BOARD OF FIRE
COMMISSIONERS

LOWER TOWNSHIP FIRE DISTRICT #3
TOWNSHIP OF LOWER, NEW JERSEY
AUDIT REPORT
FOR THE YEAR ENDED

DECEMBER 31, 2016




iy

BOARD OF COMMISSIONERS
LOWER TOWNSHIP FIRE DISTRICT #3

TABLE OF CONTENTS

[ndependent Auditor's Report

Required Supplemental Information - Part ]

Management Discussion and Analysis

Statement of Net Position

Statement of Activities

Balance Sheet - Governmental Funds

Reconciliation of the Governmental Fund Balance Sheet

Statement of Revenue, Expenditures and Changes in Fund Balance

Reconciliation of the Statement of Revenue, Expenditures,
and Changes in Fund Balances :

Statement of Fiduciary Net Assets
Notes fo Financial Statements
Required Supplemental Information - Part If

Statement of Revenue, Expenditures and Changes in Fund Balance
Budget to Actual

Other Supplementary Information
Independent Auditor's Report - Government Auditing Standards

Schedule of Financial Statemeént Findings

Exhibit Page #
1-2
3-7
A 8
B 9
C 10
D 11
E 12
F 13
G 14
15-22
H 23
24-25
28-27




{THIS PAGE IS INTENTIONALLY LEFT BLANK}




Fosren

[

e

FINANCIAL SECTION




PN
FORD-SCOTT

& ASSOCIATES,
CERTIFIED PUBLLIEC ACCOQUNTANTS

535 HAVEN AVENUE « GCEAN CITY, ) » 08226
PHONE 609.399.4333 « FAX 609.399.3710
wew ford-scott.com

Independent Auditor's Report

To the Board of Commissioners
of Lower Township Fire District #3
Erma, New Jersey 08204

Report on the Financial Statements

We have audited the accompanying financiai statements of the governmental activities and each major
fund of the Board of Commissioners of the Township of Lower Fire District #3, State of New Jersey, as of
and for the year ended December 31, 2016, and the related notes to the financial statements, which
collectively comprise the Township of Lower Fire District #3's basic financial statements as listed in the
table of contents.

Management's Responsibility for the Financial Statements

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

Auditor's Responsibility

Our responsibility is to express an opinion 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 and the standards applicable to financial audits contained in Government Auditing Standards
issued by the Comptroller General of the United States and the audit requirements prescribed by the
Division of Local Government Services, Department of Community Affairs, State of New Jersey. Those
standards require that we pian and perform the audit to obtain reasonable assurance about whether the
financial staternents 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 refevant to the entity’s
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the entity's intemal 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 the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.




Basis of Qualified Opinion

As described in Note 8 of the financial statements, the district participates in a Length of Service Award
Program {LOSAP) for its volunteer fire and rescue personnel. The amount reflected in the trust fund
statements of $373,785.08 was not audited and, therefore, we express no opinion on the LOSAP
program.

Qualified Opinions

In our opinion, except for the effects of the matter described in the “Basis for Qualified Opinion”
paragraph, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities and each major fund of the Board of
Commissioners of the Township of Lower Fire District #3, State of New Jersey, as of December 31, 2016,
and the respective changes in financial position for the year ended in accordance with accounting
principles generally accepted in the United States of America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis and budgetary comparison information identified in the table of contents be
presented to supplement the basic financial statements. Such information, although not a part of the
basic financial statements, is required by the Governmental Accounting Standards Board who considers it
to be an essential part of financial reporting for placing the basic financial statements in an appropriate
operational, economic, or historical context. We have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted in the United States
of America, which consisted of inquiries of management about the methods of preparing the information
and comparing the information for consistency with management'’s responses to our inguiries, the basic
financial statements, and other knowledge we obtained during our audit of the basic financial statements.
We do not express an opinion or provide any assurance on the information because the limited
procedures do not provide us with sufficient evidence to express an opinion or provide any assurance.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated September 8,
2017 on our consideration of the Board of Commissioners of the Township of Lower Fire District #3'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 fo provide an opinicn 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 Board of Commissioners of the Township of Lower Fire District #3's internal control over
financial reporting and compliance.

Very truly yours,

FORD, SCOTT & ASSOCIATES, L.L.C.
CERTIFIED PUBLIC ACCOUNTANTS

Leow P. (ostells

Leon P. Costello

Certified Public Accountant
Registered Municipal Accountant
No. 393

September 8, 2017
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MANAGEMENT DISCUSSION & ANALYSI

This section of the Township of Lower Fire District #3's annual financial report presents management's
analysis of the District’s financial condition and activities for the year. This information should be read in
conjunction with the financial statements.

Qverview:

The Township of Lower Fire District #3, hereafter referred to as the “District,” is a primary governmental
entity located in the Township of Lower, County of Cape May, State of New Jersey. The Fire District is
run by a board of commissicners who are elected into office by the registered voters of District #3 in the
Township of Lower.

The District is responsible for establishing a budget and maintaining fiscal control over public funds that
are used to provide for the safety and welfare of the residents located within District #3 in the Township of
Lower, Under existing statute, the District is exempt from both Federal and State taxes.

The accounts of the District are maintained in accordance with the principles of “fund accounting”. The
General Fund is used to account for all revenues and expenditures applicable to the general operations of
the District. A Capital Fund is also maintained for accounting of expenditures for property, plant and
equipment financed by debt authorized, '

Funding is acquired through property tax levies. In 2018 the total tax levy was $755,296.00, which
corresponds fo a property tax rate of 0.064 per $100 of assessed valuation,

Financial Highlights
Key financial highlights for 20185 are as foEEows:

» In total, net position decreased $67,954.40, which represents approximately a 3% decrease
from 2015 as a result of noncurrent liabilities increasing, as there was a new capital lease for
a truck as well as a new serial bond issued.

