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Saomerset Raritan Valiey
Sewerage Authority ‘ )

May 20, 2010

To the Board of Commissioners, Ratepayers of the Somerset Raritan Valley Sewerage Authority and all
Other Interested Stakeholders:

State law (N.).5.A. 40A:5A-15) requires all local authorities to publish a complete set of financial
statements presented in conformity with generally accepted accounting principles {GAAP) and audited
in accordance with generally accepted government auditing standards by a firm of licensed certified
public accountants. Pursuant to that requirement, we hereby issue the comprehensive annual financial
report of the Somerset Raritan Valley Sewerage Authority for the fiscal year ended December 31, 2008,

This report consists of management’s representations concerning the finances of the Somerset Raritan
Valley Sewerage Authority. Consequently, management assumes full responsibility for the
compieteness and reliability of all of the information presented in this report. To provide a reasonable
basis for making these representations, management of the Semerset Raritan Valley Sewerage Authority
has established a comprehensive internal control framework that is designed both 1o protect the
government’s assets from loss, theft, or misuse and to compile sufficient reliable information for the
preparation of the Somerset Raritan Valley Sewerage Authority’s financial statements in conformity with
GAAP, Because the cost of internal controls should not outweigh their benefits, the Somerset Raritan
Valley Sewerage Authority's comprehensive framework of internal controls has been designed to
provide reasonable rather than absolute assurance that the financial statements will be free from
material misstatement. As management, we assert that, to the best of our knowledge and belief, this
financial report Is complete and reliable in all imaterial respects.

The Somerset Raritan Valley Sewerage Authority’s financial statements have been audited by Suplee,

- Clooney and Company, a firm of licensed certified public accountants. The goal of the independent
audit was to provide reasonable assurance that the financial statements of the Somerset Raritan Valley
Sewerage Authority for the fiscal year ended December 31, 2008, are free of material misstatement.
The independent audit involved examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements; assessing the accounting principles used and significant
estimates made by management; and evaluating the overall financial statement presentation. The
independent auditor concluded, based upon the audit, that there was a reasonable basis for rendering
an unqualified opinion that the Somerset Raritan Valley Sewerage Authority’s financial statements for
the fiscal year ended December 31, 2009 are fairly presented in conformity with GAAP. The
independent auditor's report is presented as the first component of the financial section of this report.

POLHEMUS LANE @ P.0. BOX 6400 » BRIDGEWATER, NEW JERSEY 08807-0400
' TEL: (732) 469-0593 » FAX: (732) 4694179
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GAAP require that management provide a narrative introduction, overview, and analysis to
accompany the basic financial statements in the form of Management's Discussion and Analysis
(MD&A). This ietter of transmittal is designed to complement MD&A and should be read in
conjunction with it. The Somerset Raritan Valley Sewerage Authority's MD&A can be found
immediately following the report of the independent auditors. - '

Profile of the Government

The Somerset Raritan Valley Sewerage Authority is a public body politic and corporate,
organized and existing under the Sewerage Authorities Law, constituting Chapter 138 of the
P.L. 1946 of the State of New Jersey approved April 23, 1948 and the acts amendatory thereof
or supplemental thereto, and was created by virtue of parallel ordinances adopted by the
respective governing bodies of the participants adopted September 21, 1953. The Authority is
located in Bridgewater, which is part of Somerset County of New Jersey. The Authority is a
Regional Sewerage Authority providing sewerage freatment and disposal to the Boroughs of
Raritan, Somerville. and Manville, the Townships of Bridgewater, Branchburg, Hillsborough, and
Warren, and industrial customers — Pfizer (formerly Wyeth) and the National Starch Company.

The Somerset Raritan Valley Sewerage Authority is governed by a Board of Commissioners
who has vested powers for policy making and making decisions in the best interests of the
Authority.  The Board of Commissioners convenes every month, with notification made to the
public in advance in accordance with the Open Public Meetings Act, to discuss issues related to
the Somerset Raritan Valley Sewerage Authority. The Board of Commissioners is composed of
two representatives from each of the seven contributing fownships and boroughs and each
Commissioner sefves a five year term with no limit on successive terms in office.

The annual budget serves as the foundation for the Somerset Raritan Valley Sewerage
Authority’s financial planning and control. In accordance with N.J.A.C. 5:31-2.1 each budget
includes an operations section, capital budget section and supplemental schedules and
necessary cettifications relating thereto. The Director of the Division of Local Government
Services within the New Jersey Department of Community Affairs must certify that the approved
Budget complies with the requirements of law and the rules and reguiations of the Local
Finance Board pursuant to N.J.S. 40A:5A-11. Please refer to the Notes to the Financial
Statements for additional information on the budget.

Fin_ancial Condition

The information presented in the financial statements is perhaps best understood when it is
considered from the broader perspective of the specific environment within which the Somerset
Raritan Valley Sewerage Authority operates.
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General Operating Environment:

The following information was provided by the United States Bureau of the Census. The
Somerset Raritan Valley Sewerage Authority is located within Somerset County. '

The population of Somerset County was about 327,000 for 2009. The population that the
Authority provides services to is difficult to calculate with precision but generally the Authority
serves between 120,000 and 150,000 residents. The most recent per capita personal income
figure for Somerset County was $72,201 for the year 2008. The annual average unemployment
rate within Somerset County was 7.4%, which is below the average state unemployment rate of
9.2% for the 2009 calendar year. Slow expected increases in sewerage flow are forecast for
the service area meaning that the revenues are expected to trend upward with slow growth.

The Authority has a solid revenue base due to the strong and stable demand for services. The
Authority provides sewerage treatment and disposal to municipal participants and industrial
customers. Annual service charges are based on each participant’s flow into the system and
are the primary revenue generator. The Authority accepts septic tank waste, gray water and
sludge from other facilities and this provides additional revenues. Please refer to the statistical
section for further information on flows and charges.

The Authority has an assured minimum charge for each participant with sewerage flow into the
plant that insulates the facility against a precipitous decline in operating revenue.

Capital Additions & Improvements

The Somerset Raritan Valley Sewerage Authority has several construction projects ongoing
including: Relocating the outfalt pipe to the Raritan River and rebuilding the sludge Incinerator.
Additional projects are planned for the future with funding derived from dedicated revenue
sources or long term debt which may be financed through New Jersey Environmental
Infrastructure Loans. Further information on capital construction can be found in the
Management Discussion & Analysis portion of the Financial Section of this Comprehensive
Financial Report.

Debt Service Outlook

The amount of money needed to pay back debt has increased from about $5.15 million in 2008
to $5.28 million in 2009. The 2010 adopted budget appropriated $4.4 million for debt service.
The Authority expects to time the financing of a portion of needed capital projects with new long
term borrowings that coincide with debt retirements. Consequently, the Somerset Raritan
Valley Sewerage Authority anticipates financial stability and is well positioned to fund capital
additions and improvements while ensuring a healthy balance of debt burden and operating
expenses in the annual budget.
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Cash management

The cash available to the Somerset Raritan Valley Sewerage Authority at any given time is Invested in
obligations of the U.S. Treasury and Interest bearing savings and checking accounts. Somerset Raritan
Valiey Sewerage Authority must invest and deposit funds pursuant to a cash management plan that
complies with Local Fiscal Affairs Law (N.J.S.A. 40A:5-1). When New dersey banks are referred to in the
law, it means those a bproved by the Department of Banking and Insurance under the Government Unit

Depository Protection Act. For more information on cash management please refer to the Notes of the
Financial Statements,

Respectfully submitted,

o Al

Peter R, Wozniak

Chief Financial Officer
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Gail Quabeck Chairwoman
Peter Van Riper Vice-Chairman
Conrad King Secretary
William A. Poch, Sr. _ Treasurer
Alvin Florey Member
Robert McCray Member
Kenneth Lee Member
Theodore K. Sargent Member

John G, Hedin Member
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Roger Guttschall Member

Glen D. Petrauski Executive Director
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SuprLEE, CLOONEY & COMPANY

CERTIFIED PUBLIC ACCOUNTANTS
308 East Broad Street, Westfield, New Jersey 07090-2122

Westfield 908-78%-9300 Somerville 908-725-6688
Fax 908-789-8535

INDEPENDENT AUDITOR'S REPORT

The Somerset Raritan Valley
Sewerage Authority

P.O. Box 8400

Bridgewater, New Jersey 08807

We have audited the accompanying statements of net assets of The Somerset Raritan
Valley Sewerage Authority at December 31, 2009 and 2008, and the related statements of
revenues, expenses and changes in net assets and cash flows for the years then ended. These
financial statements are the responsibility of the Authority's management. Our responsibility is
to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with U.S. generally accepted auditing standards
and 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 of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial staternent
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in ali material
respects, the financial position of The Somerset Raritan Valley Sewerage Authority at
December 31, 2009 and 2008, and the results of its operations and its cash flows for the years
then ended in conformity with U.S. generally accepted accounting principles.

