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The Borough of Mendham

2 West Main Street, Mendham, New Jersey 07945
Incorporated May 15, 1906

. . Telephone: 973-543-7152
The Phoenix House circa 1820 Fax: 973.543-7202

June 9, 2017
The Honorable Mayor and Members
of the Borough Council
Borough of Mendham
County of Morris, New Jersey

The comprehensive annual financial report of the Borough of Mendham for the year ended December 31,
2016, is hereby submitted. Responsibility for both the accuracy of the data and completeness and fairness of
the presentation, including all disclosures, rests with the management of the Borough of Mendham. To the
best of our knowledge and belief, the data presented in this report is accurate in all material respects and is
reported in a manner designed to present fairly the financial position and results of operations of the various
funds and account groups of the Borough. All disclosures necessary to enable the reader to gain an
understanding of the Borough's financial activities have been included.

The comprehensive annual financial report is presented in four sections: introductory, financial, statistical
and single audit. The introductory section includes this transmittal letter, the Borough's organizational chart
and a roster of officials. The financial section includes the financial statements and schedules, as well as the
auditors’ report thereon. The statistical section includes selected financial and demographic information
generally presented on a multi-year basis. The Borough may be required to undergo an annual single audit in
conformity with the provisions of the Single Audit Act of 1996 and Title 2 U.S. Code of Federal Regulations
Part 200, Uniform Administrative Requirements, Cost Principles, and Audit Requirements for Federal
Awards (“Uniform Guidance”), and State Treasury Circular Letter 15-08, Single Audit Policy for Recipients
of Federal Grants, State Grants and State Aid. Information related to this single audit, including the
auditor's report on the internal control system and compliance with applicable laws and regulations and
findings and recommendations, is included in the single audit section of this report. The Borough was not
subject to the requirements of the Single Audit Act as federal and state award expenditures were each below
the thresholds.

REPORTING ENTITY AND ITS SERVICES: The Borough of Mendham is an independent reporting entity
within the criteria adopted by the Division of Local Government Services, State of New Jersey. All funds
and account groups of the Borough are included in this report. The Borough of Mendham constitutes the
Borough's reporting entity.

Mendham Borough is in scenic southern Morris County, adjacent to Bernardsville and Mendham Township.
Morristown is 7 miles east and New York City is 40 miles east. State Route 24 and several county roads
service the community. Interstate 287 is three miles southeast, Interstate 78 is nine miles south, and
Interstate 80 is eight miles north.

The 2016 population is an estimated 5,001 in an area of six square miles. Of 1,500 housing units, 300 are
townhouse units predominantly single family, owner-occupied residences, rental property is a very small
portion of Borough housing which includes 40 senior citizen rental units. The range of assessed value of
homes is $274,100 to $6,430,800 with a median value of $575,300. In accordance with the Master Plan,
current zoning consists of 1/4, 1/2, 1, 3 and 5 acre residential zones, business, limited business, and historic



business districts. The water supply is available to the entire community from a private company, and 80%
of the population in the denser zoned areas are sewered.

Other community services include six churches, a public library, a municipal ice skating area, athletic fields,
tennis courts, picnic area, outdoor basketball courts, a senior citizen center, fire department, first aid squad,
police force, a medical building, and a professional plaza. Most of the daily consumer goods and services are
available in a shopping center which grosses an estimated $20,000,000 annually, with other shops being
located in the center of town. The municipality is served by the Peapack-Gladstone Bank, Provident Bank,
Wells Fargo Bank, and Lakeland Bank.

While some residents work in local businesses, the Borough of Mendham is primarily a commuter
community served by railroad from Morristown and Bernardsville, and express buses into Manhattan on a
daily basis. While many large companies are located in this general area, Mendham remains a bedroom
community. Many residents are professionals employed nearby at Atlantic Health Systems, Alcatel Lucent,
Honeywell, Novartis, Verizon and AT&T.

LOCAL SCHOOL DISTRICT: About 597 students are enrolled at the two elementary schools (K-4 and
Grades 5-8). The Mendham Borough School District is committed to education of the highest quality and the
continuous improvement of programs and instruction. This is accomplished through individual and group
instruction, guidance services, programs for the gifted and talented, and through utilization of up-to-date
educational technology in classrooms and computer labs. Also, included in the curriculum are related arts (K-
8) and a well-rounded co-curricular program. In addition, specialized services are provided to students in
need. A positive working and learning environment is fostered by securing the cooperation of parents and
community groups. Teachers of the highest quality are recruited and opportunities are provided for teaching
staff members, students, and parents to make recommendations concerning the operation of the schools.
Borough students continue to score above the state and national averages on the California Test of Basic
Skills.

REGIONAL HIGH SCHOOL DISTRICT: Students in Grades 9-12 attend the West Morris Mendham High
School, which is part of the West Morris Regional High School District. The West Morris Regional High
School District continues to rank high on state and national tests, with students scoring well above the state
and nation in S.A.T. scores. Over 88% of its students continue their formal education at two- or four-year
colleges. Each of its two high schools has been accredited by the New Jersey State Department of
Education, the Gilder Lehrman Institute of American History, and the International Baccalaureate Program.
In addition, the District has been recognized by the national firm, School Match, as being in the top nine
percent of the nation's schools in meeting parents' needs.

Through the years both District high schools have expanded/upgraded to meet the changing academic and
technical needs of growing student populations and NJ State graduation requirements. A major renovation
and expansion program completed in 2008 allows the District to continue fulfilling its mission.

UTILITIES: Water is supplied by a private company, New Jersey American Water Company. The water
supply is adequate and is supplied by a half-million gallon commitment from the Morris County Municipal
Utilities Authority and other sources. Sewer service is a municipal utility and operated on a self-supporting
basis. Treatment is supplied by a modern activated sludge treatment plant of .45 million gallons per day
permitted capacity, constructed in 1965. Gas is supplied by Public Service Electric & Gas Company under
the jurisdiction of the State Board of Public Utilities. Electricity is supplied by Jersey Central Power & Light
also under the jurisdiction of the Board of Public Ultilities.

ECONOMIC CONDITION AND OUTLOOK: Mendham Borough has a population of about 5,001. It
extends 6.7 square miles, and the Township of Mendham forms a horseshoe around it. It is primarily
residential, except for the Mendham Village Shopping Center on Main Street and several small specialty
stores and antique shops.



MAJOR INITIATIVES: The Borough accomplished much this past year. Among those accomplishments are
the following:

®

¢ Styrofoam Recycling Day: Our Department of Public Works hosted our first Styrofoam recycling
day. The event was set up as a shared service with Mendham Township. The respective Public
Works Departments and Environmental Commissions worked well together to make this event a
success.

+» Paving Talmadge Road: We were able to complete the paving of the entire length of Talmadge
Road. The project, which was partially subsidized by the New Jersey Department of
Transportation, came in under budget.

¢ Procurement of Sidewalk Snow Plow: This new piece of equipment arrived just in time for
Blizzard Jonas in January and was used by the Public Works Department to clear most of the
sidewalks leading to the Hilltop School and Mountain View School.

5

€

Balanced Municipal Budget: The Mayor and Council once again delivered a balanced budget
which resulted in a very minimal tax increase in the municipal portion of the tax bill.

5

S

New Ambulance: The Borough took delivery of a new ambulance and converted the older one
going out of service into an emergency triage support vehicle. The vehicle presently sits outside
the first aid bay.

7
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Completion of the Accreditation of the Police Department: The Rogers Group completed a multi-
year review and update of our department’s policies and procedures to bring them into line with
national police standards.

¢ Receipt of County Grant Money to Complete the Scott Farm Trail: The County of Morris offered
grant money to municipalities who had shovel-ready projects to construct trails. Funding was
awarded to the Borough for construction of a loop trail around the Scott Farm Property on
Mountainside Road which we acquired at the very end of 2015.

INTERNAL ACCOUNTING CONTROLS: Management of the Borough is responsible for establishing and
maintaining an internal control system designed to ensure that the assets of the Borough are protected from
loss, theft, or misuse and to ensure that adequate accounting data is compiled to allow for the preparation of
financial statements in conformity with an other comprehensive basis of accounting as required state statute
and regulation. The internal control system is designed to provide reasonable, but not absolute, assurance
that these objectives are met. The concept of reasonable assurance recognizes that: (1) the cost of a control
should not exceed the benefits likely to be derived; and (2) the valuation of costs and benefits requires
estimates and judgments by management. As a recipient of federal and state assistance, the Borough also is
responsible for ensuring that an adequate internal control system is in place to ensure compliance with
applicable laws and regulations related to those programs. This internal control structure is also subject to
periodic evaluation by Borough management and would be tested if a single audit was required.

BUDGETARY CONTROLS: In addition to internal accounting controls, the Borough maintains budgetary
controls. The objective of these budgetary controls is to ensure compliance with legal provisions embodied
in the annual appropriated budget approved by the governing body of the municipality. An annual
appropriated budget is adopted for the current fund and the sewer utility operating fund. Project-length
budgets are approved for the capital improvements accounted for in the general and sewer utility capital
funds. The original and final budget amount as amended for the fiscal year is reflected in the financial
section. An encumbrance accounting system is used to record outstanding purchase commitments on a line
item basis. Open encumbrances at year-end are considered part of the statutory appropriation reserve
balance on the Borough's balance sheet.




ACCOUNTING SYSTEM AND REPORTS: The Borough's accounting records reflect an other
comprehensive basis of accounting as required by state statute and regulation. The accounting system of the
Borough is organized on the basis of funds and account groups. These funds and account groups are
explained in "Notes to the Financial Statements," Note 1.

DEBT ADMINISTRATION: At December 31, 2016, the Borough had bonded debt as a result of a refunding
bond sale in 2015 of $3,355,000. The Borough also has temporary debt of $1,753,920 in the form of bond
anticipation notes. The Borough also has $112,492 a loan from the State Green Acres Loan Program. In
addition, the Borough has unissued capital debt of $135,601 some of which the Borough plans to be issued as
bond anticipation notes or to be funded through annual budget appropriations.

CASH MANAGEMENT: The investment policy of the Borough is guided in large part by state statute as
detailed in "Notes to the Financial Statements", Note 2. The Borough has adopted a cash management plan
which requires it to deposit public funds in public depositories protected from loss under the provisions of
the Governmental Unit Deposit Protection Act ("GUDPA"). GUDPA was enacted in 1970 to protect
governmental units from a loss of funds on deposit with a failed banking institution in New Jersey. The law
requires governmental units to deposit public funds only in public depositories located in New Jersey, where
the funds are secured in accordance with the Act.

RISK MANAGEMENT: The Borough carries various forms of insurance, including but not limited to
general liability, automobile liability and comprehensive/collision, hazard and theft insurance on property
and contents, and fidelity bonds. The Borough obtains the bulk of their insurance coverage through their
participation in a risk-sharing public entity risk pool, the Morris County Municipal Joint Insurance Fund.
This Fund is described in more detail in Note 9 "Risk Management" to the financial statements.

FINANCIAL INFORMATION AT YEAR-END: As demonstrated by the various statements and schedules
included in the financial section of this report, the Borough continues to meet its responsibility for sound
financial management. The following schedule presents a summary of the current fund and sewer utility
operating fund revenue for the year ended December 31, 2016, and the amount and percentage of increases
or decreases in relation to prior year revenue.

Increase/ Percent of
Percent (Decrease) Increase/
Revenue Amount of Total from 2015 (Decrease)
Fund Balance Anticipated $ 1,916,631 5.73% $ 66,106 3.57%
Sewer Rents 1,561,543 4.67% (34,889) -2.19%
Miscellaneous Revenue 1,054,931 3.16% 235,947 28.81%
Receipts from Delinquent Taxes 209,055 0.63% 49,410 30.95%
Amount to be Raised by Taxes for
Support of Municipal Budget:
Local Tax for Municipal Purposes
Including Reserve for Uncollected
Taxes 6,405,531 19.17% 209,703 3.38%
Municipal Budget Totals-Revenue 11,147,691 33.35% 526,277 4.95%
Nonbudget Revenue 369,104 1.10% (40,657) -9.92%
Other Credits to Income 560,649 1.68% (200,681) -26.36%
Taxes Allocated to Schools, County
and Open Space Trust 21,344,187 63.86% 470,657 2.25%

Total $33,421,631 100.00% $ 755,596




Generally, the revenue of the Borough has remained relatively stable with minor changes reflecting program
or project changes to maintain service levels while keeping the cost to provide those services at a consistent
rate.

The slight increase in fund balance reflects the Borough’s conservative approach in anticipating fund balance
and the Borough’s attempt to stabilize and improve their fund balance position, while establishing and
maintaining reserves and the Borough’s strong financial position. The increase in budgeted revenue is
primarily attributable to an increase in the Borough’s collection of taxes and construction fees in 2016. The
decrease in the other credits to income is the result of the Borough’s conservative budgeting and expenditure
policies and the unexpended balance of the operating budgets over the prior year. The increase in taxes
allocated to schools, county and open space trust reflect increases in the required collections of property
taxes, which are remitted to those entities.

The following schedule presents a summary of current fund and utility operating funds expenditures for the
year ended December 31, 2016 and the percentage of increases or decreases in relation to prior year amounts.

Increase/ Percent of
Percent (Decrease) Increase/
Expenditures Amount of Total from 2015 (Decrease)
Current:
General Government $ 2,370,654 7.49% $ 106,807 4.72%
Public Safety 2,072,341 6.55% 15,167 0.74%
Streets and Roads 1,027,497 3.25% 56,074 5.77%
Health and Welfare 97,946 0.31% (331) -0.34%
Recreation and Education 81,531 0.26% (9,819) -10.75%
Deferred Charges and Statutory
Expenditures 710,043 2.24% 31,641 4.66%
Utility Operating 1,295,200 4.09% 38,559 3.07%
Capital 345,000 1.09% (50,000) -12.66%
Debt Service:
Principal 1,146,891 3.62% 50,800 4.63%
Interest 149,141 0.47% (30,551) -17.00%
Reserve for Uncollected Taxes 723,885 2.29% 14,200 2.00%
Municipal Budget Totals-Expenditures 10,020,129 31.66% 222,547 2.27%
County Taxes 3,502,567 11.07% (5,423) -0.15%
Local and Regional School Taxes 17,732,026 56.04% 476,080 2.76%
Municipal Open Space Taxes 109,594 0.35% 0.00%
Other Expenditures 280,072 0.89% 140,072 100.05%
Total $31,644,388 100.00% $ 833,276 2.70%

The primary reason for the increase in expenditures was the increase in school taxes and construction office
expenses along with the provisions for trust and capital reserves.

OTHER INFORMATION: Independent Audit - State statutes require an annual audit by independent
registered municipal accountants. The accounting firm of Nisivoccia LLP, CPAs, RMAs, was selected by
the Borough Council. In addition to meeting the requirements set forth in State statutes, the audit also was
designed to meet the requirements of the Government Auditing Standards, issued by the Comptroller General
of the United States, the Single Audit Act of 1996 and the related “Uniform Guidance” and State Treasury
Circular Letter 15-08. The auditors’ report on the financial statements and combining and individual fund
statements and schedules is included in the financial section of this report.




ACKNOWLEDGMENTS: We would like to express our appreciation to the Mayor and Members of the
Borough Council for their concern in providing fiscal accountability to the citizens and taxpayers of the
Borough and thereby contributing their full support to the development and maintenance of our financial
operation. The preparation of this report could not have been accomplished without the efficient and
dedicated services of our staff.