» General Revenues in the form of property tax assessments accounted for $755,296 or 93%
of the total revenues of $814,746.97.

= Total assefs of governmental activities increased by $43,148.93 as cash and cash
equivalents increased by $309,876.36 and accounts receivable decreased by $234,007.50,

+« The Fire District had $519,966.22 in expenses. General revenues {primarily property tax
assessments) were in the amount of $814,746.97.

Reporting the Fire District as a Whole

The Statement of Net Position and the Statement of Activities report information about the District as a
whole. These statements include all assets and liabilities using the full accrual basis of accounting. All of
the current year's revenues and expenses are taken into account when the revenue is earned or the
expense is incurred. These two statements report the District's net position and changes in them, One
can think of the District's net position, the difference between assets and liabilities, as one way to
measure the District's financial health, or financial position. Over time, increases or decreases in the
District's net position are one indicator of whether its financial position is improving or deteriorating. The
reader will, however, need fo consider other non-financial factors, such as changes in the District's tax
base, to assess the overall health of the District.

The District's activities are reported as governmental activities. The District is primarily financed through
the levying of property taxes.




MANAGEMENT DISCUSSION & ANALYSIS

The District's basic services are reported in governmental funds, which focus on how money flows into
and out of those funds and the balances remaining at year-end that are availabie for spending. The fund
is reported using the modified accrual method of accounting, which measures cash and all other financial
assets that can readily be converted to cash. The governmental fund statements provide a detailed short-
term view of the District's general government operations and the basic services it provides.

Governmental fund information helps you determine whether there are more or fewer financial resources
that can be spent in the near future to finance the District's programs. We describe the differences
between governmental activities and governmental funds in a reconciliation detailed on Exhibit F.

The Fire District as a Whole

Recall that the Statement of Net Position provides the perspective of the Fire District as a whole. Net
Position may serve over time as a useful indicator of a government's financial position.

The Fire District's financial position is the product of several financial transactions including the net results
of activities, the acquisition and disposal of capital assets, and the depreciation of capital assets.

Table 1 provides a summary of the Fire District's net position for 2016 and 2015.

Table 1
Net Position
2016 2015

Assets

Cash and Cash Equivalents $ 1,187,607.57 $ 877,731.21

Other Assets 213,630.07 480,257.50

Capital Assets 3,540,964.90 1,724,735.54

Total Assets 4,942 102.54 3,082,724.25
Liabilities

QOther Liabilities 2,320,206.12 392,873.43

Total Liabilities 2,320,206.12 392,873.43
Net Position

Invested in Capital Assets 1,490,041.52 1,607,825.32

Restricted for Other Purposes 313,530.07 351,250.00

Unrestricted 818,324.83 730,775.50

Total Net Position : 5 2,621,806.42 % 2,689,850.82

The Fire District's net position was $2,621,896.42 on December 31, 2016. This was a 3% decrease from
2015.
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MANAGEMENT DISCUSSION & ANALYSIS

Table 2 shows changes in net position for fiscal year 2018 and 2015.

Table 2
Changes in Net Position
2016 2015

Revenues
General Revenues:

Property Tax Assessments $ 755,296.00 $ 741,144.00

Supplemental Fire Services Aid 1,306.24 1,306.24

interest on Investments 54043 475

Other 24,884.37 24.400.00
Total Revenues 782.027.04 767,194.99
Program Expenses
Administration 26,457.85 26,352.93
Cost of Operations 601,164.37 489,976.74
Depreciation 173,464.93 160,174.43
Debt Service 48,894.29 6,421.40
Total Expenses 8490,981.44 662,925.50
Less: Excess of Revenue over Expenditures
Add:Deficiency of Expenditures over Revenues
Increase (Decrease) in Net Position 3 (67,954.40) $ 104,269.49

Governmental Activities

The property tax assessments made up 93% of revenues while investment earnings, supplemental fire
services, and EMS rent made up the remaining 7% of revenues for fiscal year 2016. The Fire District's

total revenues were $814,746.97 for the year ended December 31, 2016.

7.23% 07%

Sources of Revenue for Fiscal Year 2016

BProperty Tax Assessment =B investment Earnings BMiscellaneous




MANAGEMENT DISCUSSION & ANALYSIS

The total cost of operations was $849,981.44.

Cost of Operations for Fiscal Year 2016

341% 5.75%

A Cost of Operations lAdministrai}on M Debt Service

Business-Type Activities
The Fire District does not have any business-type activities.
The Fire District's Funds

The governmental fund {general fund presented in the fund-based statements) is accounted for using the
modified accrual basis of accounting. Total revenues amounted to $814,746.97 and expenditures were
$519,966.22.

As demonstrated by the various statements and schedules included in the financial section of this report,
the Fire District continues to meet its responsibility for sound financial management. The foliowing
schedules present a summary of the revenues of the governmental funds for the fiscal year ended
December 31, 2016, and the amount and percentage of total revenues compared to prior year revenues.

2016 Percentage of 2015 Percentage of

Revenue Amount Total Amount Total
Property Taxes $ 755,296.00 82.70% $ 741,144.00 96.60%
Supplemental Fire Services Aid 1,306.24 0.16% 1,306.24 0.17%
Investment Earnings 540.43 0.07% 344.75 0.04%
Miscellaneous 57,604.30 7.07% 24,400.00 3.18%
Total $ 814,746.97 100.00% $ 767,194.99 100.00%
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MANAGEMENT DISCUSSION & ANALYSIS

The following schedule represents a summary of governmental fund expenditures for the fiscal year
ended December 31, 2016, and the percentage of total expenditures compared to prior year amounts.