In accordance with Government Auditing Standards, we have also issued our report
dated May 17, 2010 on our consideration of the Authority’s internal control over financial
reporting and our tests of its compliance with certain provisions of laws, regulations, contracts,
grants and other matters. The purpose of that report is to describe the scope of our testing of
internat control over financial reporting and compliance and the results of that testing, and not to
provide an opinion on the internal contro} over financial reporting or on compliance. That report
is an integral part of an audit performed in accordance with Government Auditing Standards and
is important for considering the results of our audit.
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SUPLEE, CLOONEY & COMPANY

The Management Discussion and Analysis and the required supplementary information,
as listed in the foregoing table of contents, respectively, are not a required part of the basic
financial statements but are supplementary information required by the U.S. Generally Accepted
Accounting Principles. We have applied certain limited procedures, which consisted principally
of inquiries of management regarding the methods of measurement and presentation of the
required supplementary information. However, we did not audit the information and eXpress no
opinion on it.

Our audit was made for the purpose of forming an opinion on the basic financial
statements taken as a whole. The information inciuded in the supplementary schedules is
presented for purposes of additional analysis and is not a required part of the financial
statements, but is presented as additional analytical data. Such information has been subjected
to tests and other auditing procedures applied in the examination of the financial statements
and, in our opinion, is fairly stated in all material respects in relation to the financial statements
taken as a whole.

’ .
e , |
May 17, 2010 | , | |
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SurLEE, CLOONEY & COMPANY

CERTIFIED PUBLIC ACCOUNTANTS

308 Fast Broad Street, Westfield, New Jersey 07090-2122
Westfield 908-789-9300 Somervilie 908-725-6688

Fax 908-789-8535

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

The Somerset Raritan Valley
Sewerage Authority

P. O. Box 6400

Bridgewater, New Jersey 08807

We have audited the financial statements of The Somerset Raritan Valley Sewerage
Authority for the year ended December 31, 2009, and have issued our report thereon dated
May 17, 2010. We conducted our audit in accordance with U.S. generally accepted auditing
standards and the standards applicable to financial audits contained in Government Auditing
Standards issued by the Comptroller General of the United States.

Internal Control Over Financial Reporiing

In planning and performing our audit, we considered The Somerset Raritan Valley
Sewerage Authority's internal control over financial reporting as a basis for designing our audit
procedures 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 Somerset Raritan Valley
Sewerage Authority's internal control over financial reporting. Accordingly, we do not express an
opinion on the effectiveness of The Somerset Raritan Valley Sewerage Authontys internal
control over financial reporting.

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 combination of deficiencies, in internal control such that there is a reasonable
possibility that a material misstatement of The Somerset Raritan Valley Sewerage Authority's
financial statements will not be prevented, or detected and corrected on a timely basis.

Our consideration of internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and was not designed to identify all deficiencies
in internal control over financial reporting that might be deficiencies, significant deficiencies or
material weaknesses. We did not identify any deficiencies in internal control over financial
reporting that we consider to be material weaknesses as defined above.

Page 11

VSlrrrardt

S

B
F i
M B



6

SUPLEE, CLOONEY & COMPANY

Compliance and Other Matters

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

are required to be reported under Government Auditing Standards.

This report is intended for the information of The Somerset Raritan Valley Sewerage
Authority and state audit agencies and is not intended to be and should not be used by anyone
other than these specified parties.

May 17, 2010 ' »
¢
_ p /
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Management’s Discussion and Analysis

In this section of the annual repert, management of The Somerset Raritan Valley Sewerage Authority (the
“Authority”} presents a narrative discussion and analysis of the Authority's financial activities for the years
ended December 31, 2009 and 2008. This section of the report should be read in conjunction with the
Authority's  audited financlal statements and supplementary information for the years ended
December 31, 2009 and 2008. The Authority's audited financial statements are presented in conformity
with U.S. generally accepted accounting principles.

The Management's Discussion and Analysis is required supplementary information of the reporting model
adopted by the Governmental Accounting Standards Board {GASB) in their Statement No. 34, Basic
Financial Statements — and Management's Discussion and Analysis — for State and Local Governments.

Audit Assurance

The unqualified opinion of our independent auditors, Suplee Clooney & Company is included in this
report.

Financial Highlights

At December 31, 2009 total net assets were $57.3 million which is an increase of $2.3 million from the
prior year. Changes in total net asseis are an excellent gauge of whether financial position improved or
deteriorated as a result of the year's operations.

Total revenue earned by the Authority during 2009 was $16.5 million, consisting of $16.4 million eamed
from operating activities and $96 thousand earned on investments. - During 2008 total revenue eammed by
the Authority was $15.8 million comprised of $15.3 million earned from operating activities and $486
thousand earned on investments. During 2009 participant flow was up about 112 million gallons or $961
thousand when compared to 2008 due to more overall flow from the contributing towns and municipalities
combined with a 4.9% rate increase in the participant billing rate. Please refer to the Statistical Section for
more detailed information on participant flow and charges.

The expenses incurred by the Authority for 2009 were $14.4 million. Operating expenses were $10.6
million, depreciation & amortization was $3.3 million and interest expense on debt was $483 thousand.
Total expenses increased $110 thousand when compared with 2008, Please refer to Schedule 3 of the
Other Supplementary Information Schedules for more detailed information regarding expenses.

Overall cash and cash equivalents in the bank decreased $363 thousand during the year. The increase in
cash balance indicates on a cash basis that receipts were greater than disbursements. The authority has
enough liquidity to protect itself from having potential cash flow problems in the near future thus ensuring
debts will be paid when presented for payment. The Authority does have restrictions that affect the
availability of cash for future use. Please refer to the Notes to the Financial Statements for a thorough
explanation.

Financing was obtained from the New Jersey Environmental Infrastructure Trust Fund. The authority
borrowed $2.48 million from the trust at market interest rates and $2.54 million from the fund interest free.
The aggregate amount borrowed was $5.02 million and is dedicated construction funding for the purpose
of completing the tunnel portion of relocating the Somerset Raritan Valley Sewerage Authority's outfall
from Cuckles Brook to the Raritan River. Borrowing from the NJEIT is economically advantageous
because the Authority pays less than 2.5% interest on the $5.02 million borrowed. Please refer to the
Notes to the Financial Statements for a more thorough explanation of the debt service obligations of the
Authority.
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Construction in progress decreased $12.6 million or 50% during 2008 primarily due to the completion of
the relief interceptor project. Most construction work on the outfall relocation project was completed
however the tunnel portion of the project. is to be completed in 2010. Please refer to the Notes to the
Financial Statements for more information on fixed assets and construction in progress,

Overview of the Comprehensive Annual Financial Report

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

The Somerset Raritan Valley Sewerage Authority is considered a special-purpose government engaged
only in business type activities for financial reporting purposes. Using the reporting criteria mandated in
GASB 34, all funds that cannot be intermingled such as the connection fees, construction project account,
debt service and operating account, are collectively reported under the umbrella of an enterprise fund. A
distinction is made in the financial statements where appropriate between the balances of funds in each
account,

The financial statements report information about the Authority using full accrual accounting methods as
utitized by similar business activities in the private sector. The financial statements include a Statement
of Net Assets; a Statement of Revenues, Expenses and Changes to Net Assets; a Statement of Cash
Flows; and notes to the financial statements.

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

While the Statement of Net Assets provides information about the nature and amount of resources and
obligations at year-end, the Statement of Revenues, Expenses and Changes to Net Assets presents the
results of the business activities over the course of the fiscal year and information as to how the nst
assets changed during the year. All thanges in net assets are reported as soon as the underlying event
giving rise to the change oceurs, regardiess of the timing of the related cash flows.

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

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

The following comparative condensed financial statements and other selected information serve as key
financtal data and indicators for management, monitoring and planning.

