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REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH MAJOR PROGRAM
AND INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133
AND NEW JERSEY OMB CIRCULAR 04-04

Honorable Director and Members
of the Board of Chosen Frecholders
County of Middlesex, New Jersey

Compliance

We have audited the compliance of the County of Middlesex, New Jersey with the types of compliance
requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance
Supplement and the New Jersey Compliance Manual State Grant Compliance Supplement that are applicable
1o each of its major federal and state programs for the year ended December 31, 2008. The County of
Middlesex’s major federal and state programs are identified in the Summary of Auditor's Results Section of
the accompanying schedule of findings and questioned costs. Compliance with the requirements of laws,
regulations, contracts and grants applicable to each of jts major federal and state programs is the responsibility
of the County of Middlesex’s management. Our responsibility is to express an opinion on the County of
Middlesex’s compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the United
States of America; the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States; audit requirements as prescribed by the Division of
Local Government Services, Department of Community Affairs, State of New Jersey; OMB Circular A-133,
Audirts of States, Local Governments, and Non-Profit Organizations and New Jersey OMB Circular 04-04.
Those standards and circulars require that we plan and perform the audit to obtain reasonable assurance about
whether noncompliance with the types of compliance requirements referred to above that could have a direct
and material effect on a major federal or state program occurred. An audit includes examining, on a test basis,
evidence about the County of Middlesex's compliance with those requirements and performing such other
procedures as we considered necessary in the circumstances. We believe that our audit provides a reasonable
basis for our opinion. OQur audit does not provide a legal determination on the County of Middlesex's
compliance with those requirements.

In our opinion, the County of Middlesex, complied, in all material respects, with the requirements referred to
above that are applicable to each of its major federal and state programs for the year ended December 31,
2008.



Internal Conirol Over Compliance

The management of the County of Middlesex is responsible for establishing and maintaining effective internal
control over compliance with requirements of laws, regulations, contracts and grants applicable to federal and
state programs. In planning and performing our audit, we considered the County of Middlesex's internal
control over compliance with the requirements that could have a direct and material effect on a major federal
Or state program in order to determine our auditing procedures for the purpose of expressing our opinion on
compliance, but not for the purpose of expressing an opinion on the effectiveness of internal control over

compliance. Accordingly, we do not express an opinion on the effectiveness of the County of Middlesex's
internal control over compliance,

A control deficiency in an entity’s internal control over compliance 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 noncompliance with a type of compliance requirement of a federal or state program on a
timely basis. A significant deficiency is a control deficiency, or combination of control deficiencies, that
adversely affect the entity's ability 1o administer a federal or state program such that there is more than a
remote likelihood that a noncompliance with a type of compliance requirement of a federal or state program
that is more than inconsequential will not be prevented or detected by the entity’s internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that result in more
than a remote likelihood that a material noncompliance with a type of compliance requirement of a federal or
state program will not be prevented or detected by the entity's internal control,

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

We have audited the financial statements of the County of Middlesex, New Jersey as of and for the year ended
December 31, 2008, and have issued our report thereon dated June 12, 2009. Our audit was performed for the
purpose of forming our opinion on the financial statements that collectively comprise the County of
Middlesex's financial statements. The accompanying schedules of expenditures of federal awards and state
financial assistance is presented for purposes of additional analysis as required by OMB Circular A-133 and
New Jersey OMB 04-04 and is not a required part of the financial statements. Such information, as identified
herein, except for the completeness and the categorization of federal and state funding sources for certain
grants, along with the reporting of various CFDA and account numbers included within the aforementioned
schedules of financial assistance, on which we express no opinion, has been subjected to auditing procedures
applied in the audit of the financial statements and, in our opinion, is fairly stated, in all material respects, in
relation to the financial statements taken as a whole.

This report is intended solely for the information and use of the Director and Members of the Board of Chosen
Freeholders, management, the Division of Local Government Services and federal and state awarding agencies
and is not intended to be and should not be used by anyone other than these specified parties

Wit ¢ Mo, FA.

HODULIK & MORRISON, P.A.
Certified Public Accountants
Registered Municipal Accountants

Highland Park, New Jersey
September 22, 2009
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NOTE 1:

NOTE 2:

COUNTY OF MIDDLESEX
NEW JERSEY

NOTES TO THE SCHEDULES OF EXPENDITURES OF FEDERAL
AWARDS AND STATE FINANCIAL ASSISTANCE
FOR THE CALENDAR YEAR ENDED DECEMBER 31, 2008

GENERAL

The accompanying schedules present the activity of federal and state financial
assistance programs of the County of Middlesex, New Jersey. All federal financial
assistance received directly from the federal government, as well as federal financial
assistance passed through other government agencies is included on the Schedule of
Expenditures of Federal Awards. All state financial assistance received from the
State of New Jersey is included on the Schedule of Expenditures of State Financial
Assistance. The accompanying Schedules are the responsibility of the County. The
County has prepared the Schedules.

ORGANIZATION AND BASIS OF ACCOUNTING

Organization

The County of Middlesex, New Jersey ("County") is the prime sponsor and
subrecipient of various federal and state grant funds. The County has designated the
administration of grant programs and the reporting function to various departments
within the County. Substantially all grant and program cash funds are co-mingled
with the County's other funds, although each grant is accounted for separately within
the County's financial records, however, the County maintains separate accounts
where required. The County Comptroller's office performs accounting functions for
all grants, as well as the various departments.

Basis of Accounting

The accounting policies of the County of Middlesex conform to the accounting
principles and practices applicable to municipalities and counties which have been
prescribed by the Division of Local Government Services, Department of
Community Affairs, State of New Jersey. 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 County of Middlesex accounts
for its financial transactions through separate funds.

County federal and state grants are presented within the County's overal! financial
statements on the basis of accounting in accordance with accounting principles and
practices prescribed by the Division of Local Government Services, Department of
Community Affairs, State of New Jersey.
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NOTE 2:

COUNTY OF MIDDLESEX
NEW JERSEY

NOTES TO THE SCHEDULES OF EXPENDITURES OF FEDERAL
AWARDS AND STATE FINANCIAL ASSISTANCE
FOR THE CALENDAR YEAR ENDED DECEMBER 31, 2008

ORGANIZATION AND BASIS OF ACCOUNTING (CONT'D.)

Basis of Accounting (Cont'd.)

Accordingly, the financial statements of the County are not intended to present
financial position and results of operations in accordance with generally accepted
accounting principles (GAAP),

The accounting principles and practices prescribed for municipalities and counties by
the Division differ in certain respects from generaily accepted accounting principles
(GAAP) applicable to local government units. The more significant differences, as
disclosed in the Notes to Financial Statements — Regulatory Basis for the year ended
December 31, 2008, as included in our report dated June 12, 2009, are as follows:

Revenues

Revenues are recorded as received in cash except for statutory reimbursements and
grant funds which are due from other governmental units. State and federal grants,
entitlements and shared revenues received for operating purposes are realized as
revenues when anticipated in the County budget. Receivables for property taxes are
recorded with offsetting reserves within the Current Fund. Other amounts that are
due to the County which are susceptible to accrual are recorded as receivables with
offsetting reserves. These reserves are liquidated and revenues are recorded as
realized upon receipt of cash. GAAP requires the recognition of revenues for general
operations in the accounting period in which they become available and measurable.

Had the financial statements of the County been prepared under generally accepted
accounting principles, in the current fund, revenues susceptible to accrual would have
been reflected without offsetting reserves, and inventories would not be reflected as
expenditures at the time of purchase.

Expenditures

For purposes of financial reporting, expenditures are recorded as "paid or charged" or
“appropriation reserves". Paid or charged refers to the County "budgetary" basis of
accounting.  Generally, these expenditures are recorded when an amount is
encumbered for goods or services in conjunction with the encumbrance accounting
system. Reserves for unliquidated encumbrances at the close of the year are reported
as a cash liability. Encumbrances do not constitute expenditures under GAAP.
Appropriation reserves refer to unexpended appropriation balances at the close of the
year. Appropriation reserves are automatically created and recorded as a cash
liability, except for amounts which
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NOTE 2:

COUNTY OF MIDDLESEX
NEW JERSEY

NOTES TO THE SCHEDULES OF EXPENDITURES OF FEDERAL
AWARDS AND STATE FINANCIAL ASSISTANCE
FOR THE CALENDAR YEAR ENDED DECEMBER 31, 2008

ORGANIZATION AND BASIS OF ACCOUNTING (CONT'D.)

Basis of Accounting {Cont'd.)
Expenditures (Cont'.d)

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 and not recorded in the preceding fiscal year. Lapsed
appropriation reserves are recorded as income.

Generally, unexpended balances of budget appropriations are not recorded as
expenditures under GAAP. For the purpose of calculating the results of Current
Fund operations, the regulatory basis of accounting utilized by the County requires
that certain expenditures be deferred, and raised as items of appropriation in budgets
of succeeding years. These deferred charges include the two general categories of
overexpenditures and emergency appropriations. Overexpenditures occur when
expenditures recorded as "paid or charged” exceed available appropriation balances.
Emergency appropriations occur when, subsequent to the adoption of a balanced
budget, the governing body authorizes the establishment of additional appropriations
based on unforeseen circumstances or for other special purposes as defined by
statute.

Overexpenditures and emergency appropriations are deducted from total
expenditures in the calculation of operating results and are established as assets for
Deferred Charges on the Current Fund balance sheet. GAAP does not permit the
deferral of overexpenditures to succeeding budgets. In addition, GAAP does not
recognize expenditures based on the authorization of an appropriation. Instead, the
authorization of special purpose expenditures would represent the designation of fund
balance.

Compensated Absences

The County records expenditures for earned, but unused vacation and sick leave in
the accounting period that the payments re made to the employee pursuant to
established personnel policy procedures. GAAP requires that expenditures be
recorded in the governmental (Current) fund in the amount that would normally be
liquidated with available financial resources.

Inventories of Materials and Supplies

The cost of inventories of materials and supplies for all funds are recorded as
expenditures at the time individual items are purchased. For the year ended
December 31, 2008, the cost of inventories of material and supplies are included on
the Current Fund balance sheet for inventory that has been established at year
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NOTE 2:

COUNTY OF MIDDLESEX
NEW JERSEY

NOTES TO THE SCHEDULES OF EXPENDITURES OF FEDERAL

AWARDS AND STATE FINANCIAL ASSISTANCE
FOR THE CALENDAR YEAR ENDED DECEMBER 31, 2008

ORGANIZATION AND BASIS OF ACCOUNTING (CONT'D.)

Basis of Accounting (Cont'd.)

