 Wastewater treatment plant upgrade
5340391-11 Resiliency project

Dollar threshold used to distinguish between type A
and type B programs: $300,000
Auditee qualified as low-risk auditee? ves X no
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& AN INDEPENDENTLY OWRED EMBER,

MCGLADREY ALLIANCE

© AMERICAR INSHTUTE 0F
CERTISIER PUBLC ACCOUNTANTS

MEw Jersey SOUTY OF
CERTIHER PUBHC ACKOUNTANTS

& New YRk SOETY OF
CERMFIED PustiC ACCOUNTANTS

& PEMNSYAVARIE [USTITUT OF
CEREIFIED PUBLIC ACCOUNIANTS

= REGISTERED WiITH THE PCADR

INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL. ¢
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTEE
BASED ON AN AUDIT OF FINANGCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS '

To the Honorable Chairperson and Board Members of
Ewing-Lawrence Sewerage Authority

We have audited, in accordance with auditing standards generally accepted in ths
United States of America and the standards applicabie to financial audits containe
in Government Auditing Standards issued by the Comptrolier General of the United
States, the financial statements of Ewing-Lawrence Sewerage Authority (the
"Authority") as of and for the years ended December 31, 2014 and 2013, and the
related notes to the financial statements, which collectively comprise the Authority's
basic financial statements, and have issued our report thereon dated August 18,
2015,

internal Control Over Financial Reporting

In planning and performing our audits of the basic financial statements, we
considered the Authority’s internal control over financial reporting (“internal controi")
{o 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 exprassing 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 material weakness is a deficiency, or a combination of deficiencies, in
internal control, such that there is a reasonable possibility that a material
misstatement of the entity’s financial statements will not be prevented, or detected
and corrected on a timely basis. A significant deficiency is a deficiency, or a
combination of deficiencies, in internal control that is less severe than a material
weakness, yet important enough to merit attention by those charged with
governance.

Our consideration of internal control was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal
control that might be materi