Bonds & Loans Payable

The Authority issues bonds and borrows money to finance its major projects and improvements. A
summary of the Bonds Payable activity for the year is as follows:

Bonds/Loans Payable at 12/31/2008 $33,547,303
Loans Taken 5,024,887
Premium on Bonds _ 136,129
Scheduled Bond/Loan Retirements (4,703,601)
Bonds/Loans Payable at 12/31/2009 $34,004,718
Capital Plan

The Authority has several capital projects under consideration for the future. The following is a list of
those projects:

Under Construction:

Relocation of the outfall pipe to the Raritan River $12,757,250
Outfall Pipe Tunnel Completion 5,024,887

Future Capital Construction:
Demolition of Carbon Units

Updating of 660 Building & Laboratory
Rehabilitation of Incinerator 1 & 2
CSP Phase il

The Authority anticipates using funds available in restricted accounts along with using some of the money
availabie in unreserved net assets to fund a portion of these projects and to borrow the remainder from
the New Jersey Environmental infrastructure Trust.

Contacting the Authority’s Management

Any questions about the Authority’s report or if additional information is needed, please contact the Chief
Financial Officer of The Somerset Raritan Valley Sewerage Authority, P.O. Box 6400, Bridgewater, New
Jersey 08807-0400.

m
Page 16

A

PN

W el

T
PRS- |




“y a
Somerset Raritan Valley Sewerage Authority .
Condensed Financial Statements ’
Condensed Statement of Net Assets
December 31 Variance
2009 2008 Doflars %

Assels:

Cash and investments $20,627,508  § 20,991,348 ($363,840) -1.7%

Property, Plant and Equipment - Net 52,933,220 41,738,180 11,195,040 26.8%

Other Assets 18,087,413 27,486,467 (8,399,054} -30.6%

Total Assets $ 92,648,142 $ 90,215,995 $2,432,146.77 2.7%

Liabilities:

Current Liabilities: % 4,705,501 $ 6,363,720 ($1,658,215.48) -26.1%

Long Term Liabilifies 30,637,205 28,855,243 1,781,962 6.2%

Total Liabilities 35,342,706 35,218,963 123,743 0.4%

Ne! Assets:

Invesied in Capital Assels Net of Related Liabilities 39,550,513 37,466,505 2,084,008 5.6%

Reserves 15,391,150 14,864,518 526,632 3.5%

Unrestrictad 2,363,773 2,666,009 (802,236) -11.3%

Total Net Assets 57,305,436 54,997,032 2,308,404 4.2%

Total Liabilities and Net Assets $92648142 $90215995 3 2,432,147 2.7%

Condensed Statement of Revenue, Expenses, and Changes in Net Assets

December 31 Variance
2009 2008 Doliars %

Operating Revenues:

Service Charges $15132.540 $14171,179 & 961,361 6.8%
Septic and Sludge Revenue 531.208 483,198 68,010 14.7%
Connection Fees 518,192 460,725 58,467 12.7%
Cther 223,308 213,704 9,604 4.5%

Total operating revenues 16,406,248 15,308,806 1,097,442 7.2%
QOperaling expenses:

Operations and Mainienance 10,609,198 10,617,905 {8,707) -0.1%
Depreciation and Amonization 3,344,321 3,156,389 187,932 6.0%

Total operating expenses 13,953,519 13,774,294 179,225 1.3%
Cperaling income 2452729 1,534,512 918,217 59.8%
Non operating {expenses) revenues {144,324) {45,445) (98,879) 217.6%
Change in net assets 2,308,404 1,489,067 819,337 55.0%
Net Assetls, Beginning of Year 54,887,032 53,507,965 1,489,087 2.8%
Net Assets, End of Year © $ 57,305,438 $ 54,997,032 $ 2,308,404 4.2%

%M
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EXHIBIT "A”
SHEET # 1
THE SOMERSET RARITAN VALLEY SEWERAGE AUTHORITY
STATEMENTS OF NET ASSETS
DECEMBER 31, 2009 AND 2008
2009 2008
ASSETS
Current Restricted Assets:
Operating Account:
Cash and Cash Eguivalents $ 349861365 $ 2.610,774.63
Connection Fee:
Cash and Cash Equivalents 7.760,982.47 7.796,138.14
Revenue Account:
Cash and Cash Equivalenis 1,323,834.60 876,885.57
Accounts Receivable-Participants 108,027.26 -
Accounts Receivable-Septage and Sludge 31,703.50 32,428.00
Accounts Recelvable-Industrial Pretreatment Program - 139,977.00 .-
Accounts Receivable-Other 7.284.15 -
Debt Service Account;
Cash and Cash Equivalents 1,391,688.35 3,377,980.67
Debt Service Reserve Account:
Cash and Cash Equivalents 2,824,833.89 4,419,814.65
General Account; _
Cash and Cash Equivalents 3,469,402.44 1,748,209.78
Construction Account;
Cash and Cash Equivalents 358,153.09 161,537.06
Accounts Receivable-State of New Jersey 6,650,816.00 2,715,544.00
JOTAL CURRENT RESTRICTED ASSETS 27,566,316.40 23,739,320.50
Long Term Capital Assets:
Deferred Charges-Bond Issuance Costs 107,578.11 -
Property, Plant and Equipment 96,772,887.81 82,347,518.02
Less: Accumulated Depreciation 43,947 246.73 40,609,338.09
52,933,220.19 41,738,179.93
Construction in Progress 12,149,605.18 ' 24,738,485.00
TOTAL ASSETS $ 92,648,141.77 § 90,215,995.43
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EXHIBIT "a"
(CONTINUED)
SHEET #2
THE SOMERSET RARITAN VALLEY SEWERAGE AUTHORITY
STATEMENTS OF NET ASSETS
DECEMBER 31, 2009 AND 2008
2009 2008
LIABILITIES AND FUND EQUITY
Current Liabilities Payable From Restricted Assets: .
Accounts Payable $ 453,146.58 $ 533,600.74
Accrued Expenses 380,950.78 385,880.39
Participant Refunds - 133,855.87
Other Liabilities 175,957.61 177,074.15
lnterest_Payabie 32793252 441,248.97
Current Portion of Revenue Bonds Payable 1,440,000.00 1,858,000.00
Current Portion of Intergovermmental Loans Payable 1,927,513.02 2,834,060.00
TOTAL CURRENT LIABILITIES PAYABLE
FRCOM RESTRICTED ASSETS 4,705,500.52 6,383,720.12
Long - Term Portion of Bonds Payable 770,000.00 2,210,000.00
Long - Term Portion of Intergovernmental Loans 29,867,204.99 26,645,243.44
TOTAL LIABILITIES 35,342 705.51 35,218,963.56
Net Assets:
Reserves For:
Operating 3,283,720.00 3,201,033.83
Operating Debt Service 2,268,112.53 2,268,112.53
Debt Service Reserve 1,599,235.31 1,599,235.31
Connection Fees 7,760,982 47 7,796,136.14
Budget Reserve 479,100.00 -
Unreserved Net Assets 2,3683,772.74 2,666,008.72
Invested in Capital Assets, Net of Related Liabilities 39,550,513.21 37.466,505.34
TOTAL NET ASSETS 57,305,436.26 54,997,031.87
TOTAL LIABILITIES AND NET ASSETS 3 92,648,141.77 $ 90,215,995 .43

'See Notes to Financial Statements
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THE SOMERSET RARITAN VALLEY SEWERAGE AUTHORITY

STATEMENT OF REVENUES, EXPENSES

AND CHANGES IN NET ASSETS

FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2008

Operating Revenues:

Service Charges-Participants

Septage and Sludge Dumping Charges
Connection Fees

Pretreatment Program

Ground Water Discharge

Review Fees

Miscellaneous Income

TOTAL OPERATING REVENUES

Operating Expenses Exclusive of
Interest and Depreciation

Operating Income Before Interest,
Depreciation & Amorlization

Depreciation
Amortization

OPERATING iNCOME

Non-Operating Revenue {(Expense):
Interest Earned on Investments
Interest Expense - Debt Service
Gain on Debt Retirement

TOTAL NOGN-OPERATING REVENUE (EXPENSE)