2016 Percentage of 2015 Percentage of

Expenditures Anmount Total Amount Total
Administration 3 26,457.85 5.09% § 26,352.93 4.93%
Operation & Maintenance 326,784 .45 62.85% 416,956.25 78.08%
Debt Service 166,723.92 32.06% 42,922.39 8.04%
Capital Outlay - 0.00% 47,807.07 8.95%
Total 3 519,966.22 100.00% $ 534,038.64 100.00%

General Fund Budgeting Highlights

The Fire District's budget is prepared according to New Jersey law, and is based on accounting for
certain transactions on a basis of cash receipts, disbursements, and encumbrances. The most significant
budgeted fund is the General Fund.

For the Future
The Township of L.ower Fire District #3 is in good financial condition presently.

In conclusion, the Township of L.ower Fire District #3 has committed itself to financial excellence for many
years. The Fire District plans to continue its sound fiscal management to meet the challenges of the
future.

This financial report is designed to provide our citizens, taxpayers, investors and creditors with a general
overview of the Fire District's finances and to show the Fire District's accountability for the money it
receives. [f you have guestions about this report or need additional information, contact the Chairman of
the Board of Fire Commissioners, Lower Township Fire District #3, P.O. Box 162, Rio Grande, N.J.
08204.
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TOWNSHIP OF LOWER FIRE DISTRICT #3

STATEMENT OF NET POSITION
DECEMBER 31, 2016

ASSETS
Cash and Cash Equivalents
Accounts Receivable
Due from other funds
Capital Assets:
Capital Assets Being Depreciated, Net

Total Assets

LIABILITIES
Due fo other funds
Accounts Payable
Accrued Interest
Noncurrent Liabifities
Due Within One Year
Due Beyond One Year

Total Liabilities

NET POSITION
[nvested in Capital Assets
Assigned to: '
Subsequent Year's Expenditures
Reserved for Capital Projects
Unrestricted

Total Net Position

Exhibit A

Governmental
Activities

1,187,607.57
213,530.07

3,540,964.90

4,942,102.54

245,336.07

23,846.67

222,742.00
1,828,181.38

2,320,206.12

1,490,041.52

100,000.00
213,630.07
818,324.83

2,621,896 .42

The Accompanying Notes to the Financial Statements are an integral part of this Statement




Exhibit B
TOWNSHIP OF LOWER FIRE DISTRICT #3
STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED DECEMBER 31, 2016

—

Net (Expenses)/Revenues
and Changes

Program Revenue in Net Position —
Fees, Fines :
& Charges Governmental
Expenses For Services Aclivities
Governmental Activities: —
Fire Protection: :
Administration $ 26,457.85 % $ (26,457.85)
Cost of Providing Services 601,164.37 14,400.00 (588,764.37)
Depreciation 173,464.93 (173,464.93) -
interest on Long-Term Debt 48,894.29 (48,894.29) ;
Total Expenses 849 981.44 14,400.00 (835,581.44)
Total Governmental Activities £840,081.44 14,400.00 (835,581.44) ‘
General Revenues:
Taxes 755,296.00 -
interest 540.43
Other Revenue 11,790.61
Total General Revenues 767,627.04 -
Change in Net Position (67,954.40}
Net Position - Beginning 2,689,850.82 —
$ 2,621,896.42

Net Position - Ending

The Accompanying Notes to the Financial Statements are an integral part of this Statement




TOWNSHIP OF LOWER FIRE DISTRICT #3
BALANCE SHEET
GOVERNMENTAL FUNDS
DECEMBER 31, 2016

Exhibit C

Total
General Capiltal Governmental
Fund Fund Funds
ASSETS
Cash and Cash Equivalenis 3 1,187,60757 3 - $ 1,187,6067.57
Account Receivable - - -
Due from Cther Funds - 213.630.07 213,530.07
Total Assets $ 1,187,607.57 % 213,530.07 & 1,401,137.64
LIABILITIES AND FUND BALANCES
Accounts Payable 3 - 3 - $ -
Due to Other Funds 245,336.07 - 245,336.07
Total Liabiliies 245,336.07 - 245,336.07
FUND BALANCE
Assigned to:
Subsequent Year's Expenditures 100,600.00 - 100,000.00
Reserved for Capital Projects - 213,530.07 213,530.07
Unassigned Fund Balance 842 271,50 - 842,271.50
§42,271.50 213,530.07 1,155,801.57
Total Liabilities and Fund Balances $ 1,187,607.57 % 213,530.07 % 1401,137.64

The Accompanying Notes to the Financial Statements are an integral part of this Statement

10




Exhibit D
TOWNSHIP OF LOWER FIRE DISTRICT #3
RECONCILIATION OF THE GOVERNMENTAL FUND BALANCE SHEET
TO THE STATEMENT OF NET POSITION
DECEMBER 31, 2016

Total fund balances for governmental funds 3 1,155,801.57

Capital assets used in governmental activities are not
resources and therefore are not reported in the funds.
The cost of the assets is $6,476,413.78 and the
accumulated depreciation is $2,935,448.88. 3,540,964.90

Long-term liabilities are not due and payable in the
current period and therefore are not reported as
liabilities in the funds. {2,050,923.38)

Interest on long-term debt in the statement of activities
is acerued, regardless of when due. {23,946.87)

Total net position of governmential actiivites ¥ 2,621,896.42

The Accompanying Notes to the Financial Statements are an integral part of this Statement

(N
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TOWNSHIP OF LOWER FIRE DISTRICT #3
STATEMENT OF REVENUE, EXPENDITURES, AND CHANGES IN FUND BALANCE!
GOVERNMENTAL FUNDS
DECEMBER 31, 2016