Respectfully submitted,
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Richard A. Merkt Susan Giordano
Borough Administrator Chief Financial Officer
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GENERAL PURPOSE FINANCIAL STATEMENTS

The general purpose financial statements provide a financial overview of
the Borough's operations. These financial statements present the
financial position and operating results of all funds and account groups.
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973-328-1825 | 973-328-0507 Fax

Certified Public Accountants & Advisors Lawrence Business Park

11 Lawrence Road
Newton, NJ 07860
973-383-6699 | 973-383-6555 Fax

Independent Auditors' Report

The Honorable Mayor and Members
of the Borough Council

Borough of Mendham

Mendham, New Jersey

Report on the Financial Statements

We have audited the financial statements — regulatory basis - of the various funds of the Borough of
Mendham, in the County of Morris (the "Borough") as of and for the year ended December 31, 2016 and the
related notes to the 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 practices prescribed or permitted by the Division of Local Government Services,
Department of Community Affairs, State of New Jersey (the “Division”) to demonstrate compliance with the
Division's regulatory basis of accounting, and the budget laws of New Jersey; this includes the design,
implementation, and maintenance of internal control relevant to the preparation and fair presentation of
financial statements that are free from material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted our
audit in accordance with auditing standards generally accepted in the United States of America, audit
requirements prescribed or permitted by the Division, and the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the United States. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making those
risk assessments, the auditor considers internal control relevant to the Borough’s preparation and fair
presentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Borough’s
internal control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates made
by management, as well as evaluating the overall presentation of the financial statements.

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

www.nisivoccia.com
Independent Member of BKR International
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The Honorable Mayor and Members
of the Borough Council

Borough of Mendham

Page 2

Basis for Adverse Opinion on U.S. Generally Accepted Accounting Principles

As described in Note 1, these financial statements have been prepared by the Borough on the basis of
accounting practices prescribed or permitted by the Division to demonstrate compliance with the Division's
regulatory basis of accounting and the budget laws of New Jersey, which is a basis of accounting other than
accounting principles generally accepted in the United States of America. The effects on the financial
statements of the variances between the regulatory basis of accounting described in Note 1 and accounting
principles generally accepted in the United States of America, although not reasonably determinable, are
presumed to be material.

Adverse Opinion on U.S. Generally Accepted Accounting Principles

In our opinion, because of the significance of the matter discussed in the Basis for the Adverse Opinion on
U.S. Generally Accepted Accounting Principles paragraph, the financial statements referred above do not
present fairly, in accordance with accounting principles generally accepted in the United States of America,
the financial position of each fund and account group of the Borough as of December 31, 2016, or the
changes in financial position or where applicable, cash flows thereof for the year then ended.

Basis for Qualified Opinion

The Borough’s general fixed assets account group is stated at historical cost or estimated historical cost in the
accompanying financial statements. We were unable to obtain sufficient evidence to support the cost of the
fixed assets of the general fixed assets account group. As more fully described in Note 1, due to the length of
time over which these fixed assets were acquired, it is not practical to determine their actual costs. Therefore,
based upon the underlying accounting records, we have not audited the general fixed assets account group.

Qualified Opinion on Regulatory Basis of Accounting

In our opinion, except for the effects on the December 31, 2016 financial statements of the matter described
in the Basis for Qualified Opinion paragraph, the financial statements referred to above, present fairly, in all
material respects, the financial position of the various funds and account group of the Borough at December
31, 2016, and the results of operations and changes in fund balance, where applicable, of such funds, thereof
for the year then ended, on the basis of the accounting practices prescribed or permitted by the Division to
demonstrate compliance with the Division's regulatory basis of accounting and the budget laws of New
Jersey, as described in Note 1.

Other Matters

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements of the various funds
that collectively comprise the Borough’s financial statements. The Supplementary data schedules listed in the
table of contents are presented for purposes of additional analysis and are not a required part of the financial
statements. The accompanying schedules of expenditures of federal and state awards, as required by Title 2
U.S. Code of Federal Regulations Part 200, Uniform Administrative Requirements, Cost Principles, and
Audit Requirements for Federal Awards (“Uniform Guidance”) and New Jersey’s OMB Circular 15-08,
Single Audit Policy for Recipients of Federal Grants, State Grants and State Aid, are presented for purposes
of additional analysis and are not a required part of the financial statements.
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The Honorable Mayor and Members
of the Borough Council

Borough of Mendham

Page 3

Other Matters

Other Information

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

The introductory and statistical sections have not been subjected to the auditing procedures applied in the
audit of the financial statements, and accordingly, we do not express an opinion or provide any assurance on
them.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated June 9, 2017 on
our consideration of the Borough’s internal control over financial reporting and on our tests of its compliance
with certain provisions of laws, regulations, contracts, and grant agreements and other matters. The purpose
of that report is to describe the scope of our testing of internal control over financial reporting and
compliance and the results of that testing, and not to provide an opinion on internal control over financial
reporting or on compliance. That report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering the Borough’s internal control over financial reporting and
compliance.

Mount Arlington, New Jersey NISIVOCCIA LLP
June 9, 2017

Frances Qam %/VMGM LLP
Francis Jone€’ -

Certified Public Accountant
Registered Municipal Accountant No. 442
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BOROUGH OF MENDHAM
COMBINED STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCES - BUDGET AND ACTUAL
CURRENT AND UTILITY OPERATING FUNDS-REGULATORY BASIS
FOR THE YEAR ENDED DECEMBER 31, 2016

Current Fund Utility Operating Funds
Final Final
Budget Actual Variance Budget Actual Variance
REVENUES:
Fund Balance Anticipated $ 1,517,024 $ 1,517,024 $ 399,607 $ 399,607
Sewer Rents 1,516,215 1,561,543 $ 45,328
Miscellaneous Revenue 758,081 1,032,109 $ 274,028 18,000 22,822 4,822
Receipts from Delinquent Taxes 115,000 209,055 94,055
Amount to be Raised by Taxes for
Support of Municipal Budget:
Local Tax for Municipal Purposes
Including Reserve for Uncollected
Taxes 5,814,687 6,405,531 590,844
Municipal Budget Totals - Revenue 8,204,792 9,163,719 958,927 1,933,822 1,983,972 50,150
Non-budget Revenues 369,104 369,104
Other Credits to Income 418,208 418,208 142,441 142,441
Taxes Allocated to Schools, County and
Open Space 21,344,187 21,344,187
TOTAL REVENUES 29,548,979 31,295,218 1,746,239 1,933,822 2,126,413 192,591
EXPENDITURES:
Current:
General Government 2,470,654 2,370,654 100,000
Public Safety 2,072,341 2,072,341
Streets and Roads 1,027,497 1,027,497
Health and Welfare 97,946 97,946
Recreation and Education 81,531 81,531
Deferred Charges and
Statutory Expenditures 654,594 654,594 55,449 55,449
Utility Operating 1,295,200 1,295,200
Capital 320,000 320,000 25,000 25,000
Debt Service:
Principal 664,141 664,141 482,750 482,750
Interest 92,203 92,134 69 75,423 57,007 18,416
Reserve for Uncollected Taxes 723,885 723,885
Municipal Budget Totals - Expenditures 8,204,792 8,104,723 100,069 1,933,822 1,915,406 18,416
County Taxes 3,502,567 3,502,567
Local and Regional School Taxes 17,732,026 17,732,026
Municipal Open Space Taxes 109,594 109,594
Other Expenditures 280,072 (280,072)
TOTAL EXPENDITURES $ 29,548,979 29,728,982 (180,003) $ 1,933,822 1,915,406 18,416
Excess/(Deficit) of Revenues over Expenditures 1,666,236 $ 1,566,236 211,007 $ 211,007
Fund Balances January 1, 2016 2,380,092 656,448
Less: Utilized as Anticipated Revenue 1,517,024 399,607
Fund Balances December 31, 2016 $ 2,429,304 $ 467,848

THE ACCOMPANYING NOTES TO FINANCIAL STATEMENTS ARE AN INTEGRAL PART OF THIS STATEMENT
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BOROUGH OF MENDHAM
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2016

Summary of Significant Accounting Policies

Reporting Entity

Except as noted below, the financial statements of the Borough of Mendham include every board,
body, officer or commission supported and maintained wholly or in part by funds appropriated by
the Borough of Mendham, as required by N.J.S. 40A:5-5. Accordingly, the financial statements of
the Borough of Mendham do not include the operations of the volunteer fire company and rescue
squad.

Governmental Accounting Standards Board ("GASB") Codification Section 2100, "Defining the
Financial Reporting Entity" establishes standards to determine whether a governmental component
unit should be included in the financial reporting entity. Component units are legally separate
organizations for which the elected officials of the primary government are financially
accountable. In addition, component units can be other organizations for which the nature and
significance of their relationship with a primary government are such that exclusion would cause
the reporting entity's financial statements to be misleading. The primary government is financially
accountable if it appoints a voting majority of the organization's governing body and (1) it is able
to impose its will on that organization or (2) there is a potential for the organization to provide
specific financial benefits to, or impose specific financial burdens on, the primary government. A
legally separate, tax-exempt organization should be reported as a component unit of a reporting
entity if all of the following criteria are met: (1) The economic resources received or held by the
separate organization are entirely or almost entirely for the direct benefit of the primary
government, its component units, or its constituents. (2) The primary government, or its
component units, is entitled to, or has the ability to otherwise access, a majority of the economic
resources received or held by the separate organization. (3). The economic resources received or
held by an individual organization that the specific primary government, or its component units, is
entitled to, or has the ability to otherwise access, are significant to that primary government. As the
financial reporting entity was established in accordance with New Jersey statutes, the requirements
of GASB Codification Section 2100 were not followed and, accordingly, the reporting entity could
be different from accounting principles generally accepted in the United States of America.

Description of Funds

The accounting policies of the Borough of Mendham conform to the accounting practices
applicable to municipalities which have been prescribed or permitted by the Division of Local
Government Services, Department of Community Affairs, State of New Jersey (the "Division").
Such principles and practices are designed primarily for determining compliance with legal
provisions and budgetary restrictions and as a means of reporting on the stewardship of public
officials with respect to public funds. Under this method of accounting, the Borough of Mendham
accounts for its financial transactions through the following separate funds:

Current Fund - Resources and expenditures for governmental operations of a general nature,
including federal and state grant funds which are not accounted for in another fund.

Trust Funds - Receipts, custodianship and disbursement of funds in accordance with the purpose
for which each reserve was created.

General Capital Fund - Receipt and disbursement of funds for the acquisition of general capital
facilities, other than those acquired in the Current Fund.
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BOROUGH OF MENDHAM
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2016
(Continued)

Summary of Significant Accounting Policies (Cont'd)

Description of Funds (Cont’d)

Utility Operating Fund - Account for the operations of the municipally owned Sewer Utility.
Utility Capital Fund - Account for the acquisition of capital facilities of the Sewer Utility.

General Fixed Assets Account Group (Unaudited) - These accounts were established with
estimated values of land, buildings and certain fixed assets of the Borough as discussed under the

caption "Basis of Accounting".

Basis of Accounting

Basis of accounting refers to when revenue and expenditures or expenses are recognized in the
accounts and reported in the financial statements. Basis of accounting relates to the timing of the
measurements made, regardless of the measurement focus applied.

The more significant accounting policies in New Jersey follow.

Revenue is recorded when received in cash except for certain amounts which may be due from the
State of New Jersey. Federal and state grants are generally recognized on the cash basis except for
certain assistance which is not realized until anticipated in the Borough's budget. The amounts
recorded as property taxes and consumer accounts receivable have not been included in revenue.
Amounts that are due to the municipality, which are susceptible of accrual, are recorded as
receivables with offsetting reserves in the Current Fund.

Expenditures are charged to operations generally based on budgeted amounts. Exceptions to this
general rule include:

1. Accumulated unpaid vacation, sick pay and other employee amounts are not accrued.

2. Prepaid expenses, such as insurance premiums applicable to subsequent periods, are charged to
current budget appropriations in total.

3. Principal and interest on long-term debt are recognized when due.

Expenditures, if any, in excess of appropriations, appropriation reserves or ordinances become
deferred charges which must be raised by future taxes. Outstanding encumbrances at December
31, are reported as a cash liability in the financial statements and constitute part of the statutory
appropriation reserve balance. Appropriation reserves covering unexpended appropriation
balances are automatically created at December 31 of each year and recorded as liabilities, except
for amounts which may be canceled by the governing body. Appropriation reserves are available,
until lapsed at the close of the succeeding year, to meet specific claims, commitments or contracts
incurred during the preceding fiscal year. Lapsed appropriation reserves are recorded as income.

The cash basis of accounting is followed in the Trust and Capital Funds.
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BOROUGH OF MENDHAM
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2016
(Continued)

Summary of Significant Accounting Policies (Cont'd)

C.

Basis of Accounting (Cont’d)

Had the Borough’s financial statements been prepared under generally accepted accounting
principles, encumbrances would not be considered as expenditures; appropriation reserves
would not be recorded; revenue susceptible to accrual would have been reflected without
offsetting reserves; Federal and State grants and assistance would be recognized when
earned, not when received, and inventories would not be reflected as expenditures at the time
of purchase, investments would generally be recorded at fair value, and the Borough’s net
pension liability and related deferred inflows and outflows would be recorded.

Deferred Charges to Future Taxation — The General Capital Fund balance sheet includes
both funded and unfunded deferred charges. Funded means that bonds or loans have been
issued and are being paid off on a serial basis. Unfunded means that debt has been
authorized but not permanently financed. A municipality can eliminate an unfunded
deferred charge by raising it in the budget, by collecting a grant, or by selling bonds.

Other significant accounting policies include:

Management Estimates — The preparation of financial statements requires management to
make estimates and assumptions that affect the reported amounts of revenues and
expenditures/expenses during the reporting period. Actual results could differ from those
estimates.

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

Investments — Investments, if any, are stated at cost.

Grants Receivable — Grants receivable represent total grant awards less amounts collected to
date. Because the amount of grants funds to be collected are dependent on the total costs
eligible for reimbursement, the actual amount collected may be less than the total amount
awarded.

Allowance for Uncollectible Accounts — No allowance for uncollectible accounts has been
recorded as all amounts are considered collectible.

Compensated Absences — Expenditures relating to unused vested accumulated vacation and
sick pay are not recorded until paid.

Foreclosed Property - Foreclosed Property is recorded in the Current Fund at the assessed
valuation when such property was acquired and is fully reserved.

Interfunds - Interfund receivables in the Current Fund are recorded with offsetting reserves
which are created by charges to operations. Income is recognized in the year the receivables
are liquidated. Interfund receivables in the other funds are not offset by reserves.
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BOROUGH OF MENDHAM
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2016
(Continued)

Summary of Significant Accounting Policies (Cont'd)

E.

Other significant accounting policies include:

Inventories of Supplies - The cost of inventories of supplies for all funds are recorded as
expenditures at the time individual items are purchased. The cost of inventories are not
included on the various balance sheets.

Fixed Assets (Unaudited) - Property and equipment purchased by the Current and General
Capital Funds are recorded as expenditures at the time of purchase and are not capitalized.
Property and equipment purchased by the Sewer Utility Fund is recorded in the Sewer
Utility Capital Fund at cost and are not adjusted for dispositions and abandonments. The
Utility Fund does not record depreciation.