Net Income
Net Assets, Beginning of Year

Net Assets, End of Year

See Notes to Financial Statements

EXHIBIT "B"
2009 2008
15,132,540.00 $ 14,171,179.00
531,207.50 463,197.88
519,192.00 460,725.00
153,252 98 154,012.00
49,920.73 39,858.78
3,800.00 4,800.00
16,334.42 15,033.80
16,406,247 63 15,308,806.46
10,609,197.61 10,617,905 55
5,797,050.02 4,690,900.91
3,337,908.64 3,156,389.22
6,412.50
2,452,728.88 1,534,511.60
96,043.66 486,169.39
(483,768.20} (531.614.63)
243,400.05 -
(144,324.49) (45,445.24)
2,308,404.39 1,489,066.45
54,997,031.87 53,507,965.42
57,305,436.26 $ 54,097,031.87
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THE SOMERSET RARFTAN VALLEY SEWERAGE AUTHORITY

STATEMENT OF CASH FLOWS

FOR THE YEARS ENDED DECEMBER 31, 2009 AND 2003

CASH FLOWS FROM OPERATING ACTIVITIES

Receipls from Participants
Receipts from Septic and Shudge
Miscellaneous Receipts
Payments o Suppliers
Payments to Employees

Net Cash Provided By (Used in) Opetraling Activities

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES

State of New Jersey
Acquisition of Capital Assets
Principal Payments on Debt
Interest Paid on Bonds
Miscellaneous

Net Cash Provided hy {Used in} Capital and Refated Financing Activitieg

CASH FLLOWS FROM INVESTING ACTIVITIES

Interest Received

Net Cash Provided by (Used in) Investing Activities

Net Increase (Decrease) in Cash and Cash Equivaients
Cash and Cash Equivalents, Beginning of Year

Cash and Cash Equivalents, End of Year

RECONCILIATION OF CPERATING INCOME TO NET CASH
PROVIDED BY (USED IN} OPERATING ACTIVITIES:
Cperating Income
Depreciation
Amortization
Changes in operating assets and liabilities;
Accounts Receivable
Accounts Payable
Participant Refunds
Accrued Expenses

NET CASH PROVIDED BY OPERATING ACTIVITIES

See Notes to Financial Statements

2009

14,890,656.87 §

531,932.00
654,987 .48
(5.620,718.65)
{5,133,611.22)

EXHIBIT "C"

008

15,451,733.23
469,450.98
£96,359.05
(5,674,067.08)
(4,991,817.93)

5,323,246 48

9,961,658.25

1,111,752.00
{1,501,718.44)
{4,460,200.99)
(932,962.72)

8,660,992.00
(8.641,694.40)
(4,161,312.71)
(965,033.75)

720.35

{5,783,130.15)

(5,106,328.51)

96,043.65 497.201.95
96,043.66 497,201.95
(363.840.01) 1.352,531.69
20,991,348.50 19,638,815.81
20,627,508.49 §  20.991.348.50
2,452,728.88 § 1,534,511 69
3,337,008.64 3,156,389.22
8.412.50
{254,563.91) 1,163,126.75
{80,454.15) {31,303.09)
{133.855.87) 133,855 87
{4,929.81) 5,077.80
5,323.246.48 § 5,961,658.25
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THE SOMERSET RARITAN VALLEY SEWERAGE AUTHORITY

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2009 AND 2008

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of the Authority have been prepared in conformity with U.S,
generally accepted accounting principles (GAAP) as applied to governmental units. The
Governmental Accounting Standards Board (GASB)} is the accepted standard-setting
body for establishing governmental accounting and financial reporting principles. The
most significant of the GASB’s accounting policies are described below.

Reporting Entity

The Authority’s financial statements include the operations of the collection system and
waste-water treatment piant for which the Board of Commissioners of the Authority
exercises financial accountability. The Authority is considered a joint venture of the
participating governments. The Board members are appointed to five-year terms by their
respective municipalities. There are no additional entities required to be included in the
reporting entity and the Authority is not included in any other reporting entity.

Basis of Accounting

The financial statements of the Authority have been prepared on the accrual basis and in

accordance with generally accepted accounting principles applicable to enterprise funds
of state and local governments. An Enterprise Fund is used to account for operations: (i)
that are financed primarily through user charges, or (ii} where the governing body has
decided that determination of net income is appropriate.

The Authority’s reports are based on all applicable Government Accounting Standards
Board (GASB) pronouncements as well as applicable Financial Accounting Standards
Board (FASB) Statements and interpretations, Accounting Principles, Board Opinions,
and Accounting Review Boards of the Committee on Accounting Procedure issued on or

before November 30, 1989, unless those pronouncements conflict with or contradict-

GASB pronouncements.

Cash and Cash Equivalents

The Authority considers petty cash, change funds, cash in banks, deposits and short-
term investments with original maturities of three months or less as cash and cash
equivalents.

Invesiments

Investments are stated at fair market value. Investment options are restricted to
securities fully guaranteed by the United States Government.
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THE SOMERSET RARITAN VALLEY SEWERAGE AUTHORITY

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31. 2009 AND 2008

(1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Property, Plant and Equipment

The collection system, plant, facilities and equipment are stated at cost, plus capitalized
interest during construction less interest earned from investment of certain funds during
construction.

Depreciation is determined on a straight-line basis over various economic lives, which
are fixed by management.

Management has elected not to include depreciation expense in the service charge rate
structure,

Depreciation is provided for over the following estimated useful lives:

Buildings and improvements ‘ 45 years
Treatment Facilities 45 years
Machinery and Equipment 10-20 years
Electronic Equipment _ 5 years
Furniture and Fixtures 10 years
Vehicles 5 years

The capitalization threshold for capital assets is based on the criteria established by
Local Finance Notice CFO-98-1 3, Accounting for Governmental Fixed Assets.
Accordingly, management has established a capitalization level of $5,000. The capital
asset must be nonexpendabile, tangible property having a usefut life of more than five
years,

Inventory

Inventory of supplies, estimated to be immaterial at year end, is recorded as an expense
when purchased and accordingly, is not included in the financial statements.

Interest Expense

Interest payments due January 1, 2010 are reflected in these statements as of
December 31, 2000.

Operating Revenues versus Non-operating Revenues

Operating revenues are all revenues directly derived from providing sewerage treatment
to customers. Non-operating revenues are revenues derived from peripheral business
activities,
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THE SOMERSET RARITAN VALLEY SEWERAGE AUTHORITY

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2009 AND 2008

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Operating Expenses versus Non-operating Expenses

Operating Expenses are direct expenses necessary to maintain the sewerage system
working properly. Non-operating expenses are ancillary expenses such as interest
expense that are not directly related to maintain the sewerage system working properly.

Use of Estimates

The process of preparing financial statements in conformity with generaily accepted
accounting principles requires the use of estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and
liahilities at the date of the financial statements and the reported amounts of revenues
and expenses during the reporiing period. Actual resuits could differ from those
estimates.

Restricted Assets

In accordance with the Bond Indenture and supplemental resolutions, the Authority has
established various cash and investment accounts with a trusiee. In addition, the Bond
indenture provides for certain restrictions on the use of funds in these accounts.

Revenue Account

The Revenue Account is estabiished by the Bond Indenture to receive all
revenues due to the Authority, Periodic withdrawals are made from the Revenue
Account to each of the operating and related accounts to provide the financial
resources necessary for the other accounts to carry out their required activities.
The Revenue Account is under the direct control of the Trustee for the bond
holders.

Operating Account

The Operating Account is used to carry on the operations of the Authority. The
Bond Indenture requires that the Revenue Account turn over to the Operating
Account the total amount of the operating expenses for the current fiscal year.
The Revenue Account must also turn over to the Operating Account an amount
equal to the sum of the operating expenses for the next succeeding three months
as shown in the annual budget, plus such additional amounts as shall be
necessary to provide and maintain in the account a reserve equal to ten percent
(10%) of the operating expenses for the next succeeding three months. The
Operating Account is under the direct control of the Authority. Included in
Operating Account is $70,000.00 transferred from the proceeds of the March 26,
1958 Bond Issue.

Page 25

i ..J‘_,va !

[
s

%.Tom.:ﬂ
y "

P ]
A
e |

ey
[

s i e

PRvIEES

Fatar

e ]



6%

THE SOMERSET RARITAN VALLEY SEWERAGE AUTHORITY

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2009 AND 2008

(1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Restricted Assets (Continued)

Debt Service Account

The Debt Service Account is used to pay the principal and interest to the bond
holders as such obligations come due. The bond indenture requires that the
Revenue Account turn over to it the funds required to pay the principal and
interest when due (July 1 and January 1). All income earned on investments of
the Debt Service Account is turned over to the Revenue Account, The Debt
Service Account is under the control of the Trustee for the bond holders.