Inventories of Materials and Supplies (Cont’d)

end with an offsetting reserve. Although the expenditure method of accounting for
purchases of supplies is in accordance with GAAP, the cost of all inventory on hand
at the close of the year should be reported on the balance sheet with an offsetting
reserve for conformity with GAAP,

Lease Purchase Agreements

The County's participation in lease purchase agreements is reflected by the annual
appropriation of minimum lease payments within the County's operating budgets.
The terms of the lease, including total future minimum lease payments are disclosed
solely in the Notes to Financial Statements. GAAP requires the value of the lease
purchase agreement to be recorded in the Capital Projects Fund and the recording of
the non-current lease payments in the Debt Service Fund.

Governmental Fixed Assets

New Jersey Administration Code 5:30-5.6, issued by the Division of Local
Government Services, Department of Community Affairs, State of New Jersey,
established a mandate for fixed asset accounting by municipalities and counties,
effective December 31, 1985. Assets acquired through December 31, 1985 were
valued based on actual costs, where available, and other methods, including current
replacement values and estimated historical costs. Assets acquired subsequent to
December 31, 1985 were valued based on actual costs. The initial inventory for
assets acquired through December 31, 1985 utilized a $1,000 threshold. For all
assets acquired subsequent to December 31, 1985, the threshold is $300.
Improvements other than buildings consist of "infrastructure” fixed assets such as
roads, bridges, curbs and gutters, streets, sidewalks, drainage systems, etc,, are
excluded from governmental fixed assets. Depreciation is not recorded in
governmental fixed assets.

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 receivables are
liquidated. GAAP does not require establishment of an offsetting reserve. Interfunds
in the other funds are not offset by reserves.
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NOTE 2:

COUNTY OF MIDDLESEX
NEW JERSEY

NOTES TO THE SCHEDULES OF EXPENDITURES OF FEDERAL
AWARDS AND STATE FINANCIAL ASSISTANCE
FOR THE CALENDAR YEAR ENDED DECEMBER 31, 2008

ORGANIZATION AND BASIS OF ACCOUNTING (CONT'D.)

Basis of Accounting (Cont'd.)

Self Insurance Reserves

Charges to self-insurance reserves are recorded when payments of claims and related
expenses are made. Increases to self-insurance reserves are recorded from budgetary
appropriations in the accounting period which budgetary expenditures are recorded.

Eamings on investments and miscellaneous reimbursements are credited to reserves
when received in cash.

GAAP requires that liabilities for incurred claims be recorded as determined
actuarially, and that operating transfers to self-insurance funds not exceed the amount
determined.

Other Matters

Local Contributions

Local matching contributions are required by certain grants and in certain instances
are provided from in-kind payroll costs attributable to the administration of grants
and from funds raised within the County's budget. The percentage of matching
contributions varies within each program. The Schedules of Expenditures of Federal
Awards and State Financial Assistance include program matching fund expenditures
where required.

Reserve for Encumbrances Canceled

Prior year canceled encumbrances are re-programmed into program reserves balances
for Federal & State grants/awards appropriated for expenditure.

Grant Program Expenditures/Receipts Reported on Schedules

*Certain programs, report expenditures/receipts of prior year grant program
awards/amounts,

*Prior year grant awards/amounts canceled are not reflected on the Schedules.

*Federal award amounts reported on the Schedule of Expenditures of Federal Awards
includes State and County matching funds, where applicable.
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COUNTY OF MIDDLESEX
NEW JERSEY

NOTES TO THE SCHEDULES OF EXPENDITURES OF FEDERAL
AWARDS AND STATE FINANCIAL ASSISTANCE
FOR THE CALENDAR YEAR ENDED DECEMBER 31, 2008

NOTE 2: ORGANIZATION AND BASIS OF ACCOUNTING (CONT'D.)

Basis of Accounting (Cont'd.)

Indirect Costs

To facilitate equitable distribution of common purpose costs benefiting more than

one grant or program, the County has developed a countywide indirect cost allocation
formula.

Resource Recovery Investment Tax

The County of Middlesex has assigned the Resource Recovery Investment Tax Grant
Program to the Middlesex County Improvement Authority in accordance with the
Middlesex County Solid Waste Management Plan. Accordingly, the Resource
Recovery Investment Tax is not included on the Schedule of State Financial
Assistance.

Capital Improvemnent Program-Raritan Center Overpass

The County of Middlesex has assigned, by agreement, the Capital Improvement
Program - Raritan Center Overpass Project to the Middlesex County Improvement
Authority. Accordingly, the Capital Improvement Program - Raritan Center Overpass
Project is included on the Schedule of State Financial Assistance of the Middlesex
County Improvement Authority for current year activity, if applicable.

Capital Improvement Program — Sewaren Marina Park Development

The Middlesex County Improvement Authority is administering the Sewaren Marina
Park Development. The project has been awarded funds by the New Jersey
Department of Environmental Protection through the Green Acres program and
Hazardous Site Remediation Program.

Other Assistance

The Schedule of State Financial Assistance includes amounts from the State of New
Jersey subject to review by State representatives, as follows:

State Assumption of Costs

*  State Cost - Social & Welfare Services - Supplemental S.S.1.
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NOTE 2:

NOTE 3:

NOTE 4:

COUNTY OF MIDDLESEX
NEW JERSEY

NOTES TO THE SCHEDULES OF EXPENDITURES OF FEDERAL

AWARDS AND STATE FINANCIAL ASSISTANCE
FOR THE CALENDAR YEAR ENDED DECEMBER 31, 2008

ORGANIZATION AND BASIS OF ACCOUNTING (CONT'D.)

Basis of Accounting (Cont'd.)
Non-Cash Federal Awards

The County did not report any non-cash Federal or State awards during the calendar
year 2008.

Notification of Federal Awards

The State of New Jersey reports notification of federal award amounts included in
state grant allocations on the state fiscal year basis. The County has utilized an
allocation of reported amounts for recording and reporting federal financial awards
on the County’s fiscal reporting period.

RELATIONSHIP TO FINANCIAL STATEMENTS

Amounts reported in the accompanying schedules agree with amounts reported in the
County’s financial statements prepared on the basis of accounting in accordance with
accounting principles and practices prescribed by the Division of Local Government
Services, Department of Community Affairs, State of New Jersey, which is a
comprehensive basis of accounting other than generally accepted accounting
principles.

CONTINGENCIES

The County participates in 2 number of federal and state assisted programs that are
subject to audit and adjustment by the respective grantors. The audits of these
programs for or including the year ended December 31, 2008, may have not been
conducted or completed as of the date of this report. Grantor agencies reserve the
right to conduct additional audits of the County's grant program for economy,
efficiency, and program results which may result in disallowed costs to the County.
However, County management does not believe such audits would result in any
material amounts of disallowed costs.
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE CALENDAR YEAR ENDED DECEMBER 31, 2008
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Schedule C
Page 1 of 5

COUNTY OF MIDDLESEX, NEW JERSEY
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE CALENDAR YEAR ENDED DECEMBER 31, 2008

Section 1 — Summary of Auditor’s Resulls

Financial Statements

Type of auditor’s report issued: Qualified
Internal Control over financial reporting:

1) Material weakness(es) identified? Yes X No

2) Significant deficiencies identified that
are not considered to be material weaknesses? Yes X No

Noncompliance material to general-purpose financial
statements noted Yes X

No
Federal Awards
Internal Control over major programs:
1} Material weakness(es) identified? Yes X No

2) Significant deficiencies identified that
are not considered to be material

weaknesses? Yes X __ None reported

Type of auditor’s report issued on compliance for major programs: Unqualified

Any audit findings disclosed that are required to be reported
in accordance with section.510(a) of Circular A-133? Yes X No

Identification of major programs:

CFDA Number(s) Name of Federal Program or Cluster
14.219 Community Development Block Grant
14.239 Home Investment Partnership Funds
14.871 Low Income Housing Assistance — Section §
17.258 Workforce Investment Act - Adult
17.259 Workforce Investment Act - Youth
17.260 Workforce Investment Act - Dislocated Worker
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Schedule C
Page 2 of 5

COUNTY OF MIDDLESEX, NEW JERSEY
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE CALENDAR YEAR ENDED DECEMBER 31, 2008

Section 1 — Summary of Auditor’s Results(cont’d.)

Federal Awards (Cont’d)

Identification of major programs (Cont’d):

CFDA Number(s) Name of Federal Program(s) or Cluster(s)

93.558 Workforce Investment Act - TANF

20.205 Capital Transportation Program

93.044 Area Plan Grant for Aging

93.045 Middlesex County Senior Meals

93.914 HIV Emergency Relief Grant Proeram

Dollar threshold used to distinguish between type A and B programs: $1.156.886

Auditee qualified as low-risk auditee? X Yes No

State Awards

Dollar threshold used to distinguish between type A and type B programs: $791,564

Auditee qualified as low-risk auditee? X Yes No

Type of auditor’s report issued on compliance for major programs: Ungqualified
Internal Control over financial reporting:

1) Material weakness(es) identified? Yes X No

2) Significant deficiencies identified that
are not considered to be material weaknesses? Yes X ___ None reported

Any audit findings disclosed that are required to be reported
in accordance with NJ OMB Circular Letter 04-047? Yes X No
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Schedule C

Page 3 of 5
COUNTY OF MIDDLESEX, NEW JERSEY
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE CALENDAR YEAR ENDED DECEMBER 31, 2008
Section 1 — Summary of Auditor’s Results(cont’d.
State Awards (Cont’d)
Identification of major programs:
Account/Contract/Agreement Number(s) Name of State Program(s)
042-4855-100-075-07/08 Environmental Health Act
042-4800-727-002-08 DKM Parcel
042-4900-758-005-07/08 Solid Waste Service Tax
046-4275-491-082-07/08 Respite Care Services
046-4110-100-248-07/08 Country Wide Transportation Program
054-7593-100-030-07/08 Juvenile Shelter Alternative — Maint. Child. Ins
054-7545-100-008-07/08 Personal Attendant Program
054-7550-100-072-07/08 DYFS — Service to Homeless
054-7700-100-029-08 Mental Health Clinics
062-4545-767-003-07/08 Workforce Leaming Link
074-2545-100-033-06/07 Division of Archives and Records Mgmt.
082-2000-100-044-07/08 Drug Enforcement Demand Reduction
078-6310-480-xxx Transportation Assistance
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Schedule C
Page 4 of 5

COUNTY OF MIDDLESEX, NEW JERSEY
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE CALENDAR YEAR ENDED DECEMBER 31, 2008

e e e e ey S

Section Il - Financial Statement Findings

Significant Deficiency

None
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Schedule C
Page Sof 5

COUNTY OF MIDDLESEX, NEW JERSEY
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE CALENDAR YEAR ENDED DECEMBER 31, 2008

Section Il — Federal Awards and State Financial Assistance Fi indings and Questioned Costs
FEDERAL & STATE AWARD PROGRAMS:

None
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SCHEDULE OF PRIOR YEAR AUDIT FINDINGS
FOR THE CALENDAR YEAR ENDED DECEMBER 31, 2008
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Schedule D
Page 1 of 1

COUNTY OF MIDDLESEX, NEW JERSEY
SUMMARY SCHEDULE OF PRIOR YEAR AUDIT FINDINGS
FOR THE CALENDAR YEAR ENDED DECEMBER 31, 2008

Auditor Reference
Number

Finding 2007-02 Federal and State Grant Programs regarding Catalog of Federal Domestic
Assistance (CFDA) numbers and State account numbers. The County has

taken corrective action and no recommendation is made in the current
year.
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SCHEDULE OF SECTION EIGHT MANAGEMENT
ASSESSMENT PROGRAM (SEMAP)
FOR THE CALENDAR YEAR ENDED DECEMBER 31, 2008
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Schedule E
Page 1 of 2

COUNTY OF MIDDLESEX, NEW JERSEY
SCHEDULLE OF SECTION EIGHT MANAGEMENT
ASSESSMENT PROGRAM (SEMAP)

FOR THE CALENDAR YEAR ENDED DECEMBER 31, 2008

Below are our findings with respect to the SEMAP Indicators No. 1 through No. 8:

1.