General Fixed Assets Account Group (Unaudited)

General fixed assets are recorded at cost except for land and buildings which are recorded at
estimated historical cost. Infrastructure assets are not included in general fixed assets, as per
state directive. Major renewals and betterments are charged to the asset accounts;
maintenance and minor repairs and replacements, which do not improve or extend the lives
of the respective assets, are expensed currently. Donated fixed assets are valued at their fair
market value on the date donated. No depreciation has been provided on general fixed assets.
The total value recorded for general fixed assets is offset by a "Reserve for General Fixed
Assets". When properties are retired or otherwise disposed of, the asset and the reserve are
adjusted accordingly. Fixed assets may also be recorded in the Current Fund and Capital
Funds. The values recorded in the General Fixed Asset Account Group and the Current and
Capital Funds may not always agree due to differences in valuation methods, timing of
recognition of assets, and the recognition of infrastructures. Fixed assets are reviewed for
impairment.

Budget/Budgetary Control — Annual appropriated budgets are usually prepared in the first
quarter for Current, operating utility, and Open Space Trust Funds. The budgets are
submitted to the governing body and the Division of Local Government Services. Budgets
are prepared using the cash basis of accounting. The legal level of budgetary control is
established at the line item accounts within each fund. Line item accounts are defined as the
lowest (most specific) level of detail as established pursuant to the flexible chart of accounts
referenced in N.J.S.A. 40A. All budget amendments/transfers must be approved by the
Borough during the year.

Cash and Cash Equivalents and Investments

Cash and cash equivalents include petty cash, change funds, amounts in deposit, and short-term
investments with original maturities of three months or less.

Investments are stated at cost, which approximates market. The Borough classifies certificates of
deposit which have original maturity dates of more than three months but less than twelve months
from the date of purchase, as investments.
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BOROUGH OF MENDHAM
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2016
(Continued)

Cash and Cash Equivalents and Investments (Cont’d)

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

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

Credit Risk — The Borough limits its investments to those authorized in its cash management plan
which are permitted under state statutes as detailed below.

Custodial Credit Risk — The Borough’s policy with respect to custodial credit risk requires that the
Borough ensures that Borough funds are only deposited in financial institutions in which New
Jersey municipalities are permitted to invest their funds.

New Jersey statutes permit the deposit of public funds in institutions located in New Jersey, which
are insured by the Federal Deposit Insurance Corporation (FDIC), or by any other agencies of the
United States that insure deposits or the State of New Jersey Cash Management Fund.

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

The market value of the collateral must equal 5% of the average daily balance of public
funds; and in addition

If the public funds deposited exceed 75% of the capital funds of the depository, the depository
must provide collateral having a market value equal to 100% of the amount exceeding 75%.

All collateral must be deposited with the Federal Reserve Bank, the Federal Home Loan Bank
Board or a banking institution that is a member of the Federal Reserve System and has capital
funds of not less than $25,000,000.

Investments

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

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

(2) Government money market mutual funds;

(3) Any obligation that a federal agency or a federal instrumentality has issued in accordance with
an act of Congress, which security has a maturity date not greater than 397 days from the date
of purchase, provided that such obligation bears a fixed rate of interest not dependent on any
index or other external factor;
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BOROUGH OF MENDHAM
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2016
(Continued)

Note 2: Cash and Cash Equivalents and Investments (Cont’d)

Investments (Cont'd)
(4) Bonds or other obligations of the local unit or bonds or other obligations of school districts of
which the local unit is a part or within which the school district is located;

(5) Bonds or other obligations, having a maturity date not more than 397 days from the date of
purchase, approved by the Division for investment by local units;

(6) Local government investment pools;
(7) Deposits with the State of New Jersey Cash Management Fund; or
(8) Agreements for the repurchase of fully collateralized securities if:
(a) the underlying securities are permitted investments pursuant to (1) and (3) above;
(b) the custody of collateral is transferred to a third party,
(c) the maturity of the agreement is not more than 30 days;
(d) the underlying securities are purchased through a public depository as defined in statute;

(e) a master repurchase agreement providing for the custody and security of collateral is
executed.

As of December 31, 2016, cash and cash equivalents of the Borough consisted of the following:

Cash on Money Checking
Fund Hand Market Accounts Total
Current $ 230 $ 4,946,716 $ 390,475 $ 5,337,421
General Capital 329,276 210,491 539,767
Trust and Agency 713,037 1,481,447 2,194,484
Utility Operating 100 396,253 379,644 775,997
Utility Capital 947,431 261,537 1,208,968

$ 330 $ 7,332,713 $ 2,723,594 $10,056,637

The carrying amount of the Borough's cash and cash equivalents at year end was $10,056,637 and
the bank balance was $10,441,332. The Borough did not hold any other investments during the
year.
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BOROUGH OF MENDHAM
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2016
(Continued)

Note 3: Interfunds

The following interfund receivable and payable balances appear on the combined balance sheet as
of December 31, 2016:

Interfund Interfund
Fund Receivable Payable
Current Fund $ 72 $ 317,372
General Capital Fund 72
Other Trust Funds 317,372
Sewer Utility Operating Fund 5,500
Sewer Utility Capital Fund 5,500

$ 322,944 $ 322,944

The primary interfund activity for 2016 was an increase in the Other Trust Fund Reserve for Storm
Recovery, Accumulated Compensated Absences and Self Insurance in the amount of $40,000;
$20,000; and $80,000, respectively, transferred from the Current Fund.

Note 4: Long-Term Debt

The Local Bond Law governs the issuance of bonds to finance general Borough capital
expenditures. All bonds are retired in serial installments within the statutory period of usefulness.
All bonds issued by the Borough are general obligation bonds. The Borough’s full faith and credit
and taxing power have been pledged to the payment of general obligation debt principal and
interest.

Summary of Municipal Debt

December 31,

2016 2015 2014
Issued
General:
Bonds, Loans and Notes $ 3,240,162 $ 3,901,697 $ 4,531,966
Sewer Utility:
Bonds, Loans and Notes 1,981,250 2,464,000 2,983,750
Total Issued 5,221,412 6,365,697 7,515,716
Authorized but not Issued:
General:
Bonds and Notes 135,601 135,601 135,601
Less: Reserve to Pay Debt Service 29,900 39,900 47,981

Net Bonds, Notes and Loans Issued
and Authorized but not Issued $ 5327113 $ 6,461,398 $ 7,603,336
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BOROUGH OF MENDHAM
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2016
(Continued)

Long-Term Debt (Cont’d)

Summary of Statutory Debt Condition - Annual Debt Statement

The summarized statement of debt condition, below, is prepared in accordance with the required
method of setting up the Annual Debt Statement and indicates a statutory net debt of .24%.

Gross Debt Deductions Net Debt
Local and Regional School District Debt $ 7,897,394 $ 7,897,394
Sewer Utility Debt 1,981,250 1,981,250
General Debt 3,375,763 29,900 $3,345,863

$13,254,407 $ 9,908,544 $3,345,863

Net Debt $3,345,863 divided by Equalized Valuation Basis per N.J.S. 40A:2-2 as amended,
$1,380,125,328 = .24%.

Borrowing Power Under N.J.S. 40A:2-6 As Amended

3-1/2% Average Equalized Valuation of Real Property § 48,304,386
Net Debt 3,345,863
Remaining Borrowing Power $ 44,958,523
Calculation of "Self-Liquidating Purpose", Sewer Utility Per N.J.S. 40A:2-45
Cash Receipts from Fees, Rents or Other Charges for Year $ 1,983,972
Deductions:

Operating, Maintenance and Debt Service Costs 1,890,406
Excess in Revenue $ 93,566

The foregoing debt information is in agreement with the Annual Debt Statement filed by the Chief
Financial Officer.

Green Acres Loan Payable

The Borough has entered into a loan agreement with the State of New Jersey for its Green Acres
Loan Program. The Borough has “drawn-down” all of its Green Acres funds at this time.

Schedule of Changes in Debt Issued

Balance Defeased/ Balance
12/31/2015 Additions Retirements 12/31/2016

General Capital Fund:

Serial Bonds $ 2,380,000 $ 367,000 $ 2,013,000

Bond Anticipation Notes 1,385,546 $ 1,114,670 1,385,546 1,114,670

Green Acres Loan 136,151 23,659 112,492
Sewer Utility Capital Fund:

Serial Bonds 1,600,000 258,000 1,342,000

Bond Anticipation Notes 864,000 639,250 864,000 639,250

Total $ 6,365,697 $ 1,753,920 $ 2,898,205 § 5221412
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NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2016
(Continued)

Long-Term Debt (Cont’d)

The Borough had the following outstanding debt at December 31, 2016.

Schedule of General Capital Bond Anticipation Notes

Date of
Original Interest Balance
Improvement Description Note Maturity Rate Dec. 31, 2016
Various Improvements 7/12/2013 7/7/2017 1.25% $ 1,100,000
Various Improvements 7/11/2014 7/7/2017 1.25% 14,670
~§ 1,114,670
Schedule of Sewer Capital Bond Anticipation Notes
Date of
Original Interest Balance
Improvement Description Note Maturity Rate Dec. 31, 2016
Sanitary Sewer System 7/18/2008 7/7/2017 1.25% $ 55,000
Sanitary Sewer System 7/16/2009 7/7/2017 1.25% 584,250
$ 639,250
General Capital - Serial Bonds Payable
Maturities at December 31, 2016
Improvement Date of Date of Interest Balance Matured/ Balance
Description Issue Maturity Amount Rate Dec. 31,2015  Defeased Dec. 31, 2016

Bond Refunding  10/29/15  08/15/17 $378,000 3.0%
of 2015 08/15/18 387,000 3.0%
08/15/19 402,000 2.5%
08/15/20 414,000 4.0%
08/15/21 432,000 4.0%

Sewer Utility Capital - Serial Bonds Payable
Maturities at December 31, 2016

$2,025,000 $ 12,000 $2,013,000

Improvement Date of Date of Interest Balance Matured/ Balance
Description Issue Maturity Amount Rate Dec. 31,2015  Defeased Dec. 31, 2016
Sewer Bond 10/29/15  08/15/17 $252,000 3.0%
Refunding of 2015 08/15/18 258,000 3.0%

08/15/19 268,000 2.5%
08/15/20 276,000 4.0%
08/15/21 288,000 4.0%

$ 1,350,000 § 8,000  § 1,342,000
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BOROUGH OF MENDHAM
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2016
(Continued)

Long-Term Debt (Cont’d)

The Borough had the following outstanding debt at December 31, 2016.

Date of
Final Interest Balance
Maturity Rate Dec. 31, 2016
Green Acres Loan 2/18/2021 2.00% $ 112,492

Schedule of Annual Debt Service for Principal and Interest for the Next Five
Years and Five Year Increments for Bonded Debt Issued and Outstanding

General Capital:

Calendar Year Principal Interest Total
2017 $ 378,000 $ 66,900 $ 444,900
2018 387,000 55,560 442,560
2019 402,000 43,950 445,950
2020 414,000 33,840 447,840
2021 432,000 17,280 449,280
$ 2,013,000 $ 217,530 $ 2,230,530

Sewer Utility Capital:

Calendar Year Principal Interest Total
2017 $ 252,000 $ 44,600 $ 296,600
2018 258,000 37,040 295,040
2019 268,000 29,300 297,300
2020 276,000 22,560 298,560
2021 288,000 11,520 299,520
$ 1,342,000 $ 145,020 $ 1,487,020

Net Pension Liability

The State of New Jersey Public Employees’ Retirement System’s (PERS) net pension liability was
calculated to be $5,417,515 at June 30, 2016. The State of New Jersey Police and Firemen’s
Retirement System’s (PFRS) net pension liability was calculated to be $7,117,076 at June 30, 2016.
See Note 5 for further information on the PERS and PFRS.

Pension Plans

Substantially all of the Borough’s employees participate in one of two contributory, defined benefit
public employee retirement systems, Police and Firemen’s Retirement System (PFRS) or the Public
Employee’s Retirement System (PERS) of New Jersey; or the Defined Contribution Retirement
Program (DCRP), a tax-qualified defined contribution money purchase pension plan under Internal
Revenue Code (IRC) § 401(a).
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Note 5: Pension Plans (Cont’d)

A. Public Employees’ Retirement System (PERS)

Plan Description

The State of New Jersey, Public Employees’ Retirement System (PERS) is a cost-sharing multiple-
employer defined benefit pension plan administered by the State of New Jersey, Division of Pensions
and Benefits (the Division). For additional information about the PERS, please refer to the
Division’s Comprehensive Annual Financial Report (CAFR) which can be found at
www.state.nj.us/treasury/pensions/annrprts.shtml.

Benefits Provided

The vesting and benefit provisions are set by N.J.S.A. 43:15A. PERS provides retirement, death and
disability benefits. All benefits vest after ten years of service, except for medical benefits, which
vest after 25 years of service or under the disability provisions of PERS.

The following represents the membership tiers for PERS:

Tier Definition
1 Members enrolled prior to July 1, 2007
2 Members eligible to enroll on or after July 1, 2007 and prior to November 2, 2008
3 Members eligible to enroll on or after November 2, 2008 and prior to May 22, 2010
4 Members eligible to enroll on or after May 22, 2010 and prior to June 28. 2011
5 Members eligible to enroll on or after June 28, 2011

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

Contributions

The contribution policy for PERS is set by N.J.S.A. 43:15A and requires contributions by active
members and contributing members. The local employers’ contribution amounts are based on an
actuarially determined rate which includes the normal cost and unfunded accrued liability. Chapter
19, P.L. 2009 provided an option for local employers of PERS to contribute 50% of the normal and
accrued liability contribution amounts certified for payments due in State fiscal year 2009. Such
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Pension Plans (Cont’d)

A. Public Employees’ Retirement System (PERS) (Cont’d)

Contributions (Cont’d)

employers will be credited with the full payment and any such amounts will not be included in
their unfunded liability. The actuaries will determine the unfunded liability of those retirement
systems, by employer, for the reduced normal and accrued liability contributions provided
under this law. This unfunded liability will be paid by the employer in level annual payments
over a period of 15 years beginning with the payments due in the fiscal year ended June 30,
2012 and will be adjusted by the rate of return on the actuarial value of assets. Borough
contributions to PERS amounted to $149,569 for 2016.

The employee contribution rate was 7.06% effective July 1, 2015 and increased to 7.20%
effective July 1, 2016. Subsequent increases after October 1, 2011 are being phased in over 7
years effective on each July 1st to bring the total pension contribution rate to 7.5% of base
salary as of July 1, 2018.

Pension Liabilities and Pension Expense

At June 30, 2016, the Borough’s liability was $5,417,515 for its proportionate share of the net
pension liability. The net pension liability was measured as of June 30, 2016, and the total
pension liability used to calculate the net pension liability was determined by an actuarial
valuation as of July 1, 2015 which was rolled forward to June 30, 2016. The Borough's
proportion of the net pension liability was based on a projection of the Borough's long-term
share of contributions to the pension plan relative to the projected contributions of all
participating members, actuarially determined. At June 30, 2016, the Borough's proportion was
0.018%, which was an decrease of 0.001% from its proportion measured as of June 30, 2015.