Debt Service Reserve Account

The Debt Service Reserve Account provides additional security to the bond
holders. This account is required to have a balance equal to the maximum
amount of principal and interest due to the bond holders in any succeeding year.
In the event the Debt Service Reserve Account balance exceeds the maximum
amount of principal and interest in the succeeding years, the trustee shall
withdraw from the Debt Service Reserve Account the amount of any excess and
deposit such funds into the Generat Account. All income eamned on investments
of the Debt Service Reserve Account is turned over to the Revenue Account.
The Debt Service Reserve Account is under the direct control of the trustee for
the bond holders. Included in Debt Service Reserve Account is $2,824,834
transferred from the proceeds of the various bond issues.

Operating Reserve For Deficits

The Operating Reserve for Deficits Account provides for any deficits resulting
from failure to receive sums payable to the Authority by any participant or
customer, or from any other cause.

Operating Reserve for Debt Service

The Operating Reserve for Debt Service Account provides a further reserve for
debt service.
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THE SOMERSET RARITAN VALLEY SEWERAGE AUTHORITY

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2002 AND 2008

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Restricled Assets (Continued)

(General Account

The General Account is established to receive the excess revenues after the
other funds have been brought up to the amounis required by the bond
indenture. Funds from the General Account may be used by the Trustee to
increase the Debt Service Reserve Account to equal the debt service reserve
requirement. if at any time there is not a sufficient amount in the Operating
Account to provide for any payment required by the bond indenture, the General
Account may transfer funds to make up the deficiency. If on any date the amount
in every other fund equals or exceeds the amount required, the Trustee may,
upon direction by resolution of the Authority, withdraw any or all moneys in the
General Account and pay the same {o the Authority for expenditure for any lawful
corporate purpose. All income earned on investments of the General Account is
turned over to the Revenue Account. Included in the General Account is
$13,375.00 transferred from the proceeds of the March 26, 1858 bond issue.

Construction Account

The Construction Account has been established to receive and disburse funds
for construction projects undertaken by the Authority. The Construction Account
will receive all moneys from government and state grants, proceeds from sale of
bonds, income on Construction Account investments and from other sources for
the construction of the system. Funds are disbursed by a resolution of the
Authority accompanied by the consulting engineer's certificate as to the need,
receipt or performance of the items indicated in the requisition. Upon completion
of a construction project, any funds remaining will be turned over to the General
Account.

In addition to the above, the Authority has also established the following Restricted
Accounts: i

Connection Fees Account

The Connection Fees Account has been established to receive all connection
fees due the Authority. Funds in this account are dedicated to capital projects.
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THE SOMERSET RARITAN VALLEY SEWERAGE AUTHORITY

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2009 AND 2008

(2) REVENUE SOURCES

Revenue is provided primarily from annual service charges based on each participant's
flow into the system.

Revenue is also provided through agreements, which have been made to accept septic
tank waste and sludge from other treatment facilities.

Connection fees are one-time charges billed to all persons contracting for connection to
the sewerage system maintained by the Authority. Legal authorization is provided to all
sewerage authorities to impose connection fee charges by N.J.S. 40:14A-8.

Other revenues are collected for reguiatory compliance monitoring that the Authority
conducts (Pretreatment Program) along with interest received on short term
deposits/investments, groundwater discharge fees and miscelianeous other sources.
The Authority bills out costs incurred administering the Pretreatment Program in
accordance with regulations.

3) BUDGETARY PROCEDURES

The Authority follows these procedures in establishing the Operating Fund budget:

The annual budget for each fiscal year of the Authority is introduced by resolution
passed by not less than a majority of the governing body. Copies are submitted to the
Director of the Division of Local Government Services prior to the beginning of the
Authority’s fiscal year for approval prior to its adoption.,

The budget must comply with the terms and provisions of any security agreements, and
is to be in such form and detail as to items of revenue, expenses and other contents as
required by law or by rules and regutations of the Local Finance Board.

No authority budget can be finally adopted untit the Director has approved the budget.
Public hearings are conducted to obtain citizen comments on the proposed budget.

Appropriations lapse at the close of the fiscal year to the extent that they have not been
expended.

The level at which expenditures cannot exceed the budget is at the total budget level.

The budget may be increased after adoption when an item of revenue has been made
available after the adoption date.
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THE SOMERSET RARITAN VALLEY SEWERAGE AUTHORITY .

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2009 AND 2008

CASH DEPOSITS

The Authority’s policy is to invest and deposit funds pursuant to a cash management
plan specified by the Local Fiscal Affairs Law (N.J.S.A. 40A:5-1). The provisions of the
jaw mandate that the Authority invest and deposit funds with approved banks mandated
by the New Jersey Department of Banking and Insurance under the Government Unit
Deposit Protection Act (GUDPA). The first $250,000 of governmental deposits in each
insured depository is protected by the Federal Deposit Insurance Corporation (FDIC).
Public funds in excess of $250,000 are protected by (GUDPA) through pledging of
collateral requirements codified in the New Jersey Statutes as N.J.S.A. 17:9-41.

As of December 31, cash and cash equivalents of the Authority consisted of the
following:

009 2008
Checking and Money Market Accounts $12,993,031.71 $10,043,460.63
United States Treasury Obligations 7,634.476.78 _10,947.887.87
$20,627.508.49 $20,991.348 50
BONDS PAYABLE

For the purpose of paying construction costs relating to the Authority’s collection and
treatment facilities system the Authority has issued two series of_b‘onds.

A portion of the bonds are payable July 1 of each year.

Please refer to the next page for disclosure on all future debt service related to bonds.
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THE SOMERSET RARITAN VALLEY SEWERAGE AUTHORITY

SEWER REVENUE BONDS PAYABLE - DECEMBER 31. 2009

1998 SERIES "A”

: DATED SEPTEMBER 1, 1998
YEAR OF

MATURITY INTEREST RATE : PRINCIPAL
2010 0.046 $ 1,440,000.00
2011 0.0465 230,000.00
2012 0.0525 250,000.00
2013 0.0485 290,000.00

$ 2,210,000.00

Principal Matures July 1
Interest Payable January 1 and July 1
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THE SOMERSET RARITAN VALLEY SEWERAGE AUTHORITY

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2008 AND 2008

ADVANCED REFUNDING

In 1998 the Authority issued $13,810,000.00 of Sewer Revenue Refunding Bonds to
advance, refund and defease $12,755,000.00 of the Authority's existing Bonds. The
proceeds of this issue were used to establish an irrevocable escrow account to pay the
principal and interest on the $12,755,000.00 of Bonds as they become due. These
refunded Bonds are not reflected in these statementis due to the creation of this
irrevocable escrow account. The 1998 bond issue was used to finance various plant
upgrades.

ARBITRAGE REBATE & YIELD RESTRICTION

Section 148(f) of the internal Revenue Code of 1986 requires the Authority to perform
arbitrage rebate and yield restriction compliance calculations. The Authority cannot
profit on the bond issued by investing the bond proceeds in investments that earn a
higher yield than the interest rate the bonds pay to bondholders. The Authority is in full
compliance with the Internal Revenue Code.

LOANS PAYABLE

For the purpose of paying construction costs relating to the Authority's collection and
treatment facilities system the Authority has borrowed from the New Jersey
Environmental Infrastructure Trust and Fund. The 2004 loan of $5,180,000 was used {o
finance the construction of the relief interceptor project. The 2007 loan of $12,757,250 is
being used to finance the outfall relocation construction project. The 2009 loan of

$5,024, 887 is being used as supplemental funding to finish the outfall relocation
construction project.

A portion of the loans are payable February 1 and August 1 of each year.