Performance [ndicator #1 ~ Selection from the Waiting List

We have reviewed the written policies in the administration plan for selecting applicants
from the waiting list and have determined that these policies are being followed when
selecting applicants for admission from the waiting list.

A control log is kept which indicates the number, name, address, race, sex, and family
status, bedroom size and whether they have a preference where they can find a place of
residency.

Based on our testing, the County is in compliance with Performance Indicator #1.

Performance Indicator #2 — Reasonable Rent

We have reviewed the written policies in determining reasonableness of rent charged and
have found such procedures to be satisfactory. The County reviews the amount of rent
charged on annual basis for the individuals. A Certificate for Rent Reasonableness is
completed indicating the name of the family, the owner of the property and the address of
the owner. The questionnaire also includes the amount of rent along with the comparable
rent for similar type property.

Based on our testing, the County is in compliance with Performance Indicator #2.

Performance Indicator #3 — Determination of Adjusted Income

We have selected a sample of the Form HUD-50058 for our audit which indicates that the
HA has performed its annual reexamination of the amount of annual income that each
family is receiving. The forms are completed on an annual basis.

Based on our testing, the County is in compliance with Performance Indicator #3.

Performance Indicator #4 — Utility Allowance Schedule

We have obtained the latest available Allowances for Tenant-Furnished Utilities And
Other Services report, which is dated January 19, 2008. This report covers the period
under audit.
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Schedule E
Page2 of 2

COUNTY OF MIDDLESEX, NEW JERSEY
SCHEDULLE OF SECTION EIGHT MANAGEMENT
ASSESSMENT PROGRAM (SEMAP)
FOR THE CALENDAR YEAR ENDED DECEMBER 31, 2008

— e

Below are our findings with respect to the SEMAP Indicators No. 1 through No. 8: {Cont’d.)

5.

Performance Indicator #5 — HQS Quality Control Inspections

We have selected a sample of the Form HUD-52580 for our audit which indicates that the
HA has performed its HQS reinspections. The sample was drawn from inspections that
were completed during January 1, 2008 and December 31, 2008.

Based on our testing, the County is in compliance with Performance Indicator #5.
Performance Indicator #6 — HQS Enforcement

Per conversation with the Supervisor of Housing Programs, a sample of the HQS Quality
Control Inspections is reviewed for completeness and accuracy. No items selected
indicated any deficiencies within the Form HUD-52580 reports.

Based on our testing, the County is in compliance with Performance Indicator #6.

Performance Indicator #7 — Expanding Housing Opportunities

We have reviewed the written policies regarding expanding housing opportunities and the
policy indicates the participation of owners of units located outside areas of poverty and
minority concentration. The County provided maps of the area, a list of communities and
other participating nearby PHA’s, contact persons and telephone numbers.

Based on our testing, the County is in compliance with Performance Indicator #7.

Performance Indicator #8 — Deconcentration Bonus

The County does not qualify for the Deconcentration Bonus; therefore the County does
not submit the Form HUD-52648.
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INDEPENDENT AUDITOR’S REPORT

Honorable Director and Members

of the Board of Chosen Freeholders
County of Middlesex
New Brunswick, New Jersey 08903

We have audited the accompanying balance sheets — regulatory basis of the various funds of the County
of Middlesex, New Jersey, as of and for the years ended December 31, 2008 and 2007 and the related
statements of operations and changes in fund balance ~ regulatory basis for the years then ended and the
related statement of revenues — regulatory basis and statement of expenditures — regulatory basis for the
year ended December 31, 2008, These financial statements are the responsibility of the County’s

management. Our responsibility is to express an opinion on these financial statements — regulatory
basis based on our audits,

We conducted our audit in accordance with auditing standards generally accepted in the United States
of America, the standards applicable to financial audits contained in Government Auditing Standards,
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 plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation. We
believe that our audit provides a reasonable basis for our opinion.

As described in Note 2, these financial statements — regulatory basis were prepared in conformity with
accounting practices prescribed or permitted by the Division of Local Government Services,
Department of Community Affairs, State of New Jersey, that demonstrate compliance with the
modified accrual basis, with certain exceptions, and the budget laws of New Jersey, which is a
comprehensive basis of accounting other than accounting principles generally accepted in the United
States of America. These prescribed principles 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. Accordingly, the accompanying financial statements — regulatory
basis are not intended to present financial position and results of operations in accordance with
accounting principles generally accepted in the United States of America,



In our opinion, because the prescribed regulatory basis of accounting as described in the preceding
paragraph is utilized by the County of Middlesex, New Jersey for the purpose of financial statement
preparation, the financial statements referred to above do not present fairly, in conformity with
accounting principles generally accepted in the United States of America, the financial position of the
County of Middlesex, New Jersey as of December 31, 2008 and 2007 or the results of its operations for
the years then ended.

However, in our opinion, the financial statements — regulatory basis referred to above present fairly, in
all material respects, the financial position of the various funds of the County of Middlesex, New Jersey
as of December 31, 2008 and 2007 and the results of operations and changes in fund balance of the
various funds for the year ended December 31, 2008 on the basis of accounting described in Note 2.

In accordance with Government Auditing Standards, we have also issued a report dated June 12, 2009
on our consideration of the County’s internal control over financial reporting and 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 the
internal control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Accounting Standards and should be considered in assessing
the results of our audit.

Our audit was made for the purpose of forming an opinion on the financial statements taken as a whole,
The information included in the supplementary data and schedules listed in the table of contents, are
presented for purposes of additional analysis and are not a required part of the financial statements of
the County of Middlesex, New Jersey. Such information contained in the Supplementary Data and
Supplementary Schedules has been subjected to auditing procedures applied in the audit of the financial
statements and, in our opinion, is fairly stated in all material respects to the financial statements —
regulatory basis taken as a whole.

loduteir ¢ Mithoan, A

HODULIK & MORRISON, P.A.
Certified Public Accountants
Registered Municipal Accountants

Andrew G. Hodulik

Registered Municipal Accountant
No. 406

Highland Park, New Jersey
June 12, 2009
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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

Honorable Director and Members

of the Board of Chosen Freeholders
County of Middlesex
New Brunswick, New Jersey 08903

We have audited the accompanying financial statements of the governmental activities and each major
fund of the County of Middlesex as of and for the year ended December 31, 2008, which collectively
comprise the County of Middlesex’s basic financial statements and have issued our report thereon dated
June 12, 2009. Our report expressed an unqualified opinion on the conformity of the financial statements
with accounting practices prescribed or permitted by the Division of Local Government Services,
Department of Community Affairs, State of New Jersey, which is a comprehensive basis of accounting
other than accounting principles generally accepted in the United States of America. Our report also
expressed an adverse opinion on the conformity of the financial statements to accounting principles
generally accepted in the United States of America, due to the differences between those principles and
the prescribed regulatory basis, which is more fully described in Note 2. Except as discussed in the
preceding sentence, we conducted our audit in accordance with auditing standards generally accepted in
the United States of America; the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States and audit requirements as
prescribed by the Division of Local Government Services, Department of Community Affairs, State of
New Jersey.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the County of Middlesex's internal control over
financial reporting as a basis for designing our auditing procedures 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 County of Middlesex’s internal control over financial reporting. Accordingly, we do not express an
opinion on the effectiveness of the County of Middlesex’s internal control over financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose described in the
preceding paragraph and would not necessarily identify all deficiencies in internal control over financial
reporting that might be significant deficiencies or material weaknesses. However, as discussed below, we
identified certain deficiencies in internal control over financial reporting that we consider to be significant
deficiencies. -4-



A control deficiency 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
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of
control deficiencies, that adversely affects the entity’s ability to initiate, authorize, record, process, or
report financial data reliably in accordance with generally accepted accounting principles such that there
is more than a remote likelihood that a misstatement of the entity’s financial statements that is more than
inconsequential will not be prevented or detected by the agency’s internal control. We consider the
deficiencies described in the accompanying schedule of findings and responses to be significant
deficiencies in internal control over financial reporting. Condition 2008-1 exist whereby the same

individual may collect, record, deposit or remit to the County Treasurer funds collected at the various
departmental locations of the County.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that a material misstatement of the financial statements will not be
prevented or detected by the County of Middlesex’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 would not necessarily identify all deficiencies in the internal control
that might be significant deficiencies and, accordingly, would not necessarily disclose all significant
deficiencies that are also considered to be material weaknesses. However, we believe that none of the
significant deficiencies described above is a material weakness.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the County of Middlesex’s financial staternents
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 that are required to be

reported under Government Auditing Standards and audit requirements as prescribed by the Division of
Local Government Services, Department of Community Affairs, State of New J ersey.

This report is intended solely for the information and use of the Director and Members of the Board of
Chosen Freeholders, management, Division of Local Government Services and various federal and state
awarding agencies and is not intended to be and should not be used by anyone other than these specified
parties.