Exhibit E

Total
General Capital Govemnmental
Fund Fund Funds

REVENUES
Property Taxes 75529600 % $ 755,296.00
Fund Balance Appropriatec 32,719.93 32,719.92
Supplemental Fire Services Ait 1,306.24 - 1,306.24
Interest 540.43 540.43
EMS Rent 14,400.00 14,400.00
Miscellaneous Revenut 10,484,37 10,484.37

Total Revenue: §14,746.97 - 814,746.97
EXPENDITURES
Administrative 26,457.85 26,457.85
Fire Protectior 310,905.50 310,905.50
Non-Bondable Assets 15,878.95 15,878.95
Debt Service. -

Principal 137,887.10 137,887.10
Interest 28,836.82 28,836.82

Tolal Expenditure: 519,966.22 - 519,966.22
Excess/{Deficit) of Revenues over Expenditure 294,780.75 - 294,780.75
Other Financing Sources/{Uses;
{LOSAP) - Contribution (PL 1997, C 388’ (31,806.00) {(31,806.00)
Transfer from Capital Fund for Restricted Project: 492 500.00 (492,500.00) -
Capital Outlay - Reserve for Future Capital Outlay (652,867.96) 459,780.07 {193,087.89)

Total Other Financing Sources/(Uses (192,173.96) (32,719.93) (224,893.89)

Net Change in Fund Balanc 102,606.79 (32,719.93) 69,886.86
Fund Balance Beginning 839,664.71 246,250.00 1,085,914.71
Fund Balance Ending 042.271.50 % 213,530.07 $ 1,155,801.57

The Accompanying Notes o the Financial Statements are an integral part of this Statement

12




Exhibit F
TOWNSHIP OF LOWER FIRE DISTRICT #3

RECONCILIATION OF THE STATEMENT OF REVENUE, EXPENDITURES, AND CHANGES N FUND BALANCE:
GOVERNMENTAL FUNDS
DECEMBER 31, 2016

Net change In fund balance - total governmental func $ 60,886.86

The change in net position for governmental acfivities in the stalerment
activities is different because '

Capital cutlays are reporied in gevernmental funds as expenditure
However, on the statement of activities, the cost of those assets
allocaled over their esfimated usefut lives as depreciation expens
This is the amount by which capital outlays exceeded depreciation
the current fiscal year

Depreciatfon expenst (173,464.93)
Additions 1,989,694.29

Repayment of debt principal is an expenditure in the governmental func
but the repayment reduces long-term liabilities in the statement of n
posifion and is not reported in the statement of activitie
Capital L.eases Payablt 137,887.90

Proceeds from debt issues are a financing source in the governmental fund
They are not revenue In the statement of activities; issuing debt increases long-ter
liabilities in the statement of net assets
Bond proceeds (1,300,000.00}

Capital lease proceed: ‘ {771,900.25}

In the statement of activities, interest on long-term debt is accruec
regardless of when due. In the governmental funds, interest
reported when due. The accrued interest is a deduction
the reconciliation ' {20,057.47}

Change in Net Position of Governmental Activitie 3 {67,954.40}

The Accompanying Notes to the Financial Statements are an infegral part of this Statement

13




Exhibit G

TOWNSHIP OF LOWER FIRE DISTRICT #3
STATEMENT OF FIDUCIARY NET ASSETS
FIDUCIARY FUNDS
DECEMBER 31, 2018

(UNAUDITED)
Expendable
Trust
Fund
ASSETS
investments $ 341,9739.08
Due from Cther Funds 31,806.00
Total Assets $ 373,785.08
NET ASSETS
Held in Trust for LOSAP $ 373,785.08

The Accompanying Notes {o the Financial Statements are an integral part of this Statement

14
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NOTES TO THE FINANCIAL STATEMENTS




Lower Township Fire District #3
Notes to Financial Statements
December 31, 2016

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Lower Township Fire District #3 operates with an elected Board of Commissioners. The District performs
fire protection services in the Township of Lower, Cape May County, New Jersey.

The financial statements of the Board of Commissioners of District #3, Township of Lower {the “District”,
have been prepared in conformity with generally accepted accounting principles (GAAP) as applied to
governmental units. The Governmental Accounting Standards Board (GASB) is responsible for
establishing GAAP for state and local governments through its pronouncements (Statements and
Interpretations). The more significant accounting policies established in GAAP and used by the District
are discussed below.

A. Reporting Entity

The District is an instrumentality/subordinate entity of the State of New Jersey, established to function as
a taxing entity to provide fire suppression in the Erma area of Lower Township. The Board consists of
five (5) elected officials and is responsible for the fiscal control of the District. A secretary and treasurer
are appointed by the Board and are responsible for the administrative control of the District.

Lower Township Fire District #3 is not a component unit of any other financial reporting entity nor does
the Fire District have any component units to be presented in accordance with Governmental Accounting
Standards Board Statement No. 34. :

B. Basic Financial Statements -Government-Wide Statements

The District's basic financial statements include both government-wide (reporting the District as a whole)
and fund financial statements (reporting the District's major funds). Both the government-wide and fund
financial statements categorize primary activities as either governmental or business type. The District
has no business type activities. In the government-wide Statement of Net Position, the governmental
column (a) is presented on a consolidated basis by column, (b) and is reported on a full accrual,
economic resource basis, which recognizes all long-term assets and receivables as well as long-term
debt and obligations. The District's net position is reported in three parts—invested in capital assets, net
of related debt, restricted and unrestricted net position.