Please refer to the next two pages for disclosure on all future debt service related to
toans.
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THE SOMERSET RARITAN VALLEY SEWFRAGE AUTHORITY

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2009 AND 2008

(9)  BONDS AND LOANS PAYABLE

The Authority has issued various bonds and loans for capital purposes. Principal
payments due on the bonds for the next five years are as follows:

2010 3,367,513.02
2011 2,338,026.44
2012 2,395,848.63
2013 2,480,117.14
2014 2,241,216.81
2015 AND AFTER 21,045,867.36

TOTAL BONDS & LOANS QUTSTANDING  § 33,868,588.40

(10) CHANGES IN LONG TERM DEBT

Qutstanding Qutstanding
January 1st December 31st
2009 Additions Deductions 2009
Bonds Payable 5 2,210,000.00 § $ 1,440,000.00 3% 770,000.00
Loans Payable 26,645,243.44 5,024,887.00 1,939,054.06 208,731,076.38
Total 28,855,243.44 5.024,887.00 3,379,054.06 30,501,076.38
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THE SOMERSET RARITAN VALLEY SEWERAGE AUTHORITY

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2009 AND 2008

(11) PROPERTY PLANT AND EQUIPMENT

Details of property, plant and equipment as of December 31, 2009 and 2008 are as

follows:
2009 2008

Original Treatment Plant $2,138,512.41 $2,138,512.41
Additional Treatment Facilities 79,141,855.97 79,141,855.97
Relief Interceptor 14,425 369.79 0
Equipment 883,048.60 883,048.60
Vehicles 147,921.04 147,921.04
Miscellaneous 36,180.00 36,180.00

$96,772,887.81 $82,347,518.02
Less: Accumulated Depreciation 43,947 246.73 40,609,338.09
Net, Property, Plant and Equipment 52,825,64 1,738,179,
Construction in Progress 1 605 4,738,495,

The following is a summary of the changes in fixed assets, accumulated depreciation
and construction in progress for the period ending December 31, 2009:
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THE SOMERSET RARITAN VALLEY SEWERAGE AUTHORITY

- NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2009 AND 2008

(11) PROPERTY PLANT AND EQUIPMENT CONTINUED

Original Treatment Plant
Additional Treatment Facilities
Relief interceptor

Equipment

Vehicles

Miscellaneous

Historical Cost Balance

Less: Accumulated Depreciation
Original Treatment Plant
Additional Treatment Facility
Interceptor

Equipment

Vehicles

Miscellaneous

Total Accumulated Depreciation

Construction in Progress

(12)  RISK MANAGEMENT

Balance Batance
December 31, December 31,
2008 Increase Decrease 2009
$ 2,138,512.41 $ 2,138,512.41

79,141,855.97 79,141,855.97
$14,425,369.79 14,425,369.79
883,048.60 883,048.80
147,921.04 147.921.04
36.180.00 36.180.00

3 82,347,518.02 §14,ggg,§§g,zg $ §96!77g 887.81 '
$2,138,512.41 $2,138,5612.41
37,693,174.19 $3,083,022.92 40,778,197.11
160,281.89 160,281.89
682,140.89 65,019.70 747,160.59
59,330.60 29,584.13 88,914.73
36,180.00 . 36.180.00
$.40.609,338.09 3,337,890 43 947 246.73
$24,738,495.00 $1.836,470.97 $1442536979  $12,149.60518

The Authority participates in the New Jersey Utility Authorities Joint Insurance Fund,
established effective August 21, 1991 pursuant to N.J.S.A. 40A:10-36. The law permits
utility authorities to join together to form a joint insurance fund. The Somerset Raritan
Valley Sewerage Authority is exposed to various risks of loss refated to torts, theft of,
damage to property, destruction of assets, automobile accidents and workers’
compensation. The Authority is insured against the perils or liability of the said risks and

the Authority may derive benefit from the insurance

the fund.

policy to the extent determined by
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THE SOMERSET RARITAN VALLEY SEWERAGE AUTHORITY

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2009 AND 2008

ACCRUED LEAVE PAY

Certain employees are permitied to accrue unused leave time. The Authority unused
leave time liability was $380,950 at December 31, 2009 and $368,174 at December 31,
2008.

LITIGATION, CLAIMS AND CONTINGENT LIABILITIES

In the ordinary conduct of its business, the Authority may be a party to litigation.
At December 31, 2009, in the opinion of management based upon consultation with
legal counsel, there were no matters pending or threatened which wouild have a
material adverse effect on the financial position of the Authority.

PENSION PLAN

All employees participate in the Public Employees’ Retirement System (PERS). The
Division of Pensions within the Treasury Department of the State of New Jersey is the
administrator of the funds and charges the Authority annually for its respective
contributions. The plan does not maintain separate records for each Authority in the
State and, therefore, the actuariat data for the Authority is not available.

The plan provides retirement and disability benefits, annual cost of living adjustments,
and death benefits to plan members and beneficiaries. Benefits vest after 8-10 years of
service for pension benefits. The plan is a cost sharing multi-employer defined benefit
plan and as such does not maintain separate records for each Authority in the state and,
therefore, the actual data for the Authority is not available. The division of pensions
issues a publicly available financial report for the plan which includes financial
statements and required supplementary information. The report may be obtained by
writing the State of New Jersey, Department of the Treasury, Division of Pensions and
Benefits, P.O. Box 295, Trenton, New Jersey 08625-0295.

Covered employees are required by State Statute to contribute a certain percentage of
their salary to the plan. Each member’s percentage is based on age determined at the
effective date of enroliment. In addition, the PERS may bill the Authority annually at an
actuarially determinable rate for its required contribution. The current required employee
contribution rate is 5.5% of base salary and the Authority makes the full amount of this
payment annually.

The contribution requirements of plan members and the Authority are established and
may be amended by the PERS Board of Trustees. For the years ended December 31,
2009 and 2008, the Authority was required to coniribute $250,633 and $183,601
respectively. In 2007, the Authority contributed $114,750.
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THE SOMERSET RARITAN VALLEY SEWERAGE AUTHORITY

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2009 AND 2008

OTHER POSTEMPLOYMENT BENEFITS

Plan Description:

The Somerset Raritan Valley Sewerage 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 1951 under N.J.S.A. 52:14-17.25 et
seq., to provide health benefits to State employees, relirees, and their dependents.
Rules governing the operation and administration of the program are found in Title 17,
Chapter 8 of the New Jersey Administrative Code. SHBP provides medical, prescription
drugs, mental health/substance abuse, and Medicare Part B reimbursement to retirees
and their covered dependents.

The SHBP was extended to employees, retirees, and dependents of participating local
public employers in 1964. Local employers must adopt a resolution to participate in the
SHBP. In 1965, Somerset Raritan Valley Sewerage Authority authorized participation in
the SHBP’s post-retirement benefit program through resolution number 65-0701-01.
The Collective Bargaining Agreement between the Authority and the Utility Workers
Union of America AFL-CIO, Local 423 serves as the basis for health benefit funding
policy requirements for all employees. The Somerset Raritan Valley Sewerage Authority
pays for the cost of the NJ Direct 15 health benefit plan as well as the Prescription Drug
Program and Dental Plan Organization benefits for all active employees. The Authority
pays for the health benefit and prescription drug premiums of a retiree, their spouse and
eligible dependents if an employee retires with 25 years of public service. The SHBP is
the primary coverage for retirees, their spouses and dependents untit Medicare eligibility
is reached. Upon Medicare eligibility the SHBP will become the secondary coverage.
Once the retiree and/or spouse reach Medicare eligibility, the Authority enrolis the retiree
OF spouse in Medicare and pays for Medicare premiums while the SHBP becomes the
secondary coverage.

The State Health Benefits Commission is the executive body established by statute to be
responsible for the operation of the SHBP. The State of New Jersey Division of
Pensions and Benefits issues a publicly availabie financial report that includes financial
statements and required suppiementary information for the SHBP. That report
may be obtained by writing to: State of New Jersey Division of Pensions and
Benefits, P.O. Box 295, Trenton, NJ 08625-0295 or by visiting their website at
www.state.nj.usftreasuryfpensions/gasb—43-sept2008.pdf
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THE SOMERSET RARITAN VALLEY SEWERAGE AUTHORITY

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2009 AND 2008

OTHER POSTEMPLOYMENT BENEFITS (CONTINUED)

Funding Policy:

Participating employers.are contractually required to contribute based on the amount of
premiums attributable to their retirees. Post-retirement medical benefits under the pian
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 Somerset Raritan Valley Sewerage Authority on a monthly basis. Once the
retiree and/or spouse reach Medicare eligibility with 25 years of service, the retiree or
spouse enrolls in Medicare and the Authority reimburses the employee for Medicare
premiums while the SHBP becomes the secondary coverage for eligible members. After
Medicare enrollment the Authority pays for secondary coverage in the SHBP for
employees, their spouse and eligible dependents based on retirement with 25 years of
service.