,dé&&/é ¢ Hpkcom /7/‘?{

HODULIK & MORRISON, P.A.
Certified Public Accountants
Public School Accountants

Highland Park, New Jersey
June 12, 2009
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EXHIBIT A
COUNTY OF MIDDLESEX, NEW JERSEY

CURRENT FUND
COMPARATIVE BALANCE SHEET - REGULATORY BASIS
DECEMBER 31, 2008 AND DECEMBER 31, 2007

As of December 31,
REF. 2008 2007

ASSETS
Regular Fund:
Cash and Investments A-4 $ 62929873 $ 79,110,630
Cash - Change Fund Reserve 600 600
Local Grants Receivable A-5 197,656 228,604
State and Federal Grants Receivable A-6 30,256,677 24 692 548
Total Regular Fund Assets 93,384,806 104,232 382
Receivables and Other Assets with Full Reserves:
Inventory A-7 1,377,486 1,235,831
Added & Omitted Taxes Receivable A-8 133,353 188,925
Revenue Accounts Receivable A-9 1,796,669 1,049 683
Total Receivables and Other Assets with Full Reserves 3,307,508 2,474,439
Total Assets $ 96692314 $ 106,706,821
LIABILITIES, RESERVES AND FUND BALANCE
Regular Fund:
Liabilities:
Appropriation Reserves A-3,A-10 § 7,734,857 % 6,479,393
Reserve for Encumbrances A-11 20,376,913 28,837,342
Accounts Payable A-12 1,016,305 2,136,345
Payroll Deductions A-13 1,224,166 1,112,500
Unappropriated Reserves A-15 323,054 497 859
Reserve for Local Grants:

Appropriated A-14 1,951,338 1,915,668
Reserve for State & Federal Grants:

Appropriated A-16 42,857,669 36,583,836

Unappropriated A-17 1,359,687 1,480,110
Total Liabilities and Reserve for Grants 76,843,989 79,043,053
Reserve for Receivables Reserve 3,307,508 2,474,439
Fund Balance A-1 16,540,817 25,189,329
Total Liabilities, Reserves and Fund Balance $ 96,692,314 $ 106,706,821

See accompanying notes.



COUNTY OF MIDDLESEX, NEW JERSEY

CURRENT FUND

COMPARATIVE STATEMENT OF OPERATIONS AND CHANGES IN FUND BALANCE - REGULATORY BASIS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND DECEMBER 31, 2007

Revenues:

Fund Balance Utilized

Miscellaneous Revenue Anticipated

Receipts from Current Taxes

Receipts from Added and Omitted Taxes

Miscellaneous Revenues Not Anticipated

Other Credits to Income:
Unexpended Balance of Appropriation Reserves
Accounts Payable Cancelled
Local Grants Appropriated - Cancellations (Net)
State & Federal Grants Appropriated - Cancellations (Net)

Total Income
Expenditures:
Budget Appropriations:
Salaries and Wages
Other Expenses
Public and Private Programs
Debt Service
Capital Improvements
Deferred Charges and Statutory Expenditures
Total Expenditures

Excess in Revenue

Fund Balance, January 1

Decreased By:
Utilization as Anticipated Revenue

Fund Balance, December 31,

See accompanying notes.

EXHIBIT A-1

For the year ended December 31,

REF. 2008 2007

A-1,A-2 § 9,900,000 $ 9,488,000
A-12 117,265,752 123,502,968
A-2 281,223,000 262,500,000
A-2 2,182,371 2,344,971
A-2 4,145,481 1,284,931
A-10 1,600,000 2,100,000
A-12 1,900,000 1,800,000
A-14 8,033 151,951

A-16 75,092 -
418,289,729 403,282 821
A-3 106,921,659 100,565,776
A-3 186,868,050 180,374,466
A-3 43,594,672 46,825,239
A-3 55,287,913 48,223,347
A-3 2,550,000 263,000
A-3 21,825,947 16,954,182
417,048,241 393,226,010
1,251,488 10,056,811
A 25,189,329 24 620,518
26,440,817 34,677,329
A-1,A-2 9,900,000 9,488,000
A $ 16,540,817 $ 25,189,329
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COUNTY OF MIDDLESEX, NEW JERSEY

TRUST FUND

COMPARATIVE BALANCE SHEET-REGULATORY BASIS

DECEMBER 31, 2008 AND DECEMBER 31, 2007

ASSETS

Cash and Invesiments
Motor Vehicle Fines
Federal Aid Receivable: Housing and Community Development Act 1974
Federal Aid Receivable - Section 8 Housing Assistance Payments Prog,
State Aid Receivable: Alcoholism Rehabililation Program
Section 8 Housing Assistance Prepayments
Receivable from MCILA Open Space Receipls
Community Development Block Grant:
Urban Housing Preservation Program Loans - Morigages Receivable
Open Space Program Receivable
Receivable from Bridget Place Housing Program

Total Assets
LIABILITIES, RESERVES AND FUND BALANCE

Reserve for Molor Vehicle Fines Receivable

Moior Vehicle Fines - Road Fund

Reserve for Encumbrances

Performance and Escrow Deposits

Reserve for Road Drainage Project

Worker's Compensation Self-Insurance Fund

Supplemental Compensation at Relirement

Unemployment Compensation Fund

Reserve for Alcoholism Rehabilitation Program

Reserve for Housing and Community Development Expenditures
Reserve for CDBG Funds on Hand

Rental Rehabilitation Program

Reserve for Section 8 Housing Assistance Payments Program
Road Opening Bonds

Self-Insurance Liability Trust Fund

Miscellaneous Trust Accounts

Dedicated Revenue by Statmte

Prosecutor's Office - Dedicated Funds

State Seized Assets

Reserve for Debt Service - Open Space and Farmland Preservation
CDBG Urban Housing & Preservation Program Loans - Morigages Rec.
Reserve for BSS Building Lease Purchase Payments

Eschealed Seized Funds

Reserve for Refundable Consumer A ffairs Deposils
Environmental Quality

Reserve for Open Space Program Receivable

Reserve for Open Space and Farmland Preservation

Reserve for Bridget Place Housing Program

Total Liabilities, Reserves and Fund Balance

See accompanying noles.
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EXHIBIT B

As of December 31,

REF. 2008 2007
B-1 $ 49,542,226 $ 49,688,763
B-2 452,084 434,976
B-3 7,881,519 8,885,884
B-4 472,199 16,016
B-5 1,799,151 1,213,113
B-6 511,938 459,296
B-7 13,488,000 23,449,764
B-28 2,137,291 2,146,990
B-33 15,845 22,613
B-35 257.756 257,756
$ 76,566,009 $ 86,575,170
B-2 $ 452,084 § 434,976
B- 8§ 1,098,962 425167
B-9 30,922,838 41,038,692
B-10 2,911,552 3,394,559
B-11 1,210,898 1,186,665
B-12 3,083,317 3,527,069
B-13 190,970 145,642
B-14 456,692 350,115
B-1i5 1,080,127 1,157,456
B-i6 592,969 126,171
B-17 780,701 796,826
B-18 26,812 26,812
B-19 688,488 725,269
B-21 838,826 2,725,991
B-22 4,455,426 4,774,134
B-23 7,548,809 6,973,763
B-24 767,189 585,448
B-25 2,569,115 2,294,422
B-26 1,234,854 1,452,278
B-27 10,728,427 10,099,789
B-28 2,137,291 2,146,890
B-29 667,516 671,985
B-30 5,069 5,069
B-31 62,875 56,941
B-32 803,209 372,572
B-33 15,845 22,813
B-34 977,392 800,000
B-36 257,756 257,756
$ 76,566,009 $ 86,575,170




COUNTY OF MIDDLESEX, NEW JERSEY

GENERAL CAPITAL FUND

COMPARATIVE BALANCE SHEET- REGULATORY BASIS
DECEMBER 31, 2008 AND DECEMBER 31, 2007

ASSETS

Cash and Investments
Leases Receivable
Due from N.J.D.E.P. Site Remediation Project
Loans Receivable
Deferred Charges to Future Taxation:
Funded
Funded Loans
Funded - Capital Leases
Unfunded

Total Assets

LIABILITIES, RESERVES AND FUND BALANCE

General Serial Bonds
General Serial Bonds -M.C.C. EF.A,
County College Bonds
County College Bonds (Ch. 12, P.L. 1971)
Vocational School Bonds
Bond Anticipation Notes
Open Space Bonds
Capital Leases Payable
Green Acres Loan Payable
MCIA Loan Payable
Improvement Authorizations:
Funded
Unfunded
Capital Improvement Fund
Reserve For:
Leases Receivable
Bond Issue Costs
Encumbrances
Payment of Debt Service
Miscellaneous Capital Revenue
Payment of Bans
Loans Receiveable
Fund Balance

Total Liabilities, Reserves and Fund Balance
Bonds and Notes Authorized but not Issued

See accompanying notes.
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EXHIBIT C

As of December 31,

REF 2008 2007
C-2 $ 61421197 3 32,510,452
C-5 15,912,057 16,378,238
C-19 561,757 675,402
C-24 16,394,265 -
C-6 384,077,000 379,282,000
C-6 14,408,922 5,600,402
C-6 245,401,758 264,699,473
C-7 150,483,718 190,476,229

$ 928658674 3 889,622 196
C-8 $ 306,816,000 % 297,236,000
c-9 2,105,000 2,400,000
C-10 27,230,000 29,457 500
C-11 7,100,000 8,442,500
C-12 35,782,000 36,107,000
C-13 34,849,000 40,352,000
C-14 5,044,000 5,629,000
C-23 245,401,758 261,833,172
C-22 5,221,030 5,600,402
C-25 9,185,882 =
C-15 22,637,975 17,518,465
C-15 110,483,481 115,860,048
C-16 1,814,680 9,444
C-5 15,512,057 16,378,238
C-17 403,492 302,820
C-18 58,263,623 48,052,584
C-20 - 1,036,195
Cc-21 - 410,000
C-4 23,758,280 e
C-24 16,394,265 =
C-1 256,141 119,427

$ 928,658,674 $ 886,855,895
C-26 $ 155634718 % 150,124,229




COUNTY OF MIDDLESEX, NEW JERSEY

GENERAL CAPITAL FUND
STATEMENT OF FUND BALANCE - REGULATORY BASIS

FOR THE YEAR ENDED DECEMBER 31, 2008

Balance - December 31, 2007

Increased by:
Premium on Sale of Bonds And BANs

Decreased by:
Anticipated Revenue Realized in Current Fund

Balance - December 31, 2008

See accompanying notes.
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EXHIBIT C-1

$ 119,427

256,141

375,568

119,427

$ 256,141



EXHIBIT D
COUNTY OF MIDDLESEX, NEW JERSEY

BOND AND INTEREST FUND
COMPARATIVE BALANCE SHEET - REGULATORY BASIS
DECEMBER 31, 2008 AND DECEMBER 31, 2007

As of December 31,
REF, 2008 2007

ASSETS

Cash D-1 $ 127,627 $ 132,627
Total Assets 3 127,627 $ 132,627
LIABILITIES

Bonds Payable D-2 h) 84,000 $ 89,000
Interest Payable D-3 42,052 42,052
Call Premium on Refunded Bonds D-4 1,575 1,575
Total Liabilities 3 127,627 $ 132,627

See accompanying notes.