For the year ended December 31, 2016, the Borough recognized actual pension expense in the
amount of $149,569

Actuarial Assumptions

The total pension liability for the June 30, 2016 measurement date was determined by an
actuarial valuation as of July 1, 2015 which was rolled forward to June 30, 2016. This actuarial
valuation used the following actuarial assumptions:

Inflation Rate 3.08%
Salary Increases:
Through 2026 1.65 —4.15% based on age
Thereafter 2.65 — 5.15% based on age
Investment Rate of Return 7.65%

Pre-retirement mortality rates were based on the RP-2000 Employee Pre-retirement Mortality
Table for male and female active participants. For local employees, mortality tables are set
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A. Public Employees’ Retirement System (PERS) (Cont’d)

Actuarial Assumptions (Cont’d)

back 2 years for males and 7 years for females. In addition, the tables provide for future
improvements in mortality from the base year of 2013 using a generational approach based on
the plan actuary’s modified MP-2014 projection scale. Post-retirement mortality rates were
based on the RP-2000 Combined Healthy Male and Female Mortality Tables (set back 1 year
for males and females) for service retirements and beneficiaries of former members and a one
year static projection based on mortality improvement Scale AA. In addition, the tables for
service retirements and beneficiaries of former members provide for future improvements in
mortality from the base year of 2013 using a generational approach based on the plan actuary’s
modified MP-2014 projection scale. Disability retirement rates used to value disabled retirees
were based on the RP-2000 Disabled Mortality Table (set back 3 years for males and set
forward one year for females).

The actuarial assumptions used in the July 1, 2015 valuation were based on the results of an
actuarial experience study for the period July 1, 2011 to June 30, 2014. It is likely that future
experience will not exactly conform to these assumptions. To the extent that actual experience
deviates from these assumptions, the emerging liabilities may be higher or lower than
anticipated. The more the experience deviates, the larger the impact on future financial
statements.

Long Term Expected Rate of Return

In accordance with State statute, the long-term expected rate of return on pension plan
investments (7.65% at June 30, 2016) is determined by the State Treasurer, after consultation
with the Directors of the Division of Investments and Division of Pensions and Benefits, the
Board of Trustees and the actuaries. The long-term expected rate of return was determined
using a building block method in which best-estimate ranges of expected future real rates of
return (expected returns, net of pension plan investment expense and inflation) are developed
for each major asset class. These ranges are combined to produce the long-term expected rate
of return by weighting the expected future real rates of return by the target asset allocation
percentage and by adding expected inflation. Best estimates of arithmetic real rates of return
for each major asset class included in PERS’ target asset allocation as of June 30, 2016 are
summarized in the following table:
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Long-Term
Expected Real
Target Rate of
Asset Class Allocation Return

Cash 5.00% 0.87%
U.S. Treasuries 1.50% 1.74%
Investment Grade Credit 8.00% 1.79%
Mortgages 2.00% 1.67%
High Yield Bonds 2.00% 4.56%
Inflation-Indexed Bonds 1.50% 3.44%
Broad U.S. Equities 26.00% 8.53%
Developed Foreign Equities 13.25% 6.83%
Emerging Market Equities 6.50% 9.95%
Private Equity 9.00% 12.40%
Hedge Funds/Absolute Return 12.50% 4.68%
Real Estate (Property) 2.00% 6.91%
Commodities 0.50% 5.45%
Global Debt ex. U.S. 5.00% -0.25%
REIT 5.25% 5.63%

Discount Rate

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

Sensitivity of the Borough's Proportionate Share of the Net Pension Liability to Changes in the
Discount Rate

The following presents the Borough's proportionate share of the collective net pension liability
as of June 30, 2016 calculated using the discount rate as disclosed below, as well as what the
Borough's proportionate share of the net pension liability would be if it were calculated using a
discount rate that is 1-percentage-point lower or 1-percentage-point higher than the current rate:




Note 5:

31

BOROUGH OF MENDHAM
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2016
(Continued)

Pension Plans (Cont’d)

A. Public Employees’ Retirement System (PERS) (Cont’d)

June 30, 2016

1% Current 1%
Decrease Discount Rate Increase
(2.98%) (3.98%) (4.98%)
Borough 's proportionate share of
the Net Pension Liability $ 6,638,533 $ 5,417,515 $ 4,409,460

Pension Plan Fiduciary Net Position

Detailed information about the pension plan's fiduciary net position is available in the
separately issued PERS financial statements.

B. Police and Firemen’s Retirement System (PFRS)

Plan Description

The State of New Jersey, State of New Jersey Police and Firemen’s Retirement System (PFRS),
is a cost-sharing multiple-employer defined benefit pension plan administered by the State of
New Jersey Division of Pensions and Benefits (the Division). For additional information about
the PFRS, please refer to the Division’s Comprehensive Annual Financial Report (CAFR)
which can be found at www.state.nj.us/treasury/pensions/annrprts.shtml.

Benefits Provided

The vesting and benefit provisions are set by N.J.S.A. 43:16A. The PFRS provides retirement,
death and disability benefits. All benefits vest after ten years of service, except for disability
benefits, which vest after 4 years of service. The following represents the membership tiers for
PFRS:

Tier Definition

1 Members enrolled prior to May 22, 2010
2 Members eligible to enroll on or after May 22, 2010 and prior to June 28, 2011
3 Members eligible to enroll on or after June 28, 2011

Contributions

The contribution policy for PFRS is set by N.J.S.A. 43:16A and requires contributions by active
members and contributing members. The Local employers’ contribution amounts are based on
an actuarially determined rate which includes the normal cost and unfunded accrued liability.
Chapter 19, P.L. 2009 provided an option for local employers of PFRS to contribute 50% of the
normal and accrued liability contribution amounts certified for payments due in State fiscal year
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2009. Such employers will be credited with the full payment and any such amounts will not be
included in their unfunded liability. The actuaries will determine the unfunded liability of those
retirement systems, by employer, for the reduced normal and accrued liability contributions
provided under this law. This unfunded liability will be paid by the employer in level annual
amounts over a period of 15 years beginning with the payments due in the fiscal year ended
June 30, 2012 and will be adjusted by the rate of return on the actuarial value of the assets.

Special Funding Situation

Under N.J.S.A. 43:16A-15, local participating employers are responsible for their own
contributions based on actuarially determined amounts, except where legislation was passed
which legally obligated the State if certain circumstances occurred. The legislation which
legally obligates the State is as follows: Chapter 8, P.L. 2000, Chapter 318, P.L. 2001, Chapter
86, P.L. 2001, Chapter 511, P.L. 1991, Chapter 109, P.L. 1979, Chapter 247, P.L.. 1993 and
Chapter 201, P.L. 2001. The amounts contributed on behalf of the local participating
employers under this legislation is considered to be a special funding situation as defined by
GASB Statement No. 68 and the State is treated as a nonemployer contributing entity. Since
the local participating employers do not contribute under this legislation directly to the plan
(except for employer specified financed amounts), there is no net pension liability or deferred
outflows or inflows to report in the financial statements of the local participating employers
related to this legislation. However, the notes to the financial statements of the local
participating employers must disclose the portion of the nonemployer contributing entities’ total
proportionate share of the collective net pension liability that is associated with the local
participating employer. The June 30, 2016 State special funding situation net pension liability
amount is the accumulated difference between the annual actuarially determined State
obligation under the special funding situation and the actual State contribution through the
valuation date. The State special funding situation pension expense for the fiscal year ended
June 30, 2016 is the actuarially determined contribution amount that the State owes for the
fiscal year ending June 30, 2016. The pension expense is deemed to be a State administrative
expense due to the special funding situation.

Borough contributions to PFRS amounted to $303,773 for the year ended December 31, 2016.
During the fiscal year ended June 30, 2016, the State of New Jersey contributed $66,294 to the
PFRS for normal pension benefits on behalf of the Borough, which is less than the contractually
required contribution of $220,980.

The employee contributions for PFRS are 10.00% of employees' annual compensation, as
defined.
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Pension Liabilities and Pension Expense

At June 30, 2016, the Borough’s liability for its proportionate share of the net pension liability
was $7,117,076. The net pension liability was measured as of June 30, 2016, and the total
pension liability used to calculate the net pension liability was determined by an actuarial
valuation as of July 1, 2015 which was rolled forward to June 30, 2016. The Borough's
proportion of the net pension liability was based on a projection of the Borough's long-term
share of contributions to the pension plan relative to the projected contributions of all
participating members, actuarially determined. At June 30, 2016, the Borough's proportion was
0.037%, which was a decrease of 0.003% from its proportion measured as of June 30, 2015.

Additionally, the State’s proportionate share of the net pension liability attributable to the
Borough is $597,658 as of June 30, 2016. The net pension liability was measured as of June
30, 2016, and the total pension liability used to calculate the net pension liability was
determined by an actuarial valuation as of July 1, 2015 which was rolled forward to June 30,
2016. The State's proportionate share of the net pension liability associated with the Borough
was based on a projection of the Borough's long-term share of contributions to the pension plan
relative to the projected contributions of all participating members, actuarially determined. At
June 30, 2016, the State's proportion was 0.037%, which was a decrease of 0.003% from its
proportion measured as of June 30, 2015 which is the same proportion as the Borough’s.

Borough's Proportionate Share of the Net Pension Liability $ 7,117,076
State's Proportionate Share of the Net Pension Liability Associated

with the Borough 597,658
Total Net Pension Liability $ 7,714,734

For the year ended December 31, 2015, the Borough recognized pension expense of $303,773.

Actuarial Assumptions

The total pension liability for the June 30, 2016 measurement date was determined by an
actuarial valuation as of July 1, 2015 which was rolled forward to June 30, 2016. This actuarial
valuation used the following actuarial assumptions:

Inflation Rate 3.08%

Salary Increases:
Through 2026 2.10% - 8.98% based on age
Thereafter 3.10% - 9.98% based on age

Investment Rate of Return 7.65%
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Actuarial Assumptions (Cont’d)

Pre-retirement mortality rates were based on the RP-2000 Pre-retirement mortality tables
projected thirteen years using Projection Scale BB and then projected on a generational basis
using the plan actuary’s modified 2014 projection scales. Post-retirement mortality rates for
male service retirements and beneficiaries are based on the RP-2000 Combined Healthy
Mortality Tables projected one year using Projection Scale AA and two years using the plan
actuary’s modified 2014 projection scales, which was further projected on a generational basis
using the plan actuary’s modified 2014 projection scales. Post-retirement mortality rates for
female service retirements and beneficiaries are based on the RP-2000 Combined Healthy
Mortality Tables projected thirteen years using Projection Scale BB and then two years using
the plan actuary’s modified 2014 projection scales, which was further projected on a
generational basis using the plan actuary’s modified 2014 projection scales. Disability
retirement rates were based on the special mortality tables used for the period after disability
retirement.

The actuarial assumptions used in the July 1, 2015 valuation were based on the results of an
actuarial experience study for the period July 1, 2010 to June 30, 2013.

Long Term Expected Rate of Return

In accordance with State statute, the long-term expected rate of return on pension plan
investments (7.65% at June 30, 2016) is determined by the State Treasurer, after consultation
with the Directors of the Division of Investments and Division of Pensions and Benefits, the
Board of Trustees and the actuaries. The long-term expected rate of return was determined
using a building block method in which best-estimate ranges of expected future real rates of
return (expected returns, net of pension plan investment expense and inflation) are developed
for each major asset class. These ranges are combined to produce the long-term expected rate
of return by weighting the expected future real rates of return by the target asset allocation
percentage and by adding expected inflation. Best estimates of arithmetic real rates of return
for each major asset class included in PFRS’ target asset allocation as of June 30, 2016 are
summarized in the following table:



Note 5:

35

BOROUGH OF MENDHAM
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2016
(Continued)

Pension Plans (Cont’d)

B. Police and Firemen’s Retirement System (PFRS) (Cont’d)

Long Term Expected Rate of Return (Cont’d)

Long-Term

Target Expected Real

Asset Class Allocation Rate of Return
Cash 5.00% 0.87%
U.S. Treasuries 1.50% 1.74%
Investment Grade Credit 8.00% 1.79%
Mortgages 2.00% 1.67%
High Yield Bonds 2.00% 4.56%
Inflation-Indexed Bonds 1.50% 3.44%
Broad U.S. Equities 26.00% 8.53%
Developed Foreign Equities 13.25% 6.83%
Emerging Market Equities 6.50% 9.95%
Private Equity 9.00% 12.40%
Hedge Funds/Absolute Return 12.50% 4.68%
Real Estate (Property) 2.00% 6.91%
Commodities 0.50% 5.45%
Global Debt ex. U.S. 5.00% -0.25%
REIT 5.25% 5.63%

Discount Rate — PFRS

The discount rate used to measure the total pension liability was 5.55% as of June 30, 2016.
This single blended discount rate was based on the long-term expected rate of return on
pension plan investments of 7.65% and a municipal bond rate of 2.85% as of June 30, 2016
based on the Bond Buyer Go 20 Bond Municipal Bond Index which includes tax-exempt
general obligation municipal bonds with an average rating of AA/Aa or higher. The projection
of cash flows used to determine the discount rate assumed that contributions from plan
members will be made at the current member contribution rates and that contributions from
employers and the nonemployer contributing entity will be made based on the contribution rate
in the most recent fiscal year. The State employer contributed 30% of the actuarially
determined contributions and the local employers contributed 100% of their actuarially
determined contributions. Based on those assumptions, the plan's fiduciary net position was
projected to be available to make projected future benefit payments of current plan members
through 2050. Therefore, the long-term expected rate of return on pension plan investments
was applied to projected benefit payments through 2050, and the municipal bond rate was
applied to projected benefit payments after that date in determining the total pension liability.
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Sensitivity of the Total Net Pension Liability (including the State’s proportionate share of the
net pension liability attributable to the Borough) to Changes in the Discount Rate

The following presents the total net pension liability (including the State’s proportionate share
of the net pension liability attributable to the Borough) as of June 30, 2016 calculated using the
discount rate as disclosed above, as well as what the collective net pension liability would be if
it were calculated using a discount rate that is 1-percentage-point lower or 1-percentage-point
higher than the current rate:

June 30, 2016

1% Current 1%
Decrease Discount Rate Increase
(4.55%) (5.55%) (6.55%)
Borough's proportionate share of the NPL and the
State's proportionate share of the Net Pension
Liability associated with the Borough $ 9,947,584 $ 7,714,734  $5,893,980

Pension Plan Fiduciary Net Position - PFRS

Detailed information about the PFRS's fiduciary net position is available in the separately
issued PFRS financial statements.

C. Defined Contribution Retirement Program (DCRP)

Prudential Financial jointly administers the DCRP investments with the NJ Division of
Pensions and Benefits. If an employee is ineligible to enroll in the PERS or PFRS, the
employee may be eligible to enroll in the DCRP. DCRP provides eligible members with a tax-
sheltered, defined contribution retirement benefit, along with life insurance and disability
coverage. Vesting is immediate upon enrollment for members of the DCRP.

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

Employers are required to contribute at an actuarially determined rate. Employee contributions
are based on percentages of 5.50% for DCRP of employees’ annual compensation, as defined.
The DCRP was established July 1, 2007, under the provisions of Chapter 92, P.L. 2007 and
Chapter 103, P.L. 2007 and expanded under the provisions of Chapter 89, P.L.. 2008. Employee
contributions for DCRP are matched by a 3% employer contribution.