The Somerset Raritan Valley Sewerage Authority contributes to SHBP for active and
retired participants for the years ended December 31, 2009, 2008, and 2007 were
$683,807, $647,807 and $692,534. The amount of the contributions to SHBP for retired
participants for the years ended December 31, 2009, 2008, and 2007 were $124,342,
$112,477 and $109,644. There were approximately 10 retired participants eligible at
December 31, 2009, 2008, and 2007, respectively.

SUBSEQUENT EVENTS

The Somerset Raritan Valley Sewerage Authority has evaluated subsequent events
occurring after the financial statement date through May 17, 2010, which is the date the
financial statements were available to be issued. Based on this evaluation, the
Somerset Raritan Valley Sewerage Authority has determined that no subsequent events
have occurred which require disclosure in the financial statements.
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SCHEDULE 3 s
SHEET #1
i
THE SOMERSET RARITAN VALLEY SEWERAGE AUTHORITY * } ;
SCHEDULE OF OPERATING REVENUES AND GOSTS FUNDED !
BY OPERATING REVEKUES COMPARED TO BUDGET FOR THE YEAR
ENDED DECEMBER 31, 2009 i
2008 BUDGET 2009 ACTUAL 2008 ACTUAL
REVENUE o
Retained Eamings $ 799,799.00 $ s o
Service Charges-Participants 15,089,047.60 15,132,540.00 14,171,178.00 i
Septagse and Sludge Dumping Charges 643,555.00 531,207.50 463,197.88
Connection Fees 350,000.00 519,182.00 460,725,00
Pretreatment Program 120,000.00 153,252.08 154,012.00 : e
Ground Water Discharge 49,600.00 49,820.73 39,858.78 .
Interest Income 288,600.00 33,017.66 237,896.14 ik
Interest Income - Connection 222,500.00 §3,025.00 200,401.37
Review Fees 5,500.00 3,800.00 4,800.00
Miscellaneous Bond Income 20,000.00 10,104.47 38.873.79
Miscellaneous income 3,500.00 6,229.95 15,031.89
Gain gn Debt Redirernant 243,400.05
TOTAL REVENUE % 17,592,021.00 $ 16,745681.34 & 16,794 975,85
OPERATING EXPENSES i
SALARIES, WAGES AND BENEFITS }
Salaries and Wages 3 3,884,408.00 § 384832801 % 3,838,381.33
Payroll Taxes 305,000.00 201,342,683 272,328.33 )
Benefits 1,011.267.00 085.548.84 881,107.27 ) ]
TOTAL 5 5,200,673.00 % 512522048 $ 4,591,817.83 C
ADMINISTRATION, OFFICE EXPENSE
Professional Services $ 511,000.00 $ 41546380 § 437,284.52
Office Expense 108,400.00 103,020.97 117.254.50
Permit Fees 120,000.00 66,076.00 78,712.87
Insurance Expense 380,000.00 290,517.95 336,309.20
Utility Expense 2,485,500.00 2,091,494.28 2175,282.45
TOTAL $ 3,604,800.00_$ 2,956,572.80 $ 3,144,843.54
FACILITY CPERATING EXPENSE %
Wastewater Trealment 3 730,000.00 ¥ 607,1475.32 § 432,966.31 v
Incinerator/Sludge Operating Expense 902,000.00 ©03,828.05 865,31.83
General Expenses 74,200.00 66,918.33 67,005.69 P
Major £quipment Repair 244,973.43 H
TOTAL 5 1,706,200.00 3 1,577,921.70 % 1,6840,257.28 : ;
MAINTENANGE
Wastewater Treatment 3 320,250.00 $ 28264245 % 265,264.16 P
Incinerator Sludge 212,500.00 218,780.15 172,201.89 H §
Genreral Expense 35,250.00 20,541.67 27.,504.43 ‘3
Building and Grounds ' 9,100.00 82,611.21 66,346.73 i
Vehicle Maintenance 13,000.00 15,692.57 6,710.80
Intercapior System 30,000.00 T71.54 8,591.94 oy
Mater Chamber Maintenance 10.000.00 143.20 3,5886.36 : f
Major Equipment Repair 19,150.20 K
TOTAL $ 690,100.00 § 621,152.79 § 569,336.71 n
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THE SOMERSFET RARITAN VALLEY SEWERAGE AUTHORITY

SCHEDULE OF QPERATING REVENUES AND COSTS FUNDED

BY OPERATING REVENUES COMPARED TO BUDGET FORTHE YEAR
ENDED DECEMBER 31, 2009

OPERATING EXPENSES (CONTINUED)

LABQRATORY AND TESTING
Wastewater

Incinerator/Sludge

General Expense

TOTAL
METERS AND INSTRUMENTATION
Intercentor Flow Meters
Telemetering

TOTAL
PRETREATMENT
Surveillance and Montoring
General Expense

TOTAL

TOTAL OPERATING EXPENSE

OTHER COSTS AND RESERVE REQUIREMENTS

Principal on Bonds
Interest on Bonds
Capitalized Interest
Capitalized Fixed Assels Financed Through Budgel
Reserve for Connections
TOTAL OTHER COSTS AND RESERVE REQUIREMENTS

oS

SCHEDULE 3

{CONTINUVED)

SHEET #2

2009 BUDGET 2009 ACTUAL 2008 ACTUAL
80,100.00 51,620.44 60,118.50
9,500.00 5,837,990 5,927.50
$,100.00 1.243.98 5,161.05
94,700.00 58.,752.41 71,207.05
261,10C.00 159,503.88 142.852.97
26,000.00 22,362.92 14,217.08
277.100.00 181,866.80 157,070.05
14,600.00 11,307.08 8,185.00
51,850.00 66,403.54 35,188.01
66,450.00 77,710.63 43,373.01
11,640,123.0¢ 10,609,197.61 10,617,905.55
4,6%2,060,00 4,460,200.99 4,161,312, 71
908,838.00 483,768.20 531,614.63
336,878.01 460,254.30
. 386,661.62
350,000.00 §19,192.00 461,419.50
5,851,898.00 5,799,038.20 5,851,262.76
17,592,021.00 16,408,236.81 16,269,168.31
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SCHEDULE 4 )
. 21
THE SOMERSET RARITAN VALLEY SEWERAGE AUTHORITY . 3
P
CONSTRUCTION COSTS (NET) 1

DECEMBER 31, 2009

Construction Costs of Original Treatment:
Plant, Main Trunk Sewer, and Other Related
Facilities (Net}
1968-Construction Project
1975-Construction Project
Plant Expansion and interconnection
Industrial Pretreatment Program
Storage Building

Administrative Office Renovation
Sludge Storage Facility

Thickener Covers-Sludge Grinders
Polymer Storage Facility
Digestor Clean Out
Belt Filter Presses

ACCO - Treatment Plant

A.C.O. Project
1988-1989 Special Project-Basins and Tanks
1987-1988 Project A Incinerator
Construction Project
Equipment

Aeration System
Miscellaneous

Wetlands Mitigation Land Acquisition

Vehicles

Wastewater Project
Relief Interceptor Project

TOTAL CONSTRUCTION COST (NET)

4,979,288.68
7.056,219.19
1,779,189.33
11,373,653.85
154,544.44
67,175.88
306,792.10
24978510
247,351.17
135,080.69
126,655.28
960,626.13
4,000,000.00
5,634,231.77
TATINTT73
13,892,006.27
1,039,753.65
883,048.60
1,009,426.47
36,180.00
28,500.00
147,921.04
21,068,910.55
14,425,369.79

96,772,887.81
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Net Asset Component:
invested in capital assets,
net of related debt
Restricted
Unrestricted
Total

Expenses:
Salaries, Wages & Benefits
Administrative, Office Costs
Facility Operating Costs
Maintenance Costs
Laboratory & Tesling Costs
Meters and Instrumentation Costs
Pretreaiment Program Costs
Interest Expenses
Depraciation & Amortization
Cther Expense
Total Expenses
Revenugs:
Charges for Services
Caonnections
Investment Eamings
Miscellaneous Income
Gain on Debt Retirement
Total Revenues
Change in Net Assets
Net Assets-January 1
Net Assets-December 34