EXHIBIT E
COUNTY OF MIDDLESEX, NEW JERSEY

GOVERNMENTAL FIXED ASSET
STATEMENT OF GOVERNMENTAL FIXED ASSETS
DECEMBER 31, 2008

As of December 31,
2008
GOVERNMENTAL FIXED ASSETS:

Land $ 313,640,081
Buildings and Improvements 291,266,436
Machinery and Equipment 14,739,132
Moving Vehicles 24,400,065
MCIA Lease Purchase Agreements Moving Vehicles 25,805,357
MCIA Lease Purchase Agreements 7,420,170
MCIA Capital Improvement/Construction Fund 14,787,545
Total Governmental Fixed Assets $ 692,058,786
Investments in Governmental Fixed Assets 3 692,058,786

See Accompanying Notes
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COUNTY OF MIDDLESEX, NEW JERSEY
NOTES TO FINANCIAL STATEMENTS — REGULATORY BASIS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND DECEMBER 31, 2007

1) FORM OF GOVERNMENT

The County of Middlesex is governed by a seven member Board of Chosen Freeholders who are elected for
terms of three years. The Board operates under the commission form of government. Professional
department heads in County government are appointed by the Board and are responsible to the chairperson
and the committee charged with the specific operation. The County follows the Civil Service merit system

of employment and the Freeholder Board abides by the regulations of the New Jersey Civil Service
Commission.

2)_ SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Reporting Entity

GASB Statement No. 14 established the GAAP criteria to be used to determine which component units
should be included in the financial statements of the oversight entity. As set forth by the accounting
principles and practices prescribed by the Division of Local Government Services, Department of
Community Affairs, and State of New Jersey, as noted below, the financial statements of the County of
Middlesex are reported separately,

The financial statements of the County of Middlesex includes every board, body, officer or commission
supported and maintained wholly or in part by funds appropriated by the County, as required by the
provisions of N.J.S.A. 40A: 5-5. The financial statements, however, do not include the operations of
Middlesex County Joint Health Insurance Fund, the County College, the Vocational Schools, the Board of
Social Services, the Utilities Authority, the Mosquito Commission and the Improvement Authority which
are subject to separate examination. Moreover, the assets, liabilities and reserves of the County’s
constitutional offices and other various departments, including the Office of the County Clerk, Surrogate’s
Office, Sheriff’s Office, Mental Health Clinics, Adult Correction Center and Office of the County Adjuster
which result from the specific activity of the individual office or department and are subject to separate
audit, are not combined with the financial statements of the County of Middlesex.

Description of Funds

The accounting policies of the County of Middlesex conform to the accounting principles and practices
applicable to municipalities and counties which have been prescribed by the Division of Local Government
Services, Department of Community Affairs, and State of New Jersey. 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 County of Middlesex accounts for its financial transactions through the following
separate funds:

Current Fund

Represents resources and expenditures for governmental operations of a general nature, including Federal,
State and Local grant funds, except as otherwise noted.

Trust Fund

Represents receipts, custodianship and disbursement of funds in accordance with the purpose for which
each reserve was created, pursuant to the provisions of N.J.S.A. 40A: 4-39,
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COUNTY OF MIDDLESEX, NEW JERSEY
NOTES TO FINANCIAL STATEMENTS — REGULATORY BASIS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND DECEMBER 31, 2007

2) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont’d)

Description of Funds (cont’d)

General Capital Fund

Represents resources, including Federal and State Grants in aid of construction, and expenditures for the
acquisition of general capital facilities, other than those acquired through the Current Fund, including the
status of bonds and notes authorized for said purposes,

Bond and Interest Fund

Accounts for status of funds transferred to separate accounts for the purpose of paying matured bonds and
notes, together with interest thereon.

Govemnmental Fixed Assets

Accounts for fixed assets are used in governmental fund type operations for control purposes. All fixed
assets are valued at historical cost or estimated historical cost if actual historical cost is not available or any
other reasonable basis, provided such basis is adequately disclosed in the financial statements. Donated
fixed assets are valued at their estimated fair value on the date of donation. No depreciation is recorded on
governmental fixed assets.

The Governmental Accounting Standards Board (GASB) is the accepted standards-setting body for
establishing governmental accounting and financial reporting principles. GASB’s Codification of
Governmental Accounting and Financial Reporting Standards and subsequent GASB pronouncements are
recognized as U.S. generally accepted accounting principles (GAAP) for state and local governments.
GAAP provides for the issuance of entity-wide financial statements along with the presentation of separate
fund financial statements that differ from the organization of funds prescribed under the regulatory basis of
accounting utilized by the County. The resultant presentation of financial position and results of operations
in the form of financial statements is not intended to present the basic financial statement presentation
required by GAAP.

Basis of Accounting

Basis of Accounting and Measurement Focus - The basis of accounting as prescribed by the Division of
Local Government Services for its operating funds is generally a modified cash basis for revenue
recognition and a modified accrual basis for expenditures. The operating funds utilize a “current financial
resources” measurement focus. The accounting principles and practices prescribed for municipalities and
counties by the Division differ in certain respects from generally accepted accounting principles (GAAP)
applicable to local government units. The most significant is the reporting of entity-wide financial
statements, which are not presented in the accounting principles prescribed by the Division. The other more
significant differences are as follows:

Revenues

Revenues are recorded as received in cash except for statutory reimbursements and grant funds, which are
due from other governmental units, State and Federal grants, entitlements and shared revenues received for
operating purposes are realized as revenues when anticipated in the County budget. Receivables for
property taxes are recorded with offsetting reserves within the Current Fund, Other amounts that are due to
the County which are susceptible to accrual are recorded as receivables with offsetting reserves. These
reserves are liquidated and revenues are recorded as realized upon receipt of cash. GAAP requires the
recognition of revenues for general operations in the accounting period in which they become available and
measurable.
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COUNTY OF MIDDLESEX, NEW JERSEY
NOTES TO FINANCIAL STATEMENTS — REGULATORY BASIS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND DECEMBER 31, 2007

2) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont’d)

Basis of Accounting (cont’d)

Expenditures

For purposes of financial reporting, expenditures are recorded as “paid or charged” or *“appropriation
reserves”. Paid or charged refers to the County “budgetary” basis of accounting. Generally, these
expenditures are recorded when an amount is encumbered for goods or services in conjunction with the
encumbrance accounting system. Reserves for unliquidated encumbrances at the close of the year are
reported as a cash liability. Encumbrances do not constitute expenditures under GAAP. Appropriation
reserves refer to unexpended appropriation balances at the close of the year. Appropriation reserves are
automatically created and recorded as a cash liability, 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 and not recorded in the preceding fiscal year.
Lapsed appropriation reserves are recorded as income.

Generally, unexpended balances of budget appropriations are not recorded as expenditures under GAAP,
For the purpose of calculating the results of Current Fund operations, the regulatory basis of accounting
utilized by the County requires that certain expenditures be deferred, and raised as items of appropriation in
budgets of succeeding years. These deferred charges include the two general categories of over
expenditures and emergency appropriations. Over expenditures occur when expenditures recorded as “paid
or charged” exceed available appropriation balances. Emergency appropriations occur when, subsequent to
the adoption of a balanced budget, the governing body authorizes the establishment of additional
appropriations based on unforeseen circumstances or for other special purposes as defined by statute.

Compensated Absences

The County records expenditures for earned, but unused vacation and sick leave in the accounting period
that the payments are made to the employee pursuant to established personnel policy procedures. GAAP
requires that expenditures be recorded in the governmental (Current) fund in the amount that would
normally be liquidated with available financial resources, and that expenditures be recorded in the
enterprise fund on a full acerual basis.

Inventories of Supplies

The cost of inventories of supplies for all funds is recorded as expenditures at the time individual items are
purchased. The cost of inventories is included on the Current Fund balance sheet, for inventory that has
been established and reported at year-end with an offsetting reserve. Although the expenditure method of
accounting for purchases of supplies is in accordance with GAAP, the cost of inventory on hand at the
close of the year should be reported on the balance sheet with an offsetting reserve for conformity with
GAAP.

Lease Purchase Apreements

The County’s participation in lease purchase agreements are reflected by the annual appropriation of
minimum lease payments within the County’s operating budgets. The terms of the lease, including total
future minimum lease payments are disclosed in the Notes to Financial Statements. Capital lease amounts
payable are recorded within the General Capital Fund. GAAP requires the value of the lease purchase
agreement to be recorded in the Capital Projects Fund and the recording of the non-current lease payments
in the Debt Service Fund.
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COUNTY OF MIDDLESEX, NEW JERSEY
NOTES TO FINANCIAL STATEMENTS — REGULATORY BASIS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND DECEMBER 31, 2007

2) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont’d)

Basis of Accounting (cont’d)

Self Insurance Reserves

Charges to self-insurance reserves are recorded when payments of claims and related expenses are made.
Increases to self-insurance reserves are recorded from budgetary appropriations in the accounting period in
which budgetary expenditures are recorded. Earnings on investments and miscellaneous reimbursements
are credited to reserves when received in cash. GAAP requires that liabilities for incurred claims are

recorded as determined actuarially, and that operating transfers to self-insurance funds not exceed the
amount determined.

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 receivables are liquidated. GAAP does not require

the establishment of an offsetting reserve. Interfund receivables in the other funds are not offset by
reserves.

Fixed Assets

Property and equipment acquired by the Current and the General Capital Funds are recorded as
expenditures at the time of purchase and are not capitalized in their own respective funds. Such assets are
recorded at cost in the Governmental Fixed Assets. The values of County owned assets acquired prior to
the implementation of the fixed asset accounting system were recorded at cost, estimated cost, estimated
replacement value and assessed valuation for real property. Depreciation is not recorded as an operating
expense of the general government (Current Fund).

Governmental Fixed Assets

New Jersey Administrative Code 5:30-5.6, previously identified as Technical Accounting Directive No. 85-
2, issued by the Division of Local Government Services, Department of Community Affairs, State of New
Jersey, established a mandate for fixed asset accounting by municipalities and counties, effective December
31, 1985. Assets acquired through December 31, 1985 were valued based on actual costs, where available
and other methods, including current replacement value and estimated historical costs. Assets acquired
subsequent to December 31, 1985 were valued based on actual costs. The initial inventory for assets
acquired through December 31, 1985 utilized a $1,000 threshold. For all assets acquired subsequent to
December 31, 1985, the threshold is $300. Improvements other than buildings, which consist of
“infrastructure” fixed assets such as roads, bridges, curbs and gutters, streets, sidewalks, drainage systems,
etc., are excluded from the governmental fixed assets. Depreciation is not recorded in the governmental
fixed assets. Lease Purchase Agreements have been recorded for amounts authorized and reported and
classified in Governmental Fixed Assets under Lease Purchase Agreements (completed and in progress).
The Governmental Fixed Assets at December 31, 2008 and 2007 does not include Roosevelt Hospital, as
the facility was transferred to the M.C.I.A., Note 18.