For DCRP, the Borough had no employees covered during 2016 and did not recognize pension
expense for 2016. There were also no employee contributions to DCRP for 2016.
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Other Post-Employment Benefits

In addition to the pension benefits described in Note 5, the Borough provides other post-
employment benefits to certain employees after retirement, substantially similar in nature to the
health benefits provided to employees presently working

The Borough contributes to the State Health Benefits Program (SHBP), a cost-sharing, multiple-
employer defined benefit post-employment healthcare plan administered by the State of New
Jersey Division of Pensions and Benefits. SHBP was established in 1961 under N.J.S.A. 52:14-
17.25 et seq. to provide health benefits to State employees, retirees, and their dependents.

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 accordance with the Borough’s resolution, Borough employees are entitled to the following
benefits:

Municipal and Police Employees:

Married Borough employees retiring at age 62 or older who have accumulated 15 years or
more of uninterrupted service, or under age 62 with 25 years or more, are entitled to fifty
percent of the premium for hospital and surgical health insurance family coverage to be paid
by the Borough. Single employees retiring at age 62 or older who have accumulated 15
years or more of uninterrupted service, or under age 62 with 25 years or more, are entitled to
one hundred percent of the premium for hospital and surgical insurance individual coverage
to be paid by the Borough. All years of qualifying service must be with the Borough of
Mendham.

Rules governing the operation and administration of the program are found in Title 17, Chapter 9
of the New Jersey Administrative Code. SHBP provides medical, prescription drugs, mental
health/substance abuse, and Medicare Part B reimbursement to retirees and their covered
dependents.

The State Health Benefits Commission is the executive body established by statute to be
responsible for the operation of the SHBP. The State of New Jersey Division of Pensions and
Benefits issues a publicly available financial report that includes financial statements and required
supplementary information for the SHBP. That report may be obtained by writing to:

State of New Jersey Division of Pensions and Benefits, P.O. Box 295, Trenton, NJ 08625-
0295.

Participating employers are contractually required to contribute based on the amount of premiums
attributable to their retirees. Post-retirement medical benefits under the plan have been funded on
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 Borough on a monthly basis.
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In the event an employee qualifying under these conditions is eligible for Medicare coverage with
supplemental coverage, the total cost of which amounts to less than fifty percent of the cost of the
premium for hospital and surgical health insurance family coverage, or less than the cost of the
premiums for hospital and surgical insurance individual coverage presently supplied by the
Borough to its employees, such employee will be required to enroll in the Medicare supplemental
coverage program, the cost of which will be reimbursable by the Borough.

The Borough's portion of post-retirement benefits is funded on a pay-as-you-go basis from the
Current Fund operating budget. During 2016 the Borough had nine retirees who met the eligibility
requirements and recognized expenditures in the amount of $71,606.

Accrued Sick and Vacation Benefits

The Borough of Mendham does not permit its employees to accrue unused vacation and sick pay.
However, the Borough does permit certain employees to accrue compensatory time off up to 60
hours for a lifetime total. This compensatory time is not eligible to be paid to the employee at
separation of employment.

Selected Tax Information

Property taxes are levied as of January 1 on property values assessed as of the previous calendar
year. The tax levy is divided into two billings. The first billing is an estimate of the current year's
levy based on the prior year's taxes. The second billing reflects adjustments to the current year's
actual levy. The final tax bill is usually mailed on or before June 14th, along with the first half
estimated tax bills for the subsequent year. The first half estimated taxes are divided into two due
dates, February 1 and May 1. The final tax bills are also divided into two due dates, August 1 and
November 1. A ten-day grace period is usually granted before the taxes are considered to be
delinquent and the imposition of interest charges is made. A penalty may be assessed for any
unpaid taxes in excess of $10,000 at December 31 of the current year. Unpaid taxes of the current
year may be placed in lien at a tax sale held after December 10.

2016 2015 2014
Tax Rate $ 2.117 $ 2.070 $ 2.016
Apportionment of Tax Rate
Municipal 453 444 437
County 274 274 272
Local School .836 810 782
Regional High School .546 534 S17
Municipal Open Space .008 .008 .008
Assessed Valuations
2016 $1,283,106,098
2015 $1,283,810,435

2014 $1,284,514,035
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Comparison of Tax Levies and Collections Currently

A study of this tabulation could indicate a possible trend in future tax levies. A decrease in the
percentage of current collection could be an indication of a probable increase in future tax levies.

Currently
Cash Percentage of
Year Tax Levy Collections Collection
2016 $ 27,195,334 $ 27,025,833 99.37%
2015 26,604,349 26,359,672 99.08%
2014 25,946,411 25,748,324 99.23%

Also, increases in future tax levies can also be warranted if revenue sources outside of those directly
generated by the municipality, such as federal or state aid, should decline without corresponding
decreases in budgeted expenditures.

Risk Management

The Borough is exposed to various risks of loss related to torts; theft of, damage to, and destruction
of assets, errors and omissions; injuries to employees; and natural disasters. The Borough obtains
property, general and automotive liability, and workers’ compensation coverage through its
participation in the joint insurance fund as described below.

The Borough of Mendham is currently a member of the Morris County Municipal Joint Insurance
Fund (the "Fund"). The Fund provides its members with Liability, Property, Environmental, Public
Officials and Employer Practices, and Workers' Compensation Insurance. The Fund is a risk-
sharing public entity risk pool that is both an insured and self-administered group of governmental
entities established for the purpose of providing low-cost insurance coverage for their respective
members in order to keep local property taxes at a minimum. Each member appoints an official to
represent their respective entity for the purpose of creating a governing body from which officers
for the Fund are elected.

As a member of the Fund, the Borough could be subject to supplemental assessments in the event of
deficiencies. If the assets of the Fund were to be exhausted, members would become responsible
for their respective shares of the Fund’s liabilities. The Fund can declare and distribute dividends to
members upon approval of the State of New Jersey Department of Banking and Insurance. These
distributions are divided amongst the members in the same ratio as their individual assessment
relates to the total assessment of the membership body.
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BOROUGH OF MENDHAM
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2016
(Continued)

Note 9: Risk Management (Cont’d)

Selected, summarized, unaudited financial information for the Fund at December 31, 2016 is as

follows:
Total Assets $ 27,265,451
Net Position $§ 11,689,623
Total Revenue $ 18,773,498
Total Expenses $ 15,715,706
Change in Net Position $ 3,057,792
Member Dividends $ -0-

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

Morris County Municipal Joint Insurance Fund
PERMA Risk Management Services

9 Campus Drive, Suite 216

Parsippany, NJ 07054

(201) 881-7632

New Jersey Unemployment Compensation Insurance

The Borough has elected to fund its New Jersey Unemployment Compensation Insurance under the
“Benefit Reimbursement Method”. Under this plan, the Borough is required to reimburse the New
Jersey Unemployment Trust Fund for benefits paid to its former employees and charged to its
account with the State. The Borough is billed quarterly for amounts due to the State. The following
is a summary of Borough contributions, employee contributions, interest earned, reimbursements to
the State for benefits paid and the ending balance of the Borough’s expendable trust fund for the
current and previous two years.

Fiscal Borough Employee Interest Amount

Year Contributions Contributions Earned Reimbursed  Ending Balance
2016 $ 8,000 $ 4,237 § 37 § 5,795 $ 27,184
2015 8,000 4,040 25 5,863 20,705
2014 5,000 3,969 38 19,051 14,503

Note 10: Fund Balances Appropriated

Fund balances at December 31, 2016, which has been appropriated and included as anticipated
revenue for the year ending December 31, 2017 are $1,508,817 for the Current Fund and $451,292
for the Sewer Utility Operating Fund.



Note 11:

Note 12:

Note 13:
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BOROUGH OF MENDHAM
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2016
(Continued)

Fixed Assets (Unaudited)

The following schedule is a summarization of general fixed assets for the year ended December
31, 2016:
Balance Balance
Dec. 31, 2015 Additions Dec. 31, 2016

Land $ 1,767,500 $ 1,767,500
Buildings and Building Improvements 3,535,152 3,535,152
Machinery and Equipment 2,793,347 2,793,347

$ 8,095,999 $ -0- $ 8,095,999

Commitments and Contingencies

Claims and Other Legal Proceedings

The Borough is periodically involved in lawsuits arising in the normal course of business,
including claims for property damage, personnel litigation, personal injury, disputes over
contract awards and property tax assessment appeals. The Borough is involved in property tax
assessment appeals which are pending at the Tax Court of New Jersey. The Borough has
established a reserve for litigation at December 31, 2016 in the amount of $460,000. In the
opinion of management, the ultimate outcome of these lawsuits will not have a material adverse
effect on the Borough’s financial position as of December 31, 2016.

Amounts received or receivable from grantors, principally the federal and state governments are
subject to regulatory requirements and adjustments by the agencies. Any disallowed claims,
including amounts previously recognized by the Borough as revenue would constitute a liability
of the applicable funds. The amount, if any, of expenditures which may be disallowed by the
grantors cannot be determined at this time, although Borough officials expect such amounts, if
any, to be immaterial.

The Borough has received approval by the New Jersey Department of Environmental Protection
for the closure of the Borough’s sanitary landfill. The landfill has not received municipal waste
for several years. The Borough has set aside $1,056 in the Other Trust Funds. Ultimate costs of
the closure of the landfill will likely exceed the funds held; however, no estimate can be made
at this time, it is expected that this project will be funded by a capital ordinance when the
Borough proceeds with the project.

Sale of Water Utility Assets

During 1993, the Borough sold the fixed assets of the Water Utility to New Jersey American
Water Company, Inc. (the “Company”). The Company operates the water system as a private
water company. The Borough liquidated the assets of the Water Ultility and dissolved the Fund
in 1998. The assets of the water utility were divided between the current fund and the sewer
utility operating fund. The Current Fund has a reserve for escrow deposits-sale of water utility
assets of $176,421 on its balance sheet at December 31, 2016.



Note 14:
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BOROUGH OF MENDHAM
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2016
(Continued)

Other Reserves

Reserves on the balance sheet of the Current Fund at December 31, 2016, consisted of the
following:

Litigation $ 460,000
Unappropriated Reserves 70,650
Master Plan 2,541
Sale of Municipal Assets 337,757
Revaluation 11,319
Pending Tax Appeals 485,226
Escrow Deposits - Sale of Water Utility Assets 176,421

$  1,543914

Note 15: Economic Dependency

Note 16:

The Borough receives a substantial amount of its support from federal and state governments. A
significant reduction in the level of support, if this were to occur, may have an effect on the
Borough’s programs and activities.

Open Space Trust Fund

The Borough created an Open Space Trust Fund with a maximum tax levy of $.02 per $100 of
assessed valuation in 1999. The funds collected are used to acquire and maintain open space,
historical preservation and farm land property in the Borough. The balance in the Open Space
Trust Fund at December 31, 2016 was $821,850.
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COMBINING AND INDIVIDUAL FUND AND ACCOUNT
GROUP STATEMENTS AND SCHEDULES

The combining and individual fund and account group statements and
schedules present more detailed information for the individual funds in a
format that segregates information by fund type.
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BOROUGH OF MENDHAM
COUNTY OF MORRIS
2016
CURRENT FUND

The current fund is used to account for resources traditionally associated with government which are not
required legally or by sound financial management to be accounted for in another fund.



MENDHAM BOROUGH

CURRENT FUND

COMPARATIVE BALANCE SHEET

ASSETS

Cash and Cash Equivalents
Change Fund

Due from State of New Jersey:
Veterans and Senior Citizens Deductions

Receivables and Other Assets with Full Reserves:
Delinquent Property Taxes Receivable
Tax Title Liens Receivable
Property Acquired for Taxes - Assessed Valuation
Revenue Accounts Receivable
Interfunds Receivable

Total Receivables and Other Assets with Full Reserves

TOTAL ASSETS

LIABILITIES, RESERVES AND FUND BALANCE

Appropriation Reserves:

Encumbered

Unencumbered

Total Appropriation Reserves

Prepaid Taxes
Local School Taxes Payable
Accounts Payable - Vendors
Other Liabilities
Interfund Payable
Other Reserves

Reserve for Receivables and Other Assets
Fund Balance

TOTAL LIABILITIES, RESERVES AND FUND BALANCE
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A
December 31,

2016 2015
5,337,191 $ 4,916,052
230 230
5,337,421 4,916,282
20,669 21,073
5,358,090 4,937,355
169,452 211,430
15,233 12,358
2,900 2,900
2,824 2,824
72 87
190,481 229,599
5,548,571 $ 5,166,954
47,605 $ 105,782
645,115 580,696
692,720 686,478
230,747 94,697
3,000
134,812 142,438
9,221 9,942
317,372 179,462
1,543,914 1,441,246
2,928,786 2,557,263
190,481 229,599
2,429,304 2,380,092
5,548,571 $ 5,166,954




MENDHAM BOROUGH

CURRENT FUND
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COMPARATIVE STATEMENT OF OPERATIONS AND CHANGE IN FUND BALANCE

Revenue and Other Income Realized

Fund Balance Utilized
Miscellaneous Revenue Anticipated
Receipts from:
Delinquent Taxes
Current Taxes
Nonbudget Revenue
Other Credits to Income:
Unexpended Balance of Appropriation Reserves
Other Credits
Total Income

Expenditures

Budget Appropriations - Municipal Purposes
County Taxes
Local School District Taxes
Regional School Taxes
Municipal Open Space Tax
Other Debits
Total Expenditures

Excess in Revenue

Fund Balance

Balance January 1

Decreased by:
Utilized as Anticipated Revenue

Balance December 31

A-1
Year Ended December 31,

2016 2015
1,517,024 $ 1,423,918
1,032,109 799,084

209,055 159,645
27,025,833 26,359,673
369,104 409,761
418,121 501,124
87 9,919

30,571,333 29,663,124
7,380,838 7,179,428
3,502,567 3,507,990

10,725,880 10,387,695
7,006,146 6,868,251

109,594 109,594
280,072 140,000

29,005,097 28,192,958
1,566,236 1,470,166
2,380,092 2,333,844
3,946,328 3,804,010
1,517,024 1,423,918
2,429,304 $ 2,380,092
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A-2
10f2
MENDHAM BOROUGH
CURRENT FUND
STATEMENT OF REVENUE
YEAR ENDED DECEMBER 31, 2016
Added by
NJSA Excess or
Budget 40A:4-87 Realized Deficit *
Fund Balance Anticipated $ 1,517,024 1,517,024
Miscellaneous Revenue:
Licenses:
Alcoholic Beverages 6,300 6,300
Interest and Costs on Taxes 41,000 58,430 $ 17,430
Interest on Investments and Deposits 10,000 11,888 1,888
Energy Receipts Tax 501,147 501,147
Uniform Construction Code Fees 121,500 376,210 254,710
Public and Private Revenue
Offset with Appropriations:
Clean Communities Program 9,000 3,943 12,943
Body Armor Fund 1,426 1,426
Morris Area Freewheelers Foundation 2,500 2,500
Reserve for Sale of Municipal Assets 15,000 15,000
Fletcher Trust Fund 10,000 10,000
Reserve to Pay Debt Service 10,000 10,000
Other Trust Fund - Open Space Trust 26,265 26,265
Total Miscellaneous Revenue 754,138 3,943 1,032,109 274,028
Receipts from Delinquent Taxes 115,000 209,055 94,055
Amount to be Raised by Taxes for Support
of Municipal Budget 5,814,687 6,405,531 590,844
Budget Totals 8,200,849 3,943 9,163,719 $ 958,927
Nonbudget Revenue 369,104
$ 8,200,849 3,943 9,532,823