Somerset Raritan Valley Sewerage Authority

NET ASSETS BY COMPONENT

December 31
2008 2008 2007 2008 2005
$ 39,550,513 § 37,466,505 36,238,468 § 33,324,626 $ 26,802,833
15,391,151 14,864,518 14,782,250 14,977,588 16,198,262
2,363,773 2,666,009 2,507,247 2,229,560 2,959,677
$ 57305437 $ 54,997,032 % 53,507,265 $ 50,531,794 § 45,860,772
Somerset Raritan Valley Sewerage Authority
CHANGES IN NET ASSETS
December 31
2009 2008 2007 2008 2005
$ 5,125,220 § 4,991,818 3 4725883 § 4,531,226 § 4,212,899
2,966,573 3,144,843 2,758,878 2,409,763 2,578,119
1,577,922 1,640,257 1,139,046 1,452,101 1,224,133
621,153 569,337 664,904 471,820 422,921
58,752 71,207 56,807 57,189 60,158
181,867 157,070 130,520 137,834 163,110
77,710 43,373 42,900 61,488 43,074
483,768 531,615 908,608 4,084,307 1,334,208
3,344,321 3,156,389 3,124,719 3,109,892 2,056,447
84,175
$ 14,437,286 § 14,305909 § 13,662,174 § 13315623 % 12,179,245
$ 15,870,722 3 14,333,048 § 14,913,813 § 15,350,439 § 12,615,660
519,192 460,725 742,287 1,260,632 1,187,539
96,044 488,160 823,325 904,934 653.521
16,333 15,034 48,920 370,640 252,276
243,400

3 16,745,691 _$ 15,794,976 16,528,345 5 17,866,645 3 14,708,996
$ 2,308,405 3% 1,488,067 3 2,976,171 § 4571022 % 2,529,751
54,997,032 53,507,965 50,531,794 45,960,772 43,431,021
$ 57,305437 % 54,007,032 § 53,507,985 3 50,531,794 % 45,960,772
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Somerset Raritan Valley Sewerage Authority

Annual Sewerage Flows and Charges by Participant

Actual Flow in Million Gallons

Participant/ Customer 2009 2008 2007 2006 2005
anchmﬂgTownsMp 838.887 805.985 787,369 786.206 736.288
Bridgewater Township 2,061.719 1979.503 1,974.033 2,003.230 1,888.602
Duke Farms 0.443 0.532 0.772 0.903 0.865
Hillsborough Township 1,162.599 1125.146 1,182.710 1,166.980 1,083.504
Manville Borough 566.389 577472 597.540 685.069 626.366
National Starch Company 13.178 15.731 16.551 17.068 18.315
Raritan Borough 451.205 475.072 458.235 425.628 395.169
Somervlile Borough 783.044 790.670 755.233 824.500 726,157
Warren Township 297.606 304.450 287.845 314.074 312429
Wyeth (American Home Products) 331.620 319.399 347.515 288.129 325.152

TOTAL GALLONS 6,506.690 6,394,360 6,408.203 6,511.787 6,116,847
Average Daily Flow (mgd) 17.827 17.519 17.557 17.841 16.758
Charge in Dollars

Participant/ Customer 20098 2008 2007 2006 2005
Branchburg Township 1,945,456 1,785,507 1,744,267 1,741,690 1,430,795
Bridgewater Township 4,791,147 4,386,099 4,373,096 4,437,775 3,670,034
buke Farms 1,029 1,178 1,711 1,960 1,681
Hillsborough Township 2,701,717 2,492,547 2,620,069 2,585,222 2,105,523
Manville Borough 1,316,209 1,279,279 1,324,622 1,517,640 1,217,189
National Starch Company ~ ** 42,527 40,540 40,540 37,810 35,580
Raritan Borough 1,048,537 1,052,432 1,015,133 942,898 775,687
Somerville Borough 1,819,685 1,751,579 1,673,075 1,826,524 1,411,108
Warren Township 691,595 674,450 637,666 695,771 607,129
Wyeth (American Home Products) 770,638 707,568 769,853 638,295 631,854

TOTAL § 15,132,540 14,171,179 14,200,032 14,425,585 11,886,590
**National Starch 2007 & 2008 & 2009 & charged is "assured minimum"
CHARGE PER MILLION GALLONS $2,323.86 $2,215.31 $2,215.31 §2,215.31 $1,943.25
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SOMERSET RARITAN VALLEY SEWERAGE AUTHORITY

ACTUAL VS. ESTIMATED FLOWS AND CHARGES FOR 2008

Flow in Millions Gallonsg

Cumulative
Difference

Participant/Customer Actual Flow Estimated Flow  (Actual - Estimated)
Branchburg Township 838.887 798.008 39.879
Bridgewater Township 2,061.719 2,021.483 40.231
Duke Farms 0.443 0.736 {0.293)
Hillsborough Township 1,162.599 1,151.824 10.775
Manville Borough 566.389 621.788 {55.398)
National Starch Company 13.178 16.964 (3.786)
Raritan Borough 451,205 457.004 {(6.799)
Somerville Borough 783.044 792.036 (B.992)
Warren Township 297.606 299.008 {1.402)
Wyeth (American Home Products) 331.620 333.244 {1.624)
5,506.690 6,493.100 13.580
Cumulative
Charge in Dollars Difference

Participant/Customer Actual Charge  Estimated Charge  (Actuai - Estimated)
Branchburg Township $ 1,049,456 $ 1,856,784 § 92,672
Bridgewater Township 4,791,147 4,697,656 83,491
Duke Farms 1,029 1,712 (683)
Hillsborough Township 2,701,717 2,676,676 25,0414
Manville Borough 1,316,209 4,444,948 (128,739)
Nationai Starch Company* 42,527 39,420 3,107
Raritan Borough 1,048,537 1,082,012 (13,475)
Somerville Borough 1,819,685 1,840,580 (20,895)
Warren Township 691,595 §94,852 (3,257)
Wyeth (American Home Products) 770,638 774,412 (3,774)
$ 15,132,540 § 15089,062 $ 43,488

* Actual Charge Increased for Assured Minimum Charge
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Somerset Raritan Valley Sewerage Authority
RATIO ANALYSIS INVOLVING _ )
LLONG TERM DEBT
December 31
2008 - 2008 2007 2006 2005
Revenue Bonds Payable 3 770,000 % 2,210,000 $ 4,068,000 $ 71,777,244 3 10,122,244
Loans Payable $ 29,867,205 26,645,243 29,467,762 16,979,010 19,402,382
Total Long Term Debt $ 30837205 3 28855243 & 33,535,762 $ 24756254 3§ 29,524 626
Cumuiative Minimum Assured
Billing (MAB) $ 5,114,816 § 4875897 § 4875887 $ 4875897 § 4277103
Percentage of Long Tenm Debt 16.69% 16.90% 14.54% 19.70% 14.49%
Population of Municipal Participants® Not Available 145,002 144,393 143,251 142,057
Long Term Debt Per Capita Not Available $ 190.00 $ 23226 3 17282 % 207.84
DEBT SERVICE COVERAGE
December 31
2009 2008 2007 2006 2005
Net Available Revenue for Debt
Service™ $ 16502201 $ 15180,238 $ 15.6561.897 $ 16,360,611 § 13,403,703
Pebt Service:
Principal $ 4,460,201 4,161,313 4,573,261 4,447,108 4,234,530
Interest 3 819,646 901,503 1,002,668 1,163,347 1,343,135
Total Debt Service $ 5279847 $ 5062816 § 5575820 % 5,610,455 § 5,577,665
Coverage Ratio (Net Available Revenue
for Debt Service/Total Debt Service) 3.13 3.00 2.81 2.92 2.40

* Source:
US Bureau of the Census, Population Division

** Available revenue excludes connection fees and IPP Billing and Gain on Debt Retirement
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Somerset Raritan Valley Sewerage Authority
DEMOGRAPHIC, ECONOMIC & OPERATING INFORMATION

Year
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009

FOR SOMERSET COUNTY
Population* Per Capita Income*
297,490 57,257
302,400 55,687
306,547 55,315
309,590 56,025
312,797 509,562
315,620 62,018
318,454 66,610
321,751 70,949
324,563 72,201
326,869 Not Availabie

Annua! Rainfall*™

42.30
34.63
43.46
58.80
48.44
45.40
49.60
50.560
49.97
50.26

Full Time

Employees
Not Available
Not Available
Not Available
Not Available
Not Available

48

47

47

47

47

*Statistical Data derived from U.S, Bureau of the Census & data are estimates and do not reflect

the population served.

**Statistical Data derived from National Weather Service (Rainfall # metric is inches)
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THE SOMERSET RARITAN VALLEY SEWERAGE AUTHORITY

DECEMBER 31, 2009

.GENERAL COMMENTS AND RECOMMENDATIONS
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