The government-wide Statement of Activities reports both the gross and net cost of each of the District’s
functions. The functions are also supported by general government revenues. The Statement of Activities
reduces gross expenses (including depreciation) by related program revenues, operating and capital
grants. Program revenues must be directly associated with the function. Operating grants include
operating-specific and discretionary (either operating or capital) grants. The net costs (by function) are
normally covered by general revenue (property taxes, intergovernmental revenues, interest income, efc).
The District does not allocate indirect costs.

This government-wide focus is more on the sustainability of the District as an entity and the change in the
District's net position resulting from the current year’s activities.

This space infentionally left blank
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Lower Township Fire District #3
Notes to Financial Statements
December 31, 2016

C. Basic Financial Statements—Fund Financial Statements

The financial transactions of the District are reported in individual funds in the fund financial statements,
Each fund is accounted for by providing a separate set of self-balancing accounts that comprises its
assets, liabilities, reserves, fund equity, revenues and expenditures/expenses. The various funds are
reported by generic classification within the financial statements.

The following fund types are used by the District:

Governmental Funds:

The focus of the governmental funds’ measurement (in the fund statements) is upon determination of
financial position and changes in financial position (sources, uses, and balances of financial resources)
rather than upon net income. The following is a description of the governmental funds of the District:

a. A General fund is the general operating fund of the District. It is used to account for all
financial resources except those required to be accounted for in another fund.

b. A Capital Fund is maintained for the District, in which expenditures for property, plant,
and equipment financed by debt is contained, as is the related debt issued and
outstanding.

Fiduciary Funds of the District are:

a. Expendable trust funds are used to account for assets held by the District as a trustee for
individuals, other governments or other entities. Expendable trust funds account for
assets where both the principal and interest may be spent. These are unaudited.

D. Basis of Accounting

Basis of accounting refers to the point at which revenues or expenditures/expenses are recognized in the
accounts and reported in the financial statements. It relates to the timing of the measurements made
regardless of the measurement focus applied.

1. Accrual:
The government-wide financial statements are presented on the accrual basis of accounting. Revenues
are recognized when earned and expenses are recognized when incurred,

2. Modified Accrual:

The governmental funds financial statements are presented on the modified accrual basis of accounting.
Under the modified accrual basis of aceounting, revenues are recorded when susceptible to accrual; i.e.,
both measurable and available. “Available” means collectible within the current period or within 60 days
after year end. Expenditures are generally recognized under the modified accrual basis of accounting
when the related liability is incurred. The exception to this general rule is that principal and interest on
general obligation long-term debt, if any, is recognized when due.

E. Financial Statemenf Amounts
1. Cash and Cash Equivalents:

The District has defined cash and cash equivalents to include cash on hand, demand deposits, and cash
with fiscal agent.

16
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Lower Township Fire District #3
Notes to Financial Statements
December 31, 2016

2. Capital Assets:

Capital assets purchased or acquired are reported at historical cost or estimated historical cost.
Contributed assets are reported at fair market value as of the date received. Additions, improvements and
other capital outlays that significantly extend the useful life of an asset are capitalized. Other costs
incurred for repairs and maintenance are expensed as incurred.

3. Fund Balances — Governmental Funds:
In the fund financial statements, governmental funds report the following classifications of fund balance:

sNon-spendable ~ includes amounts that cannot be spent because they are either not spendable
in form or are legally or contractually required to be maintained intact.

sRestricted ~ includes amounts restricted by external sources (creditors, laws of other
governments, etc.) or by constitutional provision or enabling legislation.

«Committed -~ includes amounts that can only be used for specific purposes. Committed fund
balance is reported pursuant to resolutions passed by the Board of Commissioners, the District's
highest level of decision making authority. Commitments may be modified or rescinded only
through resolutions approved by the Board of Commissioners.

*Assigned - includes amounts that the District intends to use for a specific purpose, but do not
meet the definition of restricted or committed fund balance. Under the District’s policy, amounts
may be assigned by the Board of Commissioners.

sUnassigned — includes amounts that have not been assigned to other funds or restricted,
committed or assigned to a specific purpose within the General Fund. The District reports all
amounts that meet the unrestricted General Fund Balance Policy described helow as unassigned:

When an expenditure is incurred for purposes for which both restricted and unrestricted fund balance is
available, the District considers restricted funds to have been spent first. \When an expenditure is
incurred for which committed, assigned, or unassigned fund balance are available, the District considers
amounts to have been spent first out of committed funds, then assigned funds, and finally unassigned
funds, as needed.

4. Revenues:

Substantially all governmental fund revenues are accrued. Property taxes are billed and collected within
the same period in which the taxes are levied. Subsidies and grants to proprietary funds, which finance
either capital or current operations, are reported as non-operating revenue. In applying GASB standards
to grant revenues, the provider recognizes liabilities and expenses and the recipient recognizes
receivables and revenue when the applicable eligibility requirements, including time requirements, are
met. Resources transmitied before the eligibility requirements are met and reported as advances by the
provider and deferred revenue by the recipient.

5. Expenditures;:

Expenditures are recognized when the related fund liability is incurred. Inventory costs are reported in the
period when inventory items are purchased,
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L.ower Township Fire District #3
Notes to Financial Statements
December 31, 2016

F. Budgets/Budgetary Control

Annual appropriated budgets are prepared each year for the general fund. The budgets are submitted to
the Bureau of Authority Regulations Division of Local Government Services and are voted upon at the
annual District's election. Budgets are prepared using the modified accrual basis of accounting. The legal
level of budgetary control is established at line item accounts within each fund. All budget transfers must
be approved by resolution of the Fire Commissioners, as well as the State of New Jersey. No material
budget transfers were made during the year.

Formal budgetary integration into the accounting system is employed as a management control device
during the year which complies with generally accepted accounting principles. Encumbrance accounting
is also employed as an extension of formal budgetary integration in the government fund types.
Unencumbered appropriations lapse at fiscal year end.

G. Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect certain reported amounts and
disclosures. Accordingly, actual results could differ from those estimates.

H. Recent Accounting Pronouncements Not Yet Effective

In June 2015, the Governmental Accounting Standards Board (GASB) issued Statement No. 74
“Financial Reporting for Postemployment Benefit Plans Other Than Pension Plans”. This statement,
which is effective for fiscal periods beginning after June 15, 2018, will not have any effect on the District's
financial reporting.

In June 2015, the Governmental Accounting Standards Board (GASB} issued Statement No. 75
“Accounting and Financial Reporting for Postemployment Benefits Other Than Pensions”. This statement,
which is effective for fiscal periods beginning after June 15, 2017, will not have any effect on the District’s
financial reporting.

In January 2016, the Governmental Accounting Standards Board (GASB) issued Statement No. 80
“Blending Requirements for Certain Component Units — an amendment of GASB Statement No. 14", This
statement, which is effective for fiscal periods beginning after June 15, 2018, will not have any effect on
the District’s financial reporting.

In March 2016, the Governmental Accounting Standards Board (GASB) issued Statement No. 81,
“Irrevocable Split-Interest Agreements”. This statement is effective for fiscal periods beginning after
December 15, 2016, will not have any effect on the District's financial reporting.

In March 2018, the Governmental Accounting Standards Board (GASB) issued Statement No. 82,
"Pension Issues — an amendment of GASB Statements No. 67, No. 68, and No.73". This statement is
effective for fiscal periods beginning after June 15, 2016, will not have any effect on the District's financial
reporting, however will affect the disclosure of pension related items.

in November 2018, the Governmental Accounting Standards Board (GASB) issued Statement No. 83,
"Certain Asset Retirement Obligations”. This statement is effective for fiscal periods beginning after Juna
15, 2018, will not have any effect on the District’s financial reporting.

In January 2017, the Governmental Accounting Standards Board (GASB) issued Statement No. 84,
“Fiduciary Activities”. This statement is effective for fiscal periods beginning after December 15, 2018,
will not have any effect on the District's financial reporting.
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Lower Township Fire District #3
Notes to Financial Statements
December 31, 2016

NOTE 2: INVESTMENTS

Interest Rate Risk. The District does not have a formal investment policy that limits investment
maturities as a means of managing its exposure to fair value losses arising from increasing interest rates.
However, New Jersey Statutes 40A:5-15.1(a) limits the length of time for most investments to 397 days.

Credit Risk. New Jersey Statutes 40A:5-15.1(a) limits District investments to those specified in the
Statutes. The type of allowable investments are Bonds of the United States of America or of the local unit
or school districts of which the local unit is a part of. abligations of federal agencies not exceeding 397
days; government money market mutual funds; the State of New Jersey Cash Management Plan; local
government investment pools; or repurchase of fully collateralized securities.

Concentration of Credit Risk. The District piaces no limit on the amount the District may invest in any
one issuer.

Unaudited Investments

As more fully described in Note #8, the District has created a Length of Service Award Program (LOSAP)
for emergency service volunteers. The LOSAP investments are similar to those allowed in a deferred
compensation program as specified in NJSA 43:15B-1 et. seq. except that all invesiments are retained in
the name of the District. All investments are valued at fair value. In accordance with NJAC 5:30-14.37 the
investments are maintained by Lincoln Financial Advisars, which is an authorized provider approved by
the Division of Local Government Services. Information on the investments is not available at this time.

NOTE 3: CASH

Custodial Credit Risk — Deposits. Custodial credit risk is the risk that in the event of a bank failure, the
government's deposits may not be returned to it. The municipality's policy is based on New Jersey
Statutes requiring cash be deposited only in New Jersey based banking institutions that participate in the
New Jersey Governmental Depository Protection Act (GUDPA) or in qualified investments established in
New Jersey Statutes 40A:5-15.1(a) that are treated as cash equivalents. Under the act, all demand
deposits are covered by the Federal Deposit Insurance Corporation (FDIC). Public funds owned by the
District in excess of FDIC insured amounts are protected by GUDPA. However, GUDPA does not protect
intermingled trust funds or fund that may pass to the District relative to the happening of a future
condition. As of December 31, 2016, $0 of the District's bank balance of $1,197,726.56 was exposed to
custodial credit risk.

This space intentionally loft blank
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Lower Township Fire District #3
Notes to Financial Statements
December 31, 2016

NOTE 4: GENERAL FIXED ASSETS

A summary of changes in general fixed assets for the year ended December 31, 20186 follows:

Beginning Ending

Governmental Activities Baiance Additions Refirements Bafance
Furniture and Fixtures $ 83,612.24 $ - $ - $ 83,612.24
Equipment 2,061,907.25 $ B800,552.26 - 2,862,459.51
Building & Improvements 2,341,200.00 1,189,142,03 - 3,5630,342.03
Totals at Historical Cost 4,486,719.49 1,088,694.29 - 6,476,413.78
Less Accumulated Depreciation for:
Furniture and Fixtures (59,012.33) {1,323.76} - (60,336.09)
Equipment (1,500,082.72) {102,200.88) - (1,602,283.60)
Building & Improvements {1,202,888.90) (69,940.29 - (1,272,829.19)
Total Accumulated Depreciation {2,761,983.95) {173,464.93) - (2,935,448.88)
Governmental Activities

Capital Assets, Net $ 1,724,735.54 $1,816,229.36 $ - $ 3,540,964.90

NOTE 5: DEBT SERVICE

The following tabulation presents the principal and interest requirements for the following year of district

debt issued and outstanding:

Capital Leases

The Fire District entered into an agreement to purchase an E-One HP Pumper Fire Truck in 2012, fotaling
$222,728.93. This agreement, in substance, is reported as a capital lease obligation.