MENDHAM BOROUGH

CURRENT FUND
STATEMENT OF REVENUE

YEAR ENDED DECEMBER 31, 2016

Analysis of Realized Revenue

Allocation of Current Tax Collections:
Collection of Current Taxes
Allocated to:
School, County, and Open Space Taxes

Add: Appropriation "Reserve for
Uncollected Taxes"

Realized for Support of Municipal Budget

Analysis of Delinquent Tax Collections

Delinquent Taxes

Analysis of Nonbudget Revenue

Revenue Accounts Receivable:
Fees and Permits
Municipal Court Fines and Costs
Rents on Borough-Owned Properties
Cable Television Franchise Fees
High School Resource Officer Reimbursement
FEMA Reimbursement
State of New Jersey-Vet and Senior Citizen 2% Admin Fee

(Continued)
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A-2
20f2

27,025,833

21,344,187

5,681,646

723,885

6,405,531

209,055

209,055

177,873
37,859
16,940
78,995
20,890
35,822

725

369,104
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Cash Disbursed

Reserve for Uncollected Taxes
Outstanding Encumbrances
Adopted Budget

Adopted by NJSA 40A:4-87

Less: Appropriation Refunds

MENDHAM BOROUGH

CURRENT FUND

STATEMENT OF EXPENDITURES

YEAR ENDED DECEMBER 31, 2016

(Continued)
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A-3
7of7
Analysis of Analysis of
Budget After Paid or
Modification Charged
$ 6,962,204
723,885
47,605
$ 8,200,849
3,943
8,204,792 7,733,694
274,086
$ 8,204,792 $ 7,459,608
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General Administration:
Salaries and Wages
Other Expenses

Mayor and Council:
Salaries and Wages
Other Expenses

Municipal Clerk:
Salaries and Wages

Annual Audit

Computerized Data Processing

Financial Administration:
Salaries and Wages
Other Expenses

Zoning:

Salaries and Wages
Other Expenses

Assessment of Taxes:
Salaries and Wages
Other Expenses

Collection of Taxes:
Salaries and Wages
Other Expenses

Legal Services and Costs

Engineering Services and Costs:

Other Expenses

Historic Preservation:
Other Expenses

Public Buildings and Grounds:
Other Expenses
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Municipal Land Use Law (N.J.S.A. 40:55D-1):

Planning Board:
Other Expenses
Board of Adjustment:
Other Expenses
Insurance:
Workmen's Compensation
Employee Group Health
General Liability Insurance

Aid to Volunteer Ambulance Company

Fire - Other Expenses
Fire:

Salaries and Wages

Other Expenses
Police:

Salaries and Wages

Other Expenses
Municipal Court:

Other Expenses

Office of Emergency Management:

Other Expenses
Municipal Prosecutor
Public Defender

Other Expenses

A-5
10f2
MENDHAM BOROUGH
CURRENT FUND
SCHEDULE OF 2015 APPROPRIATION RESERVES
YEAR ENDED DECEMBER 31, 2016
Balance
Balance After Modi- Paid or Balance
Dec. 31, 2015 fication Charged Lapsed
$ 37,016 $ 37,016 37,016
8,858 8,858 $ 7,215 1,643
1,891 1,891 1,891
2,064 2,064 2,064
3,334 3,334 3,334
37,000 37,000 36,092 908
7,769 7,769 1,308 6,461
575 575 575
18,056 18,056 650 17,406
5,855 5,855 5,855
1,534 1,634 1,634
44 44 44
314 3,314 1,054 2,260
5,942 5,942 860 5,082
3,571 1,571 415 1,156
9,831 16,831 13,730 3,101
13,897 13,897 13,816 81
4,895 1,895 33 1,862
27,573 25,573 16,687 8,886
6,832 3,832 3,423 409
2,639 2,639 689 1,950
662 662 662
8,369 8,369 318 8,051
2,693 2,693 2,522 171
8,757 8,757 2,084 6,673
9,937 9,937 9,917 20
4,062 4,062 1,205 2,857
13,704 13,704 10,988 2,716
12,926 12,926 4,274 8,652
44,341 44,341 42,590 1,751
50,905 50,905 50,905
8,229 8,229 8,229
14,000 14,000 14,000
2,000 2,000 2,000



Roads Repairs and Maintenance:
Salaries and Wages
Other Expenses
Board of Health:
Salaries and Wages
Other Expenses
Kelley Act - Mendham Commons
Animal Control:
Other Expenses
Landfill/Solid Waste Disposal:
Other Expenses
Other Expenses - Monitor Well Testing
Environmental Commission:
Other Expenses
Parks and Playgrounds:
Other Expenses
Contributions to Social Services Agency:
MASH Van
Recreation:
Salaries and Wages
Other Expenses
Shade Tree:
Other Expenses
State Uniform Construction Code:
Salaries and Wages
Other Expenses
Utilities
Contingent
Contribution to:
Public Employees Retirement System
Social Security System (O.A.S.l.)
Police and Firemen's Retirement
System of NJ
Defined Contribution Retirement Plan
Length of Service Award Program
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Public and Private Programs Offset by Revenue:

Clean Communities Grant
Body Armor Fund

Analysis of Beginning Balance/Paid or Charged:

Unencumbered
Encumbered
Cash Disbursed
Refunds

A-5
20f 2
BOROUGH OF MENDHAM
CURRENT FUND
SCHEDULE OF 2015 APPROPRIATION RESERVES
YEAR ENDED DECEMBER 31, 2016
(Continued)
Balance
Balance After Modi- Paid or Balance
Dec. 31, 2015 fication Charged Lapsed

$ 89,205 $ 89,205 $ 2,009 $ 87,196
26,499 25,499 14,915 10,584
128 128 128
244 244 33 211
4,282 4,282 2,405 1,877
573 573 525 48
31,854 31,854 4,916 26,938
207 207 199 8
1,745 1,745 33 1,712
7,593 5,793 687 5,106
3,763 3,763 1,430 2,333
1,700 1,700 1,700
2,900 2,900 461 2,439

3,456 3,456 3,456
13,226 13,226 450 12,776
3,669 3,669 2,282 1,387
42,438 48,238 15,371 32,867
933 933 789 144
2,714 2,714 2,714
10,423 7,423 226 7,197
189 189 189
1 1 1
50,000 50,000 41,250 8,750
8,327 8,327 6,716 1,611

334 334 334
$ 686,478 $ 686,478 $ 268,357 $ 418,121

$ 580,696
105,782

$ 269,786

(1,429)

$ 686,478 $ 268,357
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BOROUGH OF MENDHAM
COUNTY OF MORRIS
2016
GENERAL CAPITAL FUND

The general capital fund is used to account for the acquisition of capital
facilities, other than those acquired in the current, utility operating, or utility
capital funds
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B
BOROUGH OF MENDHAM
GENERAL CAPITAL FUND
COMPARATIVE BALANCE SHEET
December 31,
2016 2015
ASSETS

Cash and Cash Equivalents $ 539,767 $ 584,317
State Grants Receivable 92,500
Deferred Charges to Future Taxation:

Funded 2,125,492 2,516,151

Unfunded 1,250,271 1,521,147
TOTAL ASSETS $ 4,008,030 $ 4,621,615

LIABLILITIES, RESERVES AND FUND BALANCE

Serial Bonds Payable $ 2,013,000 $ 2,380,000
Bond Anticipation Notes Payable 1,114,670 1,385,546
Green Acres Loan Payable 112,492 136,151
Improvement Authorizations:

Funded 491,870 346,730

Unfunded 108,262 120,943
Due to Current Fund 72 87
Reserve For:

Purchase of Fire Truck 70,000 70,000

Payment of Debt Service 29,900 39,900

Improvements 90 90
Capital Improvement Fund 48,001 125,001
Fund Balance 19,673 17,167

TOTAL LIABILITIES, RESERVES AND FUND BALANCE $ 4,008,030 $ 4,621,615
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B-4
BOROUGH OF MENDHAM
GENERAL CAPITAL FUND
SCHEDULE OF GREEN ACRES LOAN PAYABLE
Balance December 31, 2015 $ 136,151
Less: Principal matured 23,659
Balance December 31, 2016 $ 112,492

Schedule of Principal and Interest Payments Outstanding Green Acres Trust Loan:

Due Principal Interest Loan Balance
$ 112,492
2/18/2017  $ 12,008 $ 1,124 100,484
8/18/2017 12,128 1,004 88,356
2/18/2018 12,249 883 76,107
8/18/2018 12,371 761 63,736
2/18/2019 12,495 637 51,241
8/18/2019 12,620 512 38,621
2/18/2020 12,746 386 25,875
8/18/2020 12,874 258 13,001
2/18/2021 13,001 131

$ 112,492 § 5,700
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B-7
BOROUGH OF MENDHAM
GENERAL CAPITAL FUND
SCHEDULE OF BONDS AND NOTES AUTHORIZED BUT NOT ISSUED

Ord. Balance Balance
No. Improvement Description Dec. 31, 2015 Dec. 31, 2016
4-02/

9-02 Various Improvements $ 49,170 $ 49,170
17-04 Various Improvements 16,431 16,431
13-12 Various Improvements 70,000 70,000

$ 135,601 $ 135,601




BOROUGH OF MENDHAM
COUNTY OF MORRIS
2016
TRUST FUNDS

Receipt, custodianship and disbursement of funds in accordance
with the purpose for which each reserve was created.
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C-1
BOROUGH OF MENDHAM
TRUST FUNDS
SCHEDULE OF RESERVE FOR ANIMAL CONTROL FUND EXPENDITURES
Balance December 31, 2015 $ 9,106
Increased by:
License Fees Collected 5,705
14,811
Decreased by:
Expenditures Under R.S.4:19-15.11 10,800
Balance December 31, 2016 $ 4,011

License Fees Collected

rear ___Amount
2014 $ 5,823
2015 5,742

Maximum Allowable Reserve $ 11,565
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C-2
BOROUGH OF MENDHAM
TRUST FUNDS
SCHEDULE OF OTHER TRUST RESERVES
Balance Balance
Dec. 31, 2015 Receipts Disbursements Dec. 31, 2016
Reserve for:
Special Deposits $ 54531 $ 229,336 $ 27,003 §$ 256,864
Special Engineering Deposits 20,533 45,118 10,293 55,358
Andrew Fletcher Trust Fund 182,243 10,000 172,243
State Unemployment Trust Fund 20,705 12,274 5,795 27,184
Phoenix House Trust 3,288 3,288
Parking Offenses Adjudication Act 2,423 12 2,435
Police Forfeiture Assets 9,809 15 6 9,818
Police Special Duty 60,031 82,763 93,777 49,017
Recreation Fund 99,747 65,517 116,056 49,208
Recycling Tonnage Fund 149,003 7,506 156,509
Landfill Closure Escrow 1,177 120 1,057
Open Space 754,577 110,693 43,420 821,850
Housing Trust 156,326 24,034 14,471 165,889
Other Trust Funds 110,385 90,375 106,898 93,862
Storm Recovery 119,000 40,000 159,000
Compensated Absences 140,000 20,000 160,000
Self Insurance 80,000 80,000
Total $ 1,883,778 $ 807,643 $ 427,839 $ 2,263,582
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C-3
BOROUGH OF MENDHAM
TRUST FUNDS
SCHEDULE OF RESERVE FOR PUBLIC ASSISTANCE
Balance December 31, 2015 $ 10,932
Increased by Receipts:

Interest 16
10,948

Decreased by Disbursements:
Due to Current Fund 16

Balance December 31, 2016 $ 10,932
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C-4
BOROUGH OF MENDHAM
PAYROLL FUND
STATEMENT OF CHANGES IN ASSETS AND LIABILITIES
Balance Balance
Dec. 31, 2015 Additions Deletions Dec. 31, 2016
ASSETS:

Cash and Cash Equivalents $ 157,919 5,061,274 $ 4985862 $ 233,331
TOTAL ASSETS $ 157,919 5,061,274 $ 4985862 $ 233,331
LIABILITIES:

Payroll Deductions and Withholdings $ 157,919 5,061,274 $ 4,985,862 $ 233,331
TOTAL LIABILITIES $ 157,919 5,061,274 $ 4985862 $ 233,331




BOROUGH OF MENDHAM
COUNTY OF MORRIS
2016
UTILITY OPERATING FUNDS

Accounts for the operation of the municipally owned Sewer Utility.
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D
BOROUGH OF MENDHAM
UTILITY OPERATING FUNDS
COMPARATIVE BALANCE SHEET
Sewer Utility Operating Fund
December 31,
2016 2015
ASSETS
Cash and Cash Equivalents $ 775,897 $ 920,484
Change Fund 100 100
775,997 920,584
Due from Sewer Utility Capital Fund 5,500 5,082
Receivables with Full Reserves:
Consumer Accounts Receivable 135,774 118,783
TOTAL ASSETS 3 917271  § 1,044,449
LIABILITIES, RESERVES AND FUND BALANCE
Liabilities:
Appropriation Reserves:
Unencumbered $ 244526 $ 204,594
Encumbered 19,821 18,558
Total Appropriation Reserves 264,347 223,152
Accounts Payable - Vendors 27,297 27,297
Accrued Interest on Bonds and Notes 20,737 18,769
Sewer Rent Overpayments 1,268
313,649 269,218
Reserve for Receivables 135,774 118,783
Fund Balance 467,848 656,448
TOTAL LIABILITIES, RESERVES AND FUND BALANCE $ 917,271  $ 1,044,449




BOROUGH OF MENDHAM
UTILITY OPERATING FUNDS

COMPARATIVE STATEMENT OF OPERATIONS AND CHANGES IN FUND BALANCE

76

Sewer Utility Operating Fund
Year Ended December 31,

2016 2015
Revenue and Other Income Realized
Fund Balance Utilized $ 399,607 $ 426,607
Sewer Fees and Charges 1,561,543 1,596,432
Miscellaneous Revenue 22,822 19,900
Other Credits to Income:
Unexpended Balance of Appropriation
Reserves 142,441 250,287
Total Income 2,126,413 2,293,226
Expenditures
Budget Expenditures:
Operating 1,295,200 1,256,641
Capital Improvements 25,000 75,000
Debt Service 539,757 523,312
Statutory Expenditures 55,449 53,516
Total Expenditures 1,915,406 1,908,469
Excess in Revenue 211,007 384,757
Balance January 1 656,448 698,298
867,455 1,083,055
Decreased by:
Utilized as Anticipated Revenue 399,607 426,607
Balance December 31 $ 467,848 $ 656,448
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D-2
BOROUGH OF MENDHAM
UTILITY OPERATING FUNDS
STATEMENT OF REVENUES
YEAR ENDED DECEMBER 31, 2016
Sewer Utility
Operating Fund
Anticipated Realized

Fund Balance Anticipated $ 399,607 $ 399,607
Sewer Fees and Charges 1,516,215 1,561,543
Miscellaneous Revenue 18,000 22,822

$ 1,933,822 §$ 1,983,972

Analysis of Miscellaneous Revenue:

Interest on Investments $ 3,044
Sewer Inspection Fees 3,750
Delinquent Payment Penalties 8,067
Miscellaneous 7,961

$ 22,822

Analysis of Sewer Fees and Charges:
Cash Collected and Overpayments Applied $ 1,561,543

$ 1,561,543
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D-3
BOROUGH OF MENDHAM
UTILITY OPERATING FUNDS
STATEMENT OF EXPENDITURES
YEAR ENDED DECEMBER 31, 2016
Sewer Utility Operating Fund
Appropriations Expended by
Budget Unex-
After pended
Modi- Paid or Balance
Budget fication Charged Reserved Cancelled
Operating:
Salaries and Wages $ 486,458 $ 486,458 $ 449686 $ 36,772
Other Expenses 808,742 808,742 603,651 205,091
Total Operating 1,295,200 1,295,200 1,053,337 241,863
Capital Improvements:
Capital Improvement Fund 25,000 25,000 25,000
Debt Service:
Payment of Bond Principal 258,000 258,000 258,000
Payment of Bond
Anticipation Notes 224,750 224,750 224,750
Interest on Bonds 45,303 45,303 45,303
Interest on Notes 30,120 30,120 11,704 $ 18,416
Total Debt Service 558,173 558,173 539,757 18,416
Statutory Expenditures:
Social Security System (O.A.S.1.) 37,215 37,215 34,552 2,663
Public Employees' Retirement
System 17,234 17,234 17,234
Unemployment Compensation
Insurance (N.J.S.A. 43:21-3
et. seq.) 1,000 1,000 1,000
Total Statutory Expenditures 55,449 55,449 52,786 2,663

$ 1,933,822 §$ 1,933,822 $ 1,670,880 $ 244526 $ 18,416

Analysis of Paid or Charged:

Cash Disbursed $ 1,594,052
Accrued Interest on Debt 57,007
Outstanding Encumbrances 19,821

3 1670880
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D-4
BOROUGH OF MENDHAM
UTILITY OPERATING FUND
SCHEDULE OF CONSUMER ACCOUNTS RECEIVABLE
Balance December 31, 2015 $ 118,783
Increased by:
Sewer Charges Levied 1,578,534
1,697,317
Decreased by:
Collections and Overpayments Applied 1,561,543

Balance December 31, 2016 $ 135,774
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D-5
BOROUGH OF MENDHAM
UTILITY OPERATING FUND
SCHEDULE OF 2015 APPROPRIATION RESERVES
YEAR ENDED DECEMBER 31, 2016
Balance
Balance After Paid or Balance
Dec. 31, 2015 Modification Charged Lapsed
Operating:
Salaries and Wages $ 33,802 $ 33,802 $ 1,980 $ 31,822
Other Expenses 186,862 186,862 78,731 108,131
Social Security 2,099 2,099 2,099
Public Employees' Retirement System 389 389
$ 223,152 $ 223,152 $ 80,711 $ 142,441

Analysis of Balance:
Unencumbered
Encumbered

Analysis of Paid or Charged:

Cash Disbursed

$ 204,594
18,558
$ 223,152

$ 80,711

$ 80,711




BOROUGH OF MENDHAM
UTILITY OPERATING FUND
SCHEDULE OF ACCRUED INTEREST ON BONDS AND NOTES

Balance December 31, 2015

Increased by:
Charged to Current Year Budget and Improvement Authorizations

Decreased by:
Interest Paid

Balance December 31, 2016

81

D-6

18,769

62,349

81,118

60,381

20,737



BOROUGH OF MENDHAM
COUNTY OF MORRIS
2016
UTILITY CAPITAL FUNDS

Accounts for the acquisition of capital facilities of the
municipally owned sewer utility

82
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BOROUGH OF MENDHAM
UTILITY CAPITAL FUNDS
COMPARATIVE BALANCE SHEET
Sewer Utility Capital Fund
December 31,
2016 2015
ASSETS

Cash and Cash Equivalents $ 1,208,968 $ 1,217,218
Fixed Capital 12,900,635 12,900,635
Fixed Capital Authorized and Uncompleted 2,115,000 1,995,000
TOTAL ASSETS $ 16,224,603 $ 16,112,853

LIABILITIES, RESERVES

AND FUND BALANCE
Serial Bonds Payable $ 1,342,000 $ 1,600,000
Bond Anticipation Notes Payable 639,250 864,000
Due to Sewer Utility Operating Fund 5,500 5,082
Improvement Authorizations:

Funded 292,046 201,812

Unfunded 525,863 531,205
Reserve for:

Amortization 11,558,635 11,300,635

Deferred Amortization 1,475,750 1,131,000

Payment of Debt Service 1,336 1,336
Capital Improvement Fund 198,417 293,417
Fund Balance 185,806 184,366

TOTAL LIABILITIES, RESERVES
AND FUND BALANCE $ 16,224,603 $ 16,112,853
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E-5
BOROUGH OF MENDHAM
UTILITY CAPITAL FUND
SCHEDULE OF DEFERRED RESERVE FOR AMORTIZATION
Fixed Notes Paid
Ord. Date of Balance Capital From Operating Balance
No. Improvement Description Ordinance Dec. 31,2015 Authorized Budget Dec. 31, 2016
07-08 Tempe Wick Pump Station 06/02/08 $ 135,000 $ 30,000 $ 165,000
09-09 Improvement of Sanitary
Sewer System 06/15/09 821,000 194,750 1,015,750
09-13  Acquisition of New and
Additional Sewer Equipment  06/03/13 105,000 105,000
05-14  Acquisition of New and
Additional Sewer Equipment  05/19/14 70,000 70,000
11-16  Acquisition of New and
Additional Sewer Equipment  06/20/16 $ 120,000 120,000
$ 1,131,000 $ 120,000 $ 224750 $ 1,475,750




BOROUGH OF MENDHAM
UTILITY CAPITAL FUND
SCHEDULE OF BONDS AND NOTES AUTHORIZED BUT NOT ISSUED
YEAR ENDED DECEMBER 31, 2016

Not Applicable

E-6
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BOROUGH OF MENDHAM
COUNTY OF MORRIS
2016
GENERAL FIXED ASSETS ACCOUNT GROUP

(Unaudited)
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BOROUGH OF MENDHAM
GENERAL FIXED ASSETS ACCOUNT GROUP
SCHEDULE OF GENERAL FIXED ASSETS

(Unaudited)
December 31,
GENERAL FIXED ASSETS: 2016 2015
Assets:
Land $ 1,767,500 § 1,767,500
Buildings and Building
Improvements 3,535,152 3,535,152
Machinery and Equipment 2,793,347 2,793,347
Total Assets $ 8,095999 $ 8,095,999
RESERVES:

Reserve for General Fixed Assets $ 8,095999 $ 8,095,999
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F-1
BOROUGH OF MENDHAM
GENERAL FIXED ASSETS ACCOUNT GROUP
SCHEDULE OF CHANGES IN GENERAL FIXED ASSETS
(Unaudited)
Balance Balance
Dec. 31, 2015 Dec. 31, 2016

Current Fund $ 6,417,568 $ 6,417,568
General Capital Fund 1,513,312 1,513,312
Sewer Utility Operating Fund 10,664 10,664
Sewer Utility Capital Fund 154,455 154,455
Total $ 8,095,999 § 8,095,999




STATISTICAL SECTION
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Table 4
BOROUGH OF MENDHAM
PROPERTY TAX RATES
DIRECT AND OVERLAPPING GOVERNMENTS
LAST TEN YEARS
UNAUDITED
West Morris Mendham Municipal
Regional School Mendham Morris Open

Year High School District Borough County Space Total
2007 $ 0.340 $ 0538 $ 0278 $ 0218 $ 0.006 $ 1.380
2008 0.361 0.566 0.305 0.222 0.006 1.460
2009 0.386 0.587 0.321 0.225 0.006 1.525
2010 ~ 0.485 0.732 0.408 0.266 0.008 1.899
2011 0.472 0.746 0.423 0.259 0.008 1.908
2012 0.467 0.758 0.422 0.263 0.009 1.919
2013 0.485 0.767 0.430 0.267 0.008 1.957
2014 0.517 0.782 0.437 0.272 0.008 2.016
2015 0.535 0.809 0.444 0.273 0.009 2.070
2016 0.546 0.836 0.453 0.274 0.008 2117

* - Revaluation year

Source: Tax Collector.
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Table 5
BOROUGH OF MENDHAM
ASSESSED AND ESTIMATED ACTUAL VALUE OF PROPERTY
LAST TEN YEARS
UNAUDITED

Percent of Net

Net Assessed Estimated Assessed to

Valuation Full Cash Estimated Full
Year Taxable Valuations Cash Valuations
2007 $ 1,600,887,548 1,465,301,236 109.25%
2008 1,589,321,867 1,517,455,547 104.74%
2009 1,582,998,674 1,572,214,282 100.69%
2010 * 1,296,664,611 1,511,328,993 85.80%
2011 1,291,640,675 1,410,302,723 91.59%
2012 1,289,110,375 1,377,289,533 93.60%
2013 1,282,175,833 1,354,282,340 94.68%
2014 1,284,514,035 1,361,837,683 94.32%
2015 1,283,810,435 1,403,066,919 91.50%
2016 1,283,106,098 1,370,993,717 93.59%

* - Revaluation year

Source: Abstract of Ratables, County Board of Taxation
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Table 6
BOROUGH OF MENDHAM
TEN LARGEST TAXPAYERS
FOR THE YEAR ENDED DECEMBER 31, 2016
UNAUDITED
Percentage
2016 of Net
Assessed Assessed
Taxpayer Type of Business Valuation Valuation

V-Fee Realty Shopping Center $ 22,000,000 1.71%
Roxiticus Golf Club Golf and Tennis Club 9,955,300 0.78%
Holly Manor Nursing Home 8,558,600 0.67%
Individual Taxpayer #1 Individual 6,430,800 0.50%
Individual Taxpayer #2 Individual 5,652,500 0.44%
Individual Taxpayer #3 Individual 5,379,200 0.42%
Individual Taxpayer #4 Individual 5,199,900 0.41%
Individual Taxpayer #5 Individual 4,398,200 0.34%
Individual Taxpayer #6 Individual 4,046,100 0.32%
MTWOL Associates LLC Individual 4,000,000 0.31%
Total $ 75,620,600 5.89%

Source: Tax Collector.



BOROUGH OF MENDHAM
COMPUTATION OF LEGAL DEBT MARGIN
DECEMBER 31, 2016
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Table 7

UNAUDITED
Year Ended Equalized
December 31, Valuation Basis
2016 $ 1,373,594,939
2015 1,367,341,547
2014 1,399,439,498

$ 4140,375,984

Average equalized valuation of taxable property

Borough borrowing margin (3.5% of $1,380,125,328 ) $ 48,304,386
Net debt as of December 31, 2016 3,345,863
Borough borrowing margin available $ 44,958,523

Source: Equalized valuation bases were provided by the Annual report of the
State of New Jersey, Department of Treasury, Division of Taxation
for 2016, 2015, and 2014.

$ 1,380,125,328



(*)

TO ASSESSED VALUE AND NET GENERAL OBLIGATION DEBT PER CAPITA

RATIO OF NET GENERAL OBLIGATION DEBT

BOROUGH OF MENDHAM
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Table 8

LAST TEN YEARS
UNAUDITED
Net Ratio of Net
General Debt to General

Assessed Obligation Assessed Obligation Debt
Year Population (*) Value Debt Value Per Capita
2007 5,031 1,600,887,548 $ 6,086,449 0.38% $ 1,210
2008 5,054 1,589,321,867 5,088,236 0.32% 1,007
2009 5,058 1,582,998,674 4,970,653 0.31% 983
2010 4,986 1,296,664,611 4,901,297 0.38% 983
2011 5,008 1,291,640,675 4,547,857 0.35% 908
2012 5,026 1,289,110,375 5,588,656 0.43% 1,112
2013 5,020 1,282,175,833 5,164,345 0.40% 1,029
2014 4,999 1,284,514,035 4,619,586 0.36% 924
2015 * 5,001 1,283,810,435 3,997,398 0.31% 799
2016 5,001 1,283,106,098 3,345,863 0.26% 669

Source: Borough of Mendham Records

Information provided by U.S. Bureau of the Census, Population Division, 2016 numbers not available, used

2015 as an estimate.



BOROUGH OF MENDHAM

RATIO OF DEBT SERVICE FOR BONDED DEBT
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Table 9

(INCLUDING BOND ANTICIPATION NOTES) TO GOVERNMENTAL EXPENDITURES

LAST TEN YEARS

UNAUDITED
Ratio of
Total Debt Service
Total General to General
Debt Governmental Governmental
Year Principal Interest Service Expenditures Expentitures
2007 447,265 $ 351,135 798,400 $ 25,681,114 3.11%
2008 451,265 201,453 652,718 26,932,772 2.42%
2009 488,583 322,538 811,121 27,809,391 2.92%
2010 538,265 326,323 864,588 28,587,120 3.02%
2011 644,287 279,997 924,284 28,539,949 3.24%
2012 858,037 259,941 1,117,978 28,752,900 3.89%
2013 883,038 240,991 1,124,029 29,291,461 3.84%
2014 945,997 234,748 1,180,745 30,241,637 3.90%
2015 1,096,091 179,692 1,275,783 30,811,112 4.14%
2016 1,146,891 149,141 1,296,032 31,644,388 4.10%

Source: Borough of Mendham Records
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Table 10
BOROUGH OF MENDHAM
DEMOGRAPHIC STATISTICS
LAST TEN YEARS
UNAUDITED
Per
Unemployment Capita

Year Rate(**),(**™) Income *,(***) Population(*),(***)
2007 1.40 % $ 71,191 5,031
2008 1.80 % 74,025 4,981
2009 3.20 % 67,614 4,981
2010 3.20 % 69,811 4,984
2011 7.00 % 69,811 5,011
2012 7.10 % 71,933 5,025
2013 6.30 % 75,054 5,020
2014 4.70 % 82,810 4,999
2015 N/A 82,810 5,001
2016 N/A 82,810 5,001

Source: Borough of Mendham Records

* Indicates County information from the U.S. Department of Commerce
(*) Information provided by U.S. Bureau of Census, Population Division
(**) Information provided by N.J. Department of Labor

(***) Information not available for 2016, used 2015 or 2014 as an estimate
N/A Information unavailable
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Table 11
BOROUGH OF MENDHAM
MISCELLANEOUS STATISTICS
DECEMBER 31, 2016
UNAUDITED
Date of Incorporation May 15, 1906
Form of Government Borough
Number of Employees Full Time 31
Part Time 27
Area in square miles 6
Borough of Mendham Facilities and Services :
Miles of streets 33.66
Number of street lights 205
Culture and Recreation:
Community Centers 2
Parks 9
Park acreage 245
Tennis courts 4
Fire protection:
Number of Stations 1
Number of Fire personnel and officers 48
Number of calls answered 284
Number of inspections conducted 315
Emergency medical services:
Number of Stations 1
Number of Emergency medical personnel and officers 34
Number of calls answered 406
Police protection:
Number of stations 1
Number of police personnel and officers 13
Number of patrol units 8
Number of law violations
Physical Arrests 39
Traffic violations 571
Parking violations 36
Sewerage System:
Miles of sanitary sewers 32
Number of Lift Stations 4
Number of treatment plants 1
Number of service connections 1,673
Daily average treatment in gallons 325,000
Permitted daily capacity of treatment plant in gallons 450,000
Water System Privately Owned
Facilities and services not included in the primary government:
Cable Television System:
Miles of service 20
Number of satellite receiving stations 25
Education:
Number of elementary schools 2
Employees:
Certified 68
Other 24

Source - Various Borough offices and servicing entities
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BOROUGH OF MENDHAM
NOTES TO SCHEDULES OF EXPENDITURES OF FEDERAL AND STATE AWARDS
YEAR ENDED DECEMBER 31, 2016

BASIS OF PRESENTATION

The accompanying schedules of expenditures of federal and state awards (the "Schedules") include
the federal and state grant activity of the Borough of Mendham under programs of the federal and
state governments for the year ended December 31, 2016. The information in these schedules is
presented in accordance with the requirements of the Title 2 U.S. Code of Federal Regulations Part
200, Uniform Administrative Requirements, Cost Principles, and Audit Requirements for Federal
Awards (“Uniform Guidance”) and New Jersey's OMB Circular 15-08, Single Audit Policy for
Recipients of Federal Grants, Slate Grants and State Aid. Because the schedules present only a
selected portion of the operations of the Borough, they are not intended to and do not present the
financial position, changes in fund balance or cash flows of the Borough

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Expenditures reported on the accompanying Schedules of Expenditures of Federal and State Awards
are presented using the modified accrual basis of accounting. Such expenditures are recognized
following the cost principles contained in the Uniform Guidance, wherein certain types of
expenditures are not allowed or are limited as to reimbursement. Negative amounts, if any, shown on
the Schedules represent adjustments or credits made in the normal course of business to amounts
reported as expenditures in prior years. Pass-through identifying numbers are presented where
available. . The Borough has elected to use the 10 percent de minimis indirect cost rate as allowed
under the Uniform Guidance.