Disclosures about Fair Value of Financial Instruments
The following methods and assumptions were used to estimate the fair value of each class of financial
instruments for which it is practicable to estimate that value:

Cash and cash equivalents and short-term investments: The carrying amount approximates fair value
because of the short maturity of those instruments.

Long-term investments: The fair value of long-term investments are estimated based on quoted market

prices for those or similar investments. Additional information pertinent to the value of these investments
is provided in Note 7.
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COUNTY OF MIDDLESEX, NEW JERSEY
NOTES TO FINANCIAL STATEMENTS — REGULATORY BASIS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND DECEMBER 31, 2007

2) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont’d)

Basis of Accounting (cont’d)

Disclasures about Fair Value of Financial Instruments {cont’d.)

Long-term debt: The County’s long-term debt is stated at face value. The debt is not traded and it is not
practicable to determine its fair value without incurring excessive cost. Additional information pertinent to
the County’s long-term debt is provided in Notes 4 and 14.

Recent Accounting Standards

GASB issued Statement No. 50, “Pension Disclosures—an amendment of GASB Statermnents No. 25 and
No. 27” in May 2007. This Statement more closely aligns the financial reporting requirements for pensions
with those for other postemployment benefits (OPEB) and, in doing so, enhances information disclosed in
notes to financial statements or presented as required supplementary information (RSI) by pension plans
and by employers that provide pension benefits.

GASB issued Statement No. 51, “Accounting and Financial Reporting for Intangible Assets” in June 2007.
This Statement requires that all intangible assets not specifically excluded by its scope provisions be
classified as capital assets.

GASB issued Statement No. 52, “Land and Other Real Estate Held as Investments by Endowments” in
November 2007. This Statement establishes consistent standards for the reporting of land and other real
estate held as investments by essentially similar entities. It requires endowments to report their land and
other real estate investments at fair value. Governments also are required to report the changes in fair value
as investment income and to disclose the methods and significant assumptions employed to determine fair
value, and other information that they currently present for other investments reported at fair value.

GASB issued Statement No. 53, “Accounting and Financial Reporting for Derivative Instruments” in June
2008. This Statement addresses the recognition, measurement, and disclosure of information regarding
derivative instruments entered into by state and local governments. Derivative instruments are often
complex financial arrangements used by governments to manage specific risks or to make investments.

The County does not prepare its financial statements in accordance with generally accepted accounting

principles. The adoption of these new standards will not adversely effect the reporting on the County’s
financial condition.
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COUNTY OF MIDDLESEX, NEW JERSEY
NOTES TO FINANCIAL STATEMENTS — REGULATORY BASIS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND DECEMBER 31, 2007

2)_SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont’d)

Basis of Accounting (cont’d)

Comparative Data
Comparative total data for the prior year has been presented in order to provide an understanding of
changes in the County’s financial position and operations. However, comparative data has not been

presented in each of the statements since their inclusion would make the statement unduly complex and
difficult to read.

Prior Period Adjustments and Reclassifications
Certain reclassifications have been made to the 2007 financial statements to conform to classifications in
2008.

3) DEFERRED COMPENSATION TRUST FUND

The County of Middlesex has established a deferred compensation plan pursuant to Section 457 of the
Internal Revenue Code and under the provisions of N.J.S.A. 43:15B-1. The plan includes the employees of

Middlesex County, Middlesex County Beard of Social Services, and the Middlesex County Mosquito
Extermination Commission,

The plan is an arrangement whereby a public employer may establish a plan to permit its employees to
voluntarily authorize a portion of their current salary to be withheld and invested in one or more of the
types of investments permitted under the governing regulations. The County has engaged three private
contractors to administer the plan. Contributions are recognized when received by the administrators,
withdrawals and administrative fees when paid by the administrators and earnings when the company with
which the funds are invested notifies the administrators.

Statutory and regulatory requirements governing the establishment and operation of deferred compensation
plans have been codified in the New Jersey Administrative Code as N.J.A.C. 5:37. The more significant of
these provisions include no personal liability to the employer for negative return on investments, retention
of assets by the emplayer, eligible investment types, and the requirement for an independent review of all
program funds by a private contractor retained to administer the program.

Pursuant to revisions to the Federal Internal Revenue Code, the State has amended the deferred

compensation plan enabling statute. During 1998, the County implemented the required amendments to the
Deferred Compensation Plan for compliance with federal and state regulations.
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COUNTY OF MIDDLESEX, NEW JERSEY

NOTES TO FINANCIAL STATEMENTS — REGULATORY BASIS

FOR THE YEARS ENDED DECEMBER 31, 2008 AND DECEMBER 31, 2007

4) DEBT, DEBT SERVICE AND STATUTQRY DEBT CONDITIONS

Summary of County Debt

Issued:
General Bonds and Notes
Loans

Net Debt Issued

Authorized but not issued;
General Bonds and Notes

Bonds and Notes Issued and Authorized
but not Issued

Less: Bonds issued and authorized but not
Issued — County College CH. 12
MCIA Loan

Redevelopment Bonds

Net Bonds and Notes Issued and Authorized
but not issued

-472-

Year 2008
$418,926,000
14,406,921
433,332,921
155,634,710

588,967,631

13,599,500
1,790,881

9.027.158

$564,550,003

Year 2007
$419,634,000
- 5,600,402
425,234,402
150,124,229

575,358,631

14,942,500



COUNTY OF MIDDLESEX, NEW JERSEY
NOTES TO FINANCIAL STATEMENTS - REGULATORY BASIS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND DECEMBER 31, 2007

4) DEBT, DEBT SERVICE AND STATUTORY DEBT CONDITIONS (cont'd)

Summary of Statutory Debt Condition - Annual Debt Statement -Current Year 2008

The summarized statement of debt condition which follows is prepaed in accordance with the required
method of reporting for the Annual Debt Statement and indicated a statutory net debt of 0.64%.

Gross Debt Deductions Net Debt

General Debt $ 0808902632 $ 244,352 539 $ 564,550,093

Net Debt of $564,550,093 divided by the Equalized Valuation Basis per N.J.S.A. 40A:2-2 as amended of
$107,201,610,762 equals 0.53%.

Equalized Valuation Basis

2006 Equalized Valuation Basis of Real Property $ 101,327,622,029
2007 Equalized Valuation Basis of Real Property 108,817,896,456
2008 Equalized Valuation Basis of Real Property 111,459,313,802
Average Equalized Valuation Basis $ _ 107,201,610,762

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

-

2% of Average Equalized Valuation Basis 2,144,032,215
Net Debt 564,550,093

Remaining Borrowing Power 1,579,482 122

A

Schedule of Annual Net Debt Service Principal and Interest or Bonded Debt Issued and Outstanding

Schedule of Debt Service as of December 31, 2008

Total Total Total

Year Principal * Interest * Debt Service

2009 $ 37270000 $ 15,918,700 $ 53,188,700

2010 32,917,500 13,605,204 48,522,704

2011 33,462,500 12,208,595 45,671,095

2012 35,145,000 10,781,866 45,926,866

2013 34,358,500 9,326,143 43,684,643
2014-2018 140,649,000 26,416,454 167,065,454
2019-2023 61,229,500 4,604,479 65,833,979
2024-2028 605,000 387,175 892,175
2029-2033 940,000 219,453 1,159,453
2034-2037 400,000 34,000 434,000

$ 376,977,000 9% 93,502,069 3 470,479,069

* Excludes $8,365,426 of County College Bonds payable by the State of New Jersey.
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COUNTY OF MIDDLESEX, NEW JERSEY
NOTES TO FINANCIAL STATEMENTS - REGULATORY BASIS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND DECEMBER 31, 2007

4) DEBT, DEBT SERVICE AND STATUTORY DEBT CONDITIONS (cont'd)

Summary of County Debt for Capital Projects

Summarized below are the County's individual bond and loan issues which were outstanding at December 31,
2008:

Amount Amount Interest Final
Bonds Issued Issued Qutstanding Rates Maturity

General Improvement Debt
General Improvement Bonds of 1997 35,756,000 5,126,000  4.85% 10 5.00% 2013
Refunding Bonds of 1998 36,155,000 5,250,000 5.00% 2009
General Improvement Bonds of 1998 9,875,000 1,700,000  4.50% to 4.75% 2010
General Improvement Bonds of 2001 29,425,000 4,800,000 4.40% 2010
General Improvement Bonds of 2001 36,190,000 12,875,000  4.25% 10 6.20% 2016
General Improvement Bonds of 2002 3,521,000 2,276,000  3.40% to 4.20% 2016
General Improvement Bonds of 2003 14,257,000 9,707,000  2.00% to 3.50% 2017
ERI-Refunding Bonds of 2004 10,315,000 9.375,000 3.54%t0 5.44% 2033
Refunding Bonds of 2004 44,305,000 42,695,000 5.00% 2016
Refunding Bonds of 2004 501c 10,650,000 10,650,000  2.60% 1o 5.00% 2016
General Improvement Bonds of 2005 21,622,000 18,172,000 3.25% 10 4.00% 2020
General Improvement Bonds of 2005 501¢ 6,190,000 5,235,000  3.25% 10 4.00% 2020
General Improvement Bonds of 2006 51,300,000 47,050,000 4.00%to 4.125% 2021
General Improvement Bonds of 2006 35,500,000 32,500,000 4.125% 10 4.25% 2022
General Improvement Bonds of 2007 19,500,000 18,550,000  3.50% to 4.00% 2021
General Improvement Bonds of 2007 43,405,000 41,455,000 4.00%to 4.25% 2021
Heldrich Center Hotel Project 2007 3,000,000 2,900,000 4.00% to 4.25% 2021
General Improvement Bonds of 2008 18,000,000 18,000,000  3.625% to 4.00% 2021
General Improvement Bonds of 2008 501c 2,500,000 2,500,000 3.625% to 4.00% 2021
General Improvement Bonds of 2008 16,000,000 16,000,000 3.250% to 4.00% 2022
Total General Improvement Debt 306,816,000
Open Space Bonds 2002 8,414,000 5.044.000  3.40%1to4.20% 2016
County Collere Bonds
County College Bonds of 1997 4,300,000 1,760,000  4.8375% to 5.00% 2013
County College Bonds of 1999 4,512,000 787,500 4.70% 2012
County College Bonds of 2000 2,500,000 1,400,000 5.25%t0 5.37% 2015
County College Bonds of 2001 3,500,000 1,750,000  4.40% t0 4.50% 2013
County College Bonds of 2001 2,500,000 700,000 4.00% 2010
County College Bonds of 2002 2,500,000 1,025,000  4.00%to 4.25% 2011
County College Bonds of 2003 3,450,000 575,000  2.00%t0 3.20% 2015
County College Bonds of 2005 749,500 644,500  3.25% 10 4.00% 2020
County College Bonds of 2005 9,800,000 7,275,000  3.25% 10 4.00% 2015
County College Bonds of 2006 3,260,500 2,810,500 4.125% 2016
County College Bonds of 2007 2,500,000 2,315,000  3.50% to 4.00% 2019
County College Bonds of 2007 2,000,000 1,850,000 4.00% 2017
County College Bonds of 2007 2,500,000 2,337,500 4.00% 2017
County College Bonds of 2008 2,000,000 2,000,000 3.25%to 3.50% 2017
Total County College Bonds _ 27.230.000