The following schedule presents future minimum lease payments as of December 31, 2016:

Year Principal interest Total

2017 38,939.29 3,983.10 42,922.39

2018 40,882.36 2,040.03 42,922.39
$ 79,82165 § 6,023.13 % 85,844.78
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Lower Township Fire District #3
Notes to Financial Statements
December 31, 2016

The Fire District entered into an agreement to purchase a Pierce Rescue Fire Pumper Truck in 2018,
totaling $771,900.26. This agreement, in substance, is reported as a capital lease obligation.

The following schedule presents future minimum lease payments as of December 31, 2018:

Year Principal Interest Total
2017 103,802.71 19,998.82 123,801.53
2018 106,8956.40 16,905.50 123,801.90
2019 110,081.53 13,720.00 123,801.53
2020 113,361.96 10,439.57 123,801.53
2021 116,740.15 7,061.38 123,801.53
2022 120,218.88 3,5682.55 123,801.53
$ 671,101.73 3 7170782 % 742,808.55
2016 Serial Bond Payable
Year Principal Interest Total
2017 80,000.00 39,000.00 119,000.00
2018 80,000.00 36,800.00 116,600.00
2019 90,000.00 34,200.00 124,200.00
2020 100,000.00 31,500.00 131,500.00
2021-2022 200,000.00 54,000.00 254,000.00
2023-2024 220,000.00 41,700.00 261,700.00
2025-2026 250,000.00 28,200.00 278,200.00
2027-2028 280,000.00 12,600.00 282,600.00
1,300,000.00 277,800.00 1,677,800.00

$1,300,000 Serial Bonds dated December 31, 2016, due in annual installments through December 31,
2028, bearing interest at variable rates ranging from 2.07% to 3.00% per annum. The balance remaining
as of December 31, 20186, is $1,300,000,

NOTE 6: RELATED PARTY TRANSACTIONS

The Fire District has signed an agreement with Erma Volunteer Fire Company. This agreement states
that Erma Volunteer Fire Company will provide Lower Township Fire District #3 with necessary fire
extinguishment services including manpower for a fee of $35,000, made in four equal installments during
the year.

The District also has an agreement with the Erma Volunteer Fire Company to provide a stipend to the
members of the Fire Company in the amount of $19,000 for the year. This agreement is approved
annually.

The District is also involved in an interlocal services agreement with The Township of Lower, The
Borough of Wildwood Crest, The Wildwood Crest Volunteer Fire Company, and Erma Volunteer Fire
Company. This agreement states that Wildwood Crest will be first responders to all fire calls in the
Wildwood Crest area that is of Lower Township jurisdiction, specifically Diamond Beach and Bayview
Drive. As stated in the agreement, the District will pay $75,000 to the Wildwood Crest Volunteer Fire
Company for the services pravided, and the Township of Lowar will pay $10,000 back to the District for
their share of the agreement.
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Lower Township Fire Disfrict #3
Notes to Financial Statements
December 31, 2016

NOTE 7: RISK MANAGEMENT

The Fire District is exposed to various risks of loss related to torts, theft, casualty, errors and omissions
and other losses for which the District carries commercial insurance. Settled claims have not exceeded
insurance coverage in any of the past two years.

NOTE 8: LENGTH OF SERVICE AWARDS PROGRAM (UNAUDITED)

The voters of Lower Township Fire District #3 approved establishment of a Length of Service Awards
Program (LOSAP) deferred compensation plan. This plan is made available to all bona fide eligible
volunteers who are performing qualified services which is defined as firefighting and prevention services,
emergency medical services and ambulance services pursuant to Section 457 of the Internal Revenue
Code of 1986, as amended, except for provisions added by reason of the LOSAP as enacted into federal
law in 1997. The establishment of this LOSAP will also comply with New Jersey Public Law 1997,
Chapter 388 and the LOSAP document. The ptan is administered by Lincoln Life Insurance Company and
Lincoln Financial Group, its agent. The LOSAP Deferred Compensation Plan has not been audited.

NOTE 9: NET POSITION

As of December 31, 2016, net position amounted to $2,621,896.42,
NOTE 10: SUBSEQUENT EVENTS

The District has evaluated subsequent events through September 8, 2017, the date which the financial
statements were available to be issued and no items were noted for disclosure.
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TOWNSHIP OF L OWER FIRE DISTRICT #3

GENERAL FUND

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES -

Revenues:

District Taxes

Fund Balance Apprepriated
Supplementat Fire Services Aid
Interesi on Deposits and investments
Miscellaneous Revenue

EMS Rent

Total Revenues

Expenditures:
Operating and Maintenance:

Administration:
Safaries and Wages
Election

Total Administration

Cost of Operations & Maintenance:
Advertising
Insurance Premiums
Maintenance and Repairs
Professicnal Fees
Supplies
Fire Contract - Erma
Training and Education
Office Expense
Utllities and Related Services
Fire Hydrant Rent
Bureau of Fire Safaty
Contracted Services

Fire Fighting Equipment (Non Bondable Chief)
Truck {(Non Bondable Commissioners)

Non Bondable Equipment - Other
Cantingent

Total Cost of Operafions and Maintenance

Debt Service;

General Obiligation Bonds - Priacipal

Capital Leases - Principal

General Obligation Bonds - interest

Capital Leases - inlerest

Total Debt Service

Total Expenditures

Excess {Deficiency) of Revenues
Over Expenditures

Other Financing Sources (Uses):

Operating Fransfers In (Out):

Capilal Qutlay - Reserve for Future Capital Outiays
Transfer from Capital Fund for Restricted Projects
{LOSAP) - Contribution {(PL 1997, C 388)