RELATIONSHIP TO FEDERAL AND STATE FINANCIAL REPORTS

Amounts reported in the accompanying schedules agree with the amounts reported in the related
federal and state financial reports.

STATE LOAN OUTSTANDING

The Borough has the following loan outstanding as of December 31, 2016:
Green Acres Program $112,492

The Borough is in the process of repaying this loan. There were no loan receipts or expenditures in
the current year. The project related to the loan is complete.
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Report on Internal Control Over
Financial Reporting and on Compliance and Other Matters Based on an Audit of Financial Statements
Performed in Accordance with Government Auditing Standards

Independent Auditors' Report

The Honorable Mayor and Members
of the Borough Council

Borough of Mendham

Mendham, New Jersey

We have audited, in accordance with auditing standards generally accepted in the United States of America,
audit requirements prescribed by the Division of Local Government Services, Department of Community
Affairs, State of New Jersey (the “Division”), and the standards applicable to financial audits contained in
Government Auditing Standards issued by the Comptroller General of the United States, the financial
statements - regulatory basis - of the various funds of the Borough of Mendham, in the County of Morris
(the "Borough") as of, and for the year ended, December 31, 2016 and the related notes to the financial
statements and have issued our report thereon dated June 9, 2017. These financial statements have been
prepared in accordance with accounting practices prescribed or permitted by the Division to demonstrate
compliance with the Division’s regulatory basis of accounting, and the budget laws of New Jersey, which is a
basis of accounting other than accounting principles generally accepted in the United Statements of America.
That qualified report also indicated that we did not audit the general fixed assets account group.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the Borough’s internal
control over financial reporting (internal control) to determine the audit procedures that are appropriate in the
circumstances for the purpose of expressing our opinions on the financial statements, but not for the purpose
of expressing an opinion on the effectiveness of the Borough’s internal control. Accordingly, we do not
express an opinion on the effectiveness of the Borough’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 Borough’s
financial statements will not be prevented, or detected and corrected on a timely basis. A significant
deficiency is a deficiency, or a combination of deficiencies, in internal control that is less severe than a
material weakness, yet important enough to merit attention by those charged with governance.

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

www.nisivoccia.com
Independent Member of BKR International
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The Honorable Mayor and Members
of the Borough Council

Borough of Mendham

Page 2

control that we consider to be material weaknesses. However, material weaknesses may exist that have not
been identified. We did identify certain deficiencies in internal control, described in the accompanying
Schedule of Findings and Responses as Findings 2016-01, and 2016-02 that we consider to be significant
deficiencies.

Compliance and Other Matters

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

The Borough’s Response to the Findings

The Borough’s response to the findings identified in our audit is described in the accompanying Schedule of
Findings and Responses. The Borough’s response was not subjected to the auditing procedures applied in
the audit of the financial statements and, accordingly, we express no opinion on it.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance and
the results of that testing, and not to provide an opinion on the effectiveness of the Borough’s internal control
or on compliance. This report is an integral part of an audit performed in accordance with Government
Auditing Standards in considering the Borough’s internal control and compliance. Accordingly, this
communication is not suitable for any other purpose.

Mount Arlington, New Jersey NISIVOCCIA LLP
June 9, 2017

Frances C)&m %A/W@cm/ LLP
Francis Jones? “

Certified Public Accountant
Registered Municipal Accountant No. 442
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BOROUGH OF MENDHAM
SCHEDULE OF FINDINGS AND RESPONSES
YEAR ENDED DECEMBER 31, 2016

Summary of Auditors' Results:

The Independent Auditors’ Report expresses a qualified opinion on the Borough's financial statements,
prepared in accordance with accounting practices prescribed or permitted by the Division of Local
Government Services, Department of Community Affairs, State of New Jersey to demonstrate
compliance with the Division's regulatory basis of accounting and the budget laws of New Jersey, as
the general fixed assets account group was not audited.

Significant deficiencies disclosed during the audit of the financial statements are reported in the
Independent Auditors’ 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. No material weaknesses are reported.

No instances of noncompliance material to the financial statements of the Borough which would be
required to be reported in accordance with Government Auditing Standards, were disclosed during the
audit.

The Borough was not subject to the single audit provisions of the Uniform Guidance and New Jersey
OMB’s Circular 15-08 for the year ended December 31, 2016 as both state and federal grant
expenditures were less than the single audit thresholds of $750,000.

Findings Relating to the Financial Statements which are required to be Reported in Accordance with

Generally Accepted Government Auditing Standards:

The audit disclosed the following significant deficiencies required to be reported under Generally
Accepted Government Auditing Standards:

Finding 2016-1

The Borough does not maintain an adequate segregation of duties with respect to the recording and
treasury functions. Segregation of duties refers to separating those functions that place too much
control over a transaction or class of transactions that would enable a person to perpetuate errors and
prevent detection within a reasonable period of time. The various departments/offices of the Borough
are responsible for the issuance of permits and licenses; collection of taxes, and permit and license
fees; recording of collections; and processing of payroll. This is due, in part, to the limited number of
personnel of the Borough and the decentralized nature of governmental collection procedures.
Accordingly, the duties of personnel involved with both the recording and treasury functions should be
reviewed to determine whether duties can be reassigned to existing personnel in order to improve the
segregation of duties.

Finding 2016-2

The Borough does not maintain a fixed assets accounting and reporting system. A fixed asset
accounting and reporting system is required to be in compliance with the Division’s accounting
requirements. A fixed assets accounting and reporting system would be used to identify assets held by
the Borough, their cost, acquisition date, location, and other pertinent information. In addition to
maintaining records of acquisitions, disposals and movement of fixed assets, the system could possibly
be used to aid in the planning for replacement of assets.

Management’s Response

The findings were evaluated, however due to budgetary constraints no resolution can be made at this
time. We will continue to monitor these two areas and look for ways to make improvements using the
funds available to the Borough.




BOROUGH OF MENDHAM
SCHEDULE OF FINDINGS AND RESPONSES

YEAR ENDED DECEMBER 31, 2016
(Continued)

Findings and Questioned Costs for Federal Awards:

- Not applicable since expenditures were below the single audit threshold.

Findings and Questioned Costs for State Awards:

- Not applicable since expenditures were below the single audit threshold.
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BOROUGH OF MENDHAM
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
FOR THE YEAR ENDED DECEMBER 31, 2016

The Borough had two findings in the prior year and those findings are repeated for the current year as listed
on the Schedule of Findings and Responses.
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BOROUGH OF MENDHAM
COMMENTS AND RECOMMENDATIONS

Contracts and Agreements Required to be Advertised for N.J.S. 40A:11-4

N.J.S. 40A:11-3 states:

a. " When the cost or price of any contract awarded by the contracting agent in the aggregate does not
exceed in a contract year the total sum of $17,500, the contract may be awarded by a purchasing agent when
so authorized by ordinance or resolution, as appropriate to the contracting unit, of the governing body of the
contracting unit without public advertising for bids, except that the governing body of any contracting unit
may adopt an ordinance or resolution to set a lower threshold for the receipt of public bids or the solicitation
of competitive quotations. If the purchasing agent is qualified pursuant to subsection b. of section 9 of P.L.
1071, ¢.198 (C.40A:11-9), the governing body of the contracting unit may establish that the bid threshold
may be up to $25,000. Such authorization may be granted for each contract or by a general delegation of the
power to negotiate and award such contracts pursuant to this section.

b. Any contract made pursuant to this section may be awarded for a period of 24 consecutive months, except
that contracts for professional services pursuant to subparagraph (i) of paragraph (a) of subsection (1) of
section 5 of P.L. 1971, ¢.198 (C.40A: 11-5) may be awarded for a period not exceeding 12 consecutive
months. The Division of Local Government Services shall adopt and promulgate rules and regulations
concerning the methods of accounting for all contracts that do not coincide with the contracting unit’s fiscal
year.

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

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

Effective January 1, 2011, the bid threshold in accordance with N.J.S. 40A:11-4 is $17,500.

The governing body of the Borough of Mendham has the responsibility of determining whether the
expenditures in any category will exceed the bid threshold within the fiscal year and where question arises as
to whether any contract or agreement might result in violation of the statute, the Borough Attorney's opinion
should be sought before a commitment is made.
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BOROUGH OF MENDHAM
COMMENTS AND RECOMMENDATIONS
(Continued)

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

The minutes indicated that bids were requested by public advertising per N.J.S. 40A:11-4. The minutes also
indicated that resolutions were adopted authorizing the awarding of contracts or agreements for "Professional
Services," per N.J.S. 40A:11-5.

Inasmuch as the system of records did not provide for an accumulation of payments for categories for the
performance of any work or the furnishing or hiring of any materials or supplies, the results of such an
accumulation could not reasonably be ascertained. Disbursements were reviewed, however, to determine
whether any clear-cut violations existed. None were noted.

Collection of Interest on Delinquent Taxes and Assessments

The statute provides the method for authorizing interest and the maximum rates to be charged for the
nonpayment of taxes or assessments on or before the date when they would become delinquent. In January
2016, the governing body adopted a resolution authorizing interest to be charged on delinquent taxes
including the following:

BE IT RESOLVED by the Mayor and Council of the Borough of Mendham, County of Morris, and
State of New Jersey, that the rate of interest on unpaid taxes shall be eight percent (8%) per annum on
the first One Thousand Five Hundred ($1,500) Dollars of delinquency and 18 percent (18%) per
annum on any amount of delinquency in excess of One Thousand Five Hundred ($1,500) Dollars to be
calculated from the date the tax was payable until the date of actual payment; and

BE IT FURTHER RESOLVED, that the rate of interest on unpaid sewer bills shall be eight percent
(8%) per annum to be calculated from the date the tax was payable until the date of actual payment,
provided that no interest shall be charged if payment of any bill is made within thirty (30) days
following the billing date, and

BE IT FURTHER RESOLVED, that in addition to the interest provided above, on all delinquencies of
taxes and municipal charges in excess of Ten Thousand ($10,000) Dollars and which are not paid prior
to the end of the fiscal year; the Tax Collector shall also collect a penalty of six percent (6%) of the
amount of the delinquency in addition to the interest herein above provided.

It appears from a test examination of the Collector's records that interest was generally collected in
accordance with the foregoing resolution.

Delinquent Taxes and Tax Title Liens

A tax sale was held during the year ended December 31, 2016. All eligible properties were included in the
sale.
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BOROUGH OF MENDHAM
COMMENTS AND RECOMMENDATIONS
(Continued)

Delinquent Taxes and Tax Title Liens (Cont’d)

The following comparison is made of the number of tax title liens receivable on December 31 of the last
three years:

Year Number of Liens
2016 2
2015 2
2014 2

Verification of Delinquent Taxes and Other Charges

A test verification of delinquent charges and current payments was made in accordance with the regulations
of the Division of Local Government Services, including the mailing of verification notices as follows:

Type Number Mailed
Payments of 2016 Taxes 25
Payments of 2017 Taxes 25
Delinquent Taxes 10
Payments of Sewer Utility Charges 5
Delinquent Sewer Utility Charges 10

Verification notices were mailed to confirm balances as of December 31, 2016. The items that were returned
were checked and in agreement with the Borough's records. For items not returned, alternative procedures
were performed, as appropriate.

New Jersey Administrative Code Accounting Requirements

The Division of Local Government Services has established three (3) accounting requirements which are
prescribed in the New Jersey Administrative Code. They are as follows:

1.  Maintenance of an encumbrance accounting system.
2. Fixed asset accounting and reporting system.
3. General ledger accounting and recording system.
The Borough is in compliance with the New Jersey Administrative Code accounting requirements at

December 31, 2016, except for the fixed assets records more fully described in the preceding Schedule of
Findings and Responses.
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BOROUGH OF MENDHAM
COMMENTS AND RECOMMENDATIONS
(Continued)

Municipal Court

The transactions for the year 2016 were as follows:

RECEIPTS AND DISBURSEMENTS FOR THE YEAR ENDED DECEMBER 31, 2016

Balance Dis- Balance

Dec. 31, 2015 Receipts bursements Dec. 31, 2016
State of New Jersey $ 2,845 $ 29,021 $ 29247 $ 2,619
County 1,767 15,750 16,929 588
Municipality 2,824 36,219 37,861 1,182
Municipality POAA 2 12 10 4
Conditional Discharge 145 300 370 75
Public Defender 70 1,440 1,510
Weights and Measures 2,200 17,350 17,950 1,600

$ 9,853 $ 100,092 $ 103,877 $ 6,068

Management Suggestions

Deferred Compensation Plans

The Borough has a fiduciary responsibility to its employees related to the deferred compensation plan offered
by the Borough. The Borough should consider a periodic review of the benefits, features, costs, and
performance of its deferred compensation plan and make that information available to employees to assist
employees in making suitable choices for investing their retirement funds while fulfilling the Borough’s
fiduciary responsibilities.

Cyber Security

Cybercrime has become much more prevalent in the last few years. Websites and internal networks,
including personally identifiable information (“PII”’), have been hacked and resulted in significant losses to
organizations, both financial and reputational. We suggest that the Borough consider options to test and
protect the Borough from cybercrime.

Corrective Action Plan

The Borough has initiated a corrective action plan to resolve comments and recommendations from the 2015
audit report. The recommendations regarding segregation of duties and fixed assets are repeated from the
2015 report.
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BOROUGH OF MENDHAM
SUMMARY OF RECOMMENDATIONS

It is recommended that:
1. An adequate segregation of duties be maintained with respect to the recording and treasury functions.

2. The Borough implement a fixed assets accounting and reporting system.
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