COUNTY OF MIDDLESEX, NEW JERSEY
NOTES TO FINANCIAL STATEMENTS - REGULATORY BASIS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND DECEMBER 31, 2007

4) DEBT, DEBT SERVICE AND STATUTORY DEBT CONDITIONS (cont'd)

County College Bonds (Ch. 12, PL. 71)

County College Bonds of 1997 2,000,000 235,000 4.875% 10 5.00% 2012
County College Bonds of 1999 1,912,000 497,500 4.70% 2012
County College Bonds of 2003 3,490,000 575,000  2.00%10 3.20% 2015
County College Bonds of 2005 749,500 644,500  3.25%to 4.00% 2020
County College Bonds of 2006 3,260,500 2,810,500 4.125% 2016
County College Bonds of 2007 2,500,000 2,337,500 4.00% 2017

Total County College Bonds (Ch. 12, P.LL. 71)

7100000

County College E.F.A, (Ch. 12, PL. 71) 4,320,000 2,105,000 4.85%105.25% 2014
Vocational School Bonds

Vocational School Bonds of 1997 1,910,000 235,000 4.875% 10 5.00% 2013
Vocational School Bonds of 1999 1,200,000 400,000 4.70% 2012
VYocational School Bonds of 2000 1,455,000 320,000 5.30% 2010
Vocational School Bonds of 2001 2,435,000 1,600,000  4.40% to 4.50% 2016
Vocational School Bonds of 2001 1,200,000 450,000  4.00% 10 4.10% 2011
Vocational School Bonds of 2002 10,609,000 7,384,000 4.00%to 4.75% 2017
Yocational School Bonds of 2003 2,000,000 1,600,000 2.00% 10 4.00% 2023
Vocational School Bonds of 2005 16,838,000 14,488,000  3.25%to 4.00% 2020
Vocational School Bonds of 2006 2,000,000 1,725,000 4.00% 10 4.125% 2016
Yocational School Bonds of 2007 2,600,000 2,380,000  3.50% to 4.00% 2017
Vocalional School Bonds of 2007 2,700,000 2,510,000 4,00% 2017
Vocational School Bonds of 2008 2,690,000 2,690,000  3.25%to 3.50% 2018

Total Vocational School Bonds

35,782,000

Bond Anticipation Noles Issued
Bond Anticipation Notes due 06/10/09 34,849,000 34,849,000 2.50% 2009

Total Bond Anticipation Notes 34,849,000

{A)YMCIA Loan Payable

County Loan from MCIA 2008 9,185,891 9,185,821  3.00% to 4.80% 2023
Green Acres Loans [ssued

Sewaren Marine Park Development 1997 1,000,000 715,048 2.00% 2021
Bank of China Property Acquisition 2003 2,250,000 1,594,664 2.00% 2021
Old Bridge Park Acquisition 2005 3,244,264 2,911,318 2.00% 2020
Total Green Trust Program Loan 5,221,030

Tolal Debt Issued and Oulstanding

3 433332991

{A) - As a result of legislation that impacted and provided for limitations on increases in tax levy amounts (P.L. 2007, ¢.62),
the characterization of certain lease payment obligations have been modified as of July 1, 2007. As of and subsequent to that
date, any lease payment obligations that involve asset acquisitions with estimated vseful lives of five (5) years or greater, those
obligations are to be classified as debt, in accordance with debl authorized under N.1.S.A. 40A:2-3 et seq. Lease obligations
wilh respect to assets with estimated useful lives of less than five years and all lease obligalions issued prior to July 1, 2007,
are nol considered debt of the local unit.
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COUNTY OF MIDDLESEX, NEW JERSEY
NOTES TO FINANCIAL STATEMENTS - REGULATORY BASIS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND DECEMBER 31, 2007

4) DEBT, DEBT SERVICE AND STATUTORY DEBT CONDITIONS (coni'd)

Summary of Statutory Debt Condition - Annual Debt Statement -Prior Year 2007

The summarized statement of debt condition which follows is prepaed in accordance with the required
method of reporting for the Annual Debt Statement and indicated a statutory net debt of 0.56%.

Gross Debt Deductions Net Debt

General Debt $ 775702631 $ 215,286,500 $ 560,416,131

Net Debt of $560,416,131 divided by the Equalized Valuation Basis per N.J.S.A. 40A:2-2 as amended of
$99,392,451,644 equals 0.56%.

Equalized Valuation Basis

2005 Equalized Valuation Basis of Real Property $ 88,031,836,447
2006 Equalized Valuation Basis of Real Property 101,327,622,029
2007 Equalized Valuation Basis of Real Property 108,817,896,456
Average Equalized Valuation Basis $ 99,392,451,644

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

2% of Average Equalized Valuation Basis $ 1,887,849,033
Net Debt 560,416,131
Remaining Borrowing Power $ 1,427,432,902

Schedule of Annual Net Debt Service Principal and Interest or Bonded Debt Issued and Outstanding

Schedule of Debt Service as of December 31, 2007

Total Total Tatal

Year Principal * Interest * Debt Service
2008 $ 35052500 % 16,750,102 $ 51,802,609
2009 34,675,000 13,764,258 48,439,258
2010 30,112,500 12,259,938 42,372,438
2011 30,507,500 10,962,104 41,469,604
2012 32,100,000 9,638,369 41,738,369
2013-2017 138,887,500 28,620,046 167,507,546
2018-2022 67,339,500 6,401,357 73,740,857
2023-2027 680,000 414,089 1,094,089
2028-2032 860,000 260,287 1,120,287
2033-2037 625,000 59,925 684,925
$ 370,839,500 § 99,130,482 $ 469,969,982

* Excludes $10,063,749 of County College Bonds payable by the State of New Jersey.
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COUNTY OF MIDDLESEX, NEW JERSEY
NOTES TO FINANCIAL STATEMENTS - REGULATORY BASIS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND DECEMBER 31, 2007

4) DEBT, DEBT SERVICE AND STATUTORY DEBT CONDITIONS (cont'd)

Summary of County Debt for Capital Projects

Summarized below are the County's individual bond and loan issues which were outstanding at December 31,
2007:

Amount Amount Interest Final
Bonds Issued Issued Outstanding Rates Maturity

General Improvement Debt
General Improvement Bonds of 1997 35,756,000 7,571,000 4.875% to 5.00% 2013
Refunding Bonds of 1998 36,155,000 10,445,000 5.00% 2009
General Improvement Bonds of 1998 9,875,000 2,550,000 4.50% to 4.75% 2010
General Improvement Bonds of 2000 21,045,000 1,400,000 5.30% 2008
General Improvement Bonds of 2001 29,425,000 7,200,000 4.40% 2010
General Improvement Bonds of 2001 36,190,000 15,315,000 4.25% to 6.20% 2016
General Improvement Bonds of 2002 7,250,000 750,000 4.00% 2008
General Improvement Bonds of 2002 3,521,000 2,511,000 3.25% to 4.20% 2016
General Improvement Bonds of 2003 14,257,000 10,707,000  2.00% to 3.50% 2017
ERI-Refunding Bonds of 2004 10,315,000 9,635,000 3.26% to 5.44% 2033
Refunding Bonds of 2004 44,305,000 44,305,000 5.00% 2016
Refunding Bonds of 2004 501¢ 10,650,000 10,650,000  2.60% to 5.00% 2016
General Improvement Bonds of 2005 21,622,000 19,372,000  3.00% to 4.00% 2020
General Improvement Bonds of 2005 501¢ 6,190,000 5,570,000  3.00% to 4.00% 2020
General Improvement Bonds of 2006 51,300,000 49,300,000 4.00% to 4.125% 2021
General Improvement Bonds of 2006 35,500,000 34,050,000 4.125% to 4.25% 2022
General Improvement Bonds of 2007 19,500,000 19,500,000  3.50% to 4.00% 2021
General Improvement Bonds of 2007 43,405,000 43,405,000  4.00% to 4.25% 2021
Heldrich Center Hotel Project 2007 3,000,000 3,000,000  4.00% to 4.25% 2021
Total General Improvement Debt 297,236,000
Open Space Bonds 2002 8,414,000 5,629,000  3.25% to 4.20% 2016
County College Bonds
County College Bonds of 1997 4,300,000 1,975,000 4.875% to 5.00% 2013
County College Bonds of 1999 4,512,000 1,200,000 4.70% 2012
County College Bonds of 2000 2,500,000 1,600,000 5.25% 10 5.37% 2015
County College Bonds of 2001 3,500,000 2,100,000  4.40% to 4.50% 2013
County College Bonds of 2001 2,500,000 1,050,000 4.00% 2010
County College Bonds of 2002 2,500,000 1,325,000  4.00% to 4.25% 2011
County College Bonds of 2003 3,490,000 1,300,000  2.00% to 3.20% 2015
County College Bonds of 2005 749,500 682,000 3.00% to 4.00% 2020
County College Bonds of 2005 9,800,000 8,175,000  3.00% to 4.00% 2015
County College Bonds of 2006 3,260,500 3,060,500 4.125% 2016
County College Bonds of 2007 2,500,000 2,500,000  3.50% to 4.00% 2019
County College Bonds of 2007 2,000,000 2,000,000 4.00% 2017
County College Bonds of 2007 2,500,000 2,500,000 4.00% 2017
Total County College Bonds 29,467,500
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COUNTY OF MIDDLESEX, NEW JERSEY
NOTES TO FINANCIAL STATEMENTS - REGULATORY BASIS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND DECEMBER 31, 2007

4) DEBT, DEBT SERVICE AND STATUTORY DEBT CONDITIONS (cont'd)

County College Bonds (Ch. 12, P.L. 71)

County College Bonds of 1997 2,000,000 280,000 4.875% to 5.00% 2012
County College Bonds of 1999 1,912,000 620,000 4.70% 2012
County College Bonds of 2003 3,490,000 1,300,000  2.00% to 3.20% 2015
County College Bonds of 2005 1,499,000 682,000 3.00% to 4.00% 2020
County College Bonds of 2006 3,260,500 3,060,500 4.125% 2016
County College Bands of 2007 2,500,000 2,500,000 4.00% 2017
Total County College Bonds (Ch. 12, P.L. 71) 8,442,500

County College E.F.A. (Ch. 12, PL. 71) 4,320,000 2,400,000  4.80% to 5.25% 2014
Vocational School Bonds