Total Other Financing {Uses)

Excess (Deficiency) of Revenues and Other
Financing Sources Over (Under) Expenditures

and Other Financing Uses

Fund Balances - Beginning of Year

Fund Balances - End of Yeal

BUBDGET AND ACTUAL

FOR THE YEAR ENDED DECEMBER 31, 2016

Exhibit H

Adjusted Variance -
Final Over
Budget Budget Actual {Under)
3 755,296.00 % 755,286,000 § 755,295.00 § -
100,000.00 100,000.00 32,719.93 (67,280.07)
1,306.00 1,306.00 1,306.24 0.24
400.00 400.00 540.43 140.43
- - 10,484,37 10,484.37
14,400.00 14,400.00 14,400.00 -
B71,402.00 B871,402.00 814,746.97 (56,655.03)
24,400.00 24,400,00 24,400.00 -
2,200.00 2,200,00 2,057.85 142,15
26,600.00 26,600.00 26,457.85 142.15
1,000.00 1,006.00 247.69 752.31
42,000.00 48,000.00 47,123.28 B76.74
79,300.00 69,800.00 42.511.07 27,288.93
14,70G.00 19,700.00 18,560.42 1,138.58
2,500.00 4,000.00 " 3,828.10 71.90
54,000.00 54,000.00 45,400.00 8,600.00
10,000.00 10,000.00 5,668.50 4,331.50
4,000.00 5,000.00 4,040.02 859.98
62,500.00 62,500.00 31,669.17 30,830.83
42,000.00 13,000.00 12,702.50 297.50
20,000.00 20,000.00 19,000.00 1,065.00
84,000.00 84,000.00 78,442.59 5,557.41
204,000.00 204,000.00 12,878.95 191,121.05
50,000.00 50,000.00 3,000.00 47,000.0C
- - 1,612.18 (1,612.18)
25,000,00 25,000.00 - 25,000.00
670,000,00 670,000.00 326,784 .45 343,215.55
100,799.00 100,799.00 137,887.10 (37,088.10)
23,003,00 23,003.00 28,836.82 (5,633.82)
123,802.00 123,802.00 166,723,892 (42,921.92)
820,402.00 B820,402.00 519,056.22 300,435.78
51,000.00 51,000.00 294,780.75 243,780.75
(492,500.00) {482,500.00) (652,867.96) (160,367.96)
492 500.00 492 500.00 492,500.00 -
(51,000.00) (51,600.00) {31,806.00) 19,184.00
{51,000.00) (51,000.00} {192,173.986} (141,173.96)
- B 102,605.79 102,6086.79
839,664.71 839,664.71 839,664.71 -
$ 839,664.71 § 839,664.71 § 84227150 § 102,606.79
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FORD-SCOTT

ASSOCIATES.

CERTIFIED PUBLIC ACCOUNTANTS

1535 HAYEN AYENUE - OCEAN CITY, 8] = 08124
PHONE 60%.399.6333 « FAX 6093903710
www.ford-scott.cam

Independent Auditor's Report

To the Board of Commissioners
Lower Township Fire District #3
Erma, New Jersey 08204

We have audited, in accordance with auditing standards generally accepted in the United States of
America, standards applicable to financial audits contained in Govemnment Auditing Standards, issued by
the Comptroller General of the United States and audit requirements prescribed by the Division of Local
Government Services, Department of Community Affairs, State of New Jersey (the “Division”), the
financial statements of the Township of Lower Fire District #3, State of New Jersey (the "District’), as of
and for the year ended December 31, 2016, and the related notes to the financial statements, which
collectively comprise the Fire District’s basic financial statements, and have issued our report thereon
dated September 8, 2017, which was qualified for the inclusion of unaudited LOSAP information.

Internal Contro! over Financial Reporting

In planning .and performing our audit of the financial statements, we considered the District'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 District’s internal control. Accordingly, we
do not express an opinion on the effectiveness of the District’s internal control,

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

A deficiency in internal control exists when the design or operation of a confrol does not aliow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a
combination of deficiencies, in internal control, such that there is a reasonable possibility that a material
misstatement of the entity's financial statements will not be prevented, or detected and corrected on a
timely basis. A significant deficiency is a deficiency, or a combination of deficiencies, in internal control
that is less severe than a material weakness, yet important enough to merit attention by those charged
with governance.
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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. We identified no deficiencies in internal control that we consider to be significant
deficiencies.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the District’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.

District's Responses to Findings

The District's response to the findings identified in our audit is described in the accompanying schedule of
findings and responses. The District'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 resuits of that testing, and not fo provide an opinion on the effectiveness of the entity’s internal
control or on compliance. This report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering the entity's internal control and compliance. Accordingly,
this communication is not suitable for any cther purpose.

FORD, SCOTT & ASSOCIATES, L.L.C.
CERTIFIED PUBLIC ACCOUNTANTS

Leow P. &dtd(o

Leon P. Costello

Certified Public Accountant
Registered Municipal Accountant
No. 393

September 8, 2017
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None

THE BOARD OF COMMISSIONERS OF LOWER TOWNSHIP FIRE DISTRICT #3
SCHEDULE OF FINDINGS AND RESPONSES
FOR THE FISCAL YEAR ENDED DECEMBER 31, 2016
Schedule of Financial Statement Findings
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THE BOARD OF COMMISSIONERS OF LOWER TOWNSHIP FIRE DISTRICT #3
SUMMARY SCHEDULE OF PRIOR YEAR AUDIT FINDINGS
AND RESPONSES AS PREPARED BY MANAGEMENT
FOR THE FISCAL YEAR ENDED DECEMBER 31, 2016

STATUS OF PRIOR YEAR FINDINGS

There were no pricr year findings.
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