Vocational School Bonds of 1997 1,910,000 290,000 4.875% to 5.00% 2013
Vocational School Bonds of 1998 1,200,000 120,000 4.375% to 4.50% 2008
Yocational School Bonds of 1999 1,200,000 500,000 4.70% 2012
Vocational Schoal Bonds of 2000 1,455,000 480,000 5.30% 2010
Vocational School Bonds of 2001 2,435,000 1,800,000  4.40% to 4.50% 2016
Vocational School Bonds of 2001 1,200,000 600,000 4.00% to 4.10% 2011
Vocational School Bends of 2002 10,609,000 8,109,000 4.00% to 4.75% 2017
Vocational School Bonds of 2003 2,000,000 1,695,000 2.00% to 4.00% 2023
Vocational School Bonds of 2005 16,888,000 15,338,000  3.00% to 4.00% 2020
Vocational School Bonds of 2006 2,000,000 1,875,000 4.00% to 4.125% 2016
Vocational School Bonds of 2007 2,600,000 2,600,000  3.50% to 4.00% 2017
Vocational School Bonds of 2007 2,700,000 2,700,000 4.00% 2017
Total Vecational School Bonds 36,107,000

Bond Anticipation Notes Issued

Bond Anticipation Notes due 03/27/08 5,000,000 5,000,000 3.75% 2008
Bond Anticipation Notes due 06/12/08 35,352,000 35,352,000 3.50% to 4.00% 2008
Total Bond Anticipation Notes Issued 40,352,000

Green Acres Loans Issued

Sewaren Marine Park Development 1997 1,000,000 764,934 2.00% 2021
Bank of China Property Acquisition 2003 2,250,000 1,701,084 2.00% 2021
Old Bridge Park Acquisition 2005 3,244,264 3,134,384 2.00% 2020

Total Green Trust Program Loan 5.600.402

Total Debt Issued and Outstanding $ 4257234402
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COUNTY OF MIDDLESEX, NEW JERSEY
NOTES TO FINANCIAL STATEMENTS — REGULATORY BASIS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND DECEMBER 31, 2007

5) FUND BALANCE APPRQPRIATED

Fund balance for the Current Fund at December 31, 2008 was reported in the amount of $16,540,817, of

which $1,200,000 was approprlated and included as anticipated revenue for the year ending December 31,
2009.

Fund balance for the Current Fund at December 31, 2007 was reported in the amount of $25,189,329, of

which $9,900,000 was appropriated and included as anticipated revenue for the year ending December 31,
2008.

6) INVENTORY — MATERIALS AND SUPPLIES

Far the years ended 2008 and 2007, the County has reported Inventory on the balance sheet of the Current
Fund. The Inventory is reported with an offsetting reserve. The amount reported is as follows:

2008 2007

Inventory (Current Fund)
Materials & Supplies $1.377,486 $1,235,831

7) CASH, CASH EQUIVALENTS AND INVESTMENTS

Deposits

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 insures deposits or the State of New Jersey Cash Management Fund.

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

The market value of the collateral must equal 5 percent of the average daily balance of public funds; or

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

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. The State of New Jersey Cash Management Fund is authorized by statute and regulation of
the State Investment Council to invest in fixed income and debt securities, which mature within one year.

Collateralization of Fund investments is generally not required. “Other Than State™ participants contribute
one tenth of one percent per year of the value of the aggregate units owned by them to establish a Reserve
Fund, which is supplemented by the proportional interest of “Other Than State” participants in gains on
investment transaction realized. The Reserve Fund is available to cover losses of “Other Than State”
participants occasioned by the bankruptcy of an issuer of an investment held by the Fund and losses on
sales of securities.

The cash on deposit is partially insured by federal deposit insurance in the amount of $2350,000.00 in each
depository. Balances above the federal deposit insurance amount are insured by the Government Unit
Deposit Protection Act (GUDPA), N.J.S.A. 17:94, et seq., which insures all New Jersey governmental
units’ deposits in excess of the federal deposit insurance maximums.
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NOTES TO FINANCIAL STATEMENTS — REGULATORY BASIS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND DECEMBER 31, 2007

7) CASH., CASH EQUIVALENTS AND INVESTMENTS (cont’d)

Deposits (cont’d)

At December 31, 2008, the County’s recorded cash, cash equivalents and investments amounted to
$173,893,896 and an amount of $83,948,879 was on deposit with the respective institutions, excluding
Deferred Compensation Fund and Bond Interest Fund, of which cash, cash equivalent and investments are
held by the respective Trustees. Of the bank balance, $2,667,384 was FDIC insured and $81,281,495 was
GUDPA insured. Based on these insured amounts, all amounts are classified as a category 1 level of risk.

At December 31, 2007, the County’s recorded cash, cash equivalents and investments amounted to
$161,310,446 and an amount of $80,440,180 was on deposit with the respective institutions, excluding
Deferred Compensation Fund and Bond Interest Fund, of which cash, cash equivalent and investments are
held by the respective Trustees. Of the bank balance, $1,118,948 was FDIC insured and $79,321,240 was
GUDPA insured. Based on these insured amounts, all amounts are classified as a category 1 level of risk.

Custodial Credit Risk — Deposits - Custodial credit risk is the risk that in the event of a bank failure, the
County’s deposits may not be returned to it. The government does not have a deposit policy for custodial
credit risk other than those policies that adhere to the requirements of statute. As of December 31, 2008,
based upan the insured balances as provided by FDIC and NJGUDPA coverage, no amount of the County’s
bank balance of $83,948,879 was considered exposed to custodial risk.

An Analysis of the County’s cash, cash equivalents and investments at December 31, 2008 and 2007, by
Fund/Category (Type) is as follows:

By Fund:
2008 2007
Fund Amount Amount
Current $62,930,473 $79,111,230
Trust 49,542,226 49,688,763
General Capital 61,421,197 32,510,452
Total Cash, Cash Equivalents & Investments $173,893.896 $161,310,445
By Category (Type)
2008 2007
Cash & Cash Equivalents: Amount Amount
Change Fund by 600 3 600
Demand Accounts 22,052,080 29,481,136
Savings, Money Market/ N.O.W. 56,225,941 45,497.165
State of NJ Cash Mgmt. Fund 95,615,275 86,312,596
Total Cash & Cash Equivalents 173.893.896 161,291,497
Investments;
Custodial Agreement - Forward Delivery Agreement =0- 18,948
Total Cash, Cash Equivalents & Investments £173,893.896 $161,310,445
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7) CASH, CASH EQUIVALENTS AND INVESTMENTS (cont’d)

Investments

New Jersey statutes establish the following securities as eligible for the investment of County funds:

1.

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

Government money market mutual fund;
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 such obligations bear a fixed rate of interest not dependent on any index or other external
factor,

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;

Bonds or other obligations, having a maturity date of not more than 397 days from the date of

purchase, approved by the Division of Investment in the Department of the Treasury for investment by
local units;

Local Government investment pools;

Deposits with the State of New Jersey Cash Management Fund established pursuant to section 1 of
P.L. 1997, c. 281 (C.52:18A-90.4); or

Agreements for the repurchase of fully collateralized securities, if:

a.  the underlying securities are permitted investments pursuant to paragraphs (1) and (3);
b. the custody of collateral is transferred to a third party;

¢. the maturity of the agreement is not more than 30 days;

d. the underlying securities are purchased through a public depository as defined in section 1 of P.L.
1970, c. 235 (C.19:9-41) and for which a master repurchase agreement providing for the custody
and security of collateral is executed.
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7) CASH, CASH EQUIVALENTS AND INVESTMENTS (cont'd)

Investments (cont*d)

During the period ended December 31, 2008 and 2007, the County held investments in the State of New
Jersey Cash Management Funds. Under the criteria established in Governmental Accounting Standards
Board Statement No. 9, the year end balances in a New Jersey Cash Management Fund are considered to be
cash equivalents under GAAP.

The investment recorded in the general-purpose financial statements have been recorded at the carrying
amount The difference between the carrying amount and market value is not material to the general-
purpose financial statements.

New Jersey Cash Management Fund - All investments in the Fund are governed by the regulations of the
Investment Council, which prescribe specific standards designed to insure the quality of investments and to
minimize the risks related to investments. In all the years of the Division of Investment’s existence, the
Division has never suffered a default of principal or interest on any short-term security held by it due to the
bankruptcy of a securities issuer; nevertheless, the possibility always exists, and for this reason a reserve is
being accumulated as additional protection for the “Other-than-State” participants, In addition to the
Council regulations, the Division sets further standards for specific investments and monitors the credit of
all eligible securities issuers on a regular basis.

As of December 31, 2008 and 2007, the County had $95,613,432 and $86,369,996, respectively, recorded
as investments on deposit with the New Jersey Cash Management Fund.

The County authorized participation in a Forward Treasury Purchase Agreement dated March 20, 1995,
The Agreement requires the County to deposit funds with the Custodian in the designated Custodial
Account. Accordingly, the County authorizes the Custodian to purchase qualified se

curities. On each respective payment date, the County shall be able to withdraw the related deposit
amounts in the manner set forth in the Forward Delivery Agreement, The County receives revenue/interest
up front upon execution of the Agreement. The investment in the Forward Treasury Purchase Agreement
at December 31, 2007 is recorded in the amount of $18,948. During 2000, the County has amended the
Agreement for period extending to November, 2007. In 2008 the County discontinued participation with
the Agreement and no balance exists at December 31, 2008.
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8) ASSESSMENT AND COLLECTION OF PROPERTY TAXES

New Jersey statutes require that taxable valuation of real property be prepared by the local unit tax assessor
as of October 1 in each year and filed with the County Board of Taxation by January 10th of the following
year. Upon the filing of certified adopted budgets by the Local Units, Local School District, County and
Special Districts, the tax rate is struck by the County Tax Board based on the certified amounts in each of
the taxing districts for collection to fund the budgets. Pursuant to statute, this process is to be completed on
or before May 3, with a completed duplicate of the tax rolls to be delivered to the local unit tax collector on
or before May 13th. New Jersey statutes require that each local unit provide for sufficient anticipated cash
receipts equal to the “lawful yearly expenditure” which includes the total amount of property taxes to be
raised by the local unit that is due to the County.

9) PENSION AND RETIREMENT PLANS

Employees of the County of Middlesex are enrolled in one of the two cost sharing multiple-employer
public employee retirement systems: the Public Employees Retirement System (PERS) or the Police and
Firemen’s Retirement System (PFRS). The Division of Pensions in the Department of Treasury, State of
New Jersey, administers the PERS and PFRS plans. The plans are funded annually based on the projected
benefit method with aggregate level normal cost and frozen initial unfunded accrued liability. The plans,
which cover public employees throughout the state, do not maintain separate records for each reporting unit
and, accordingly, the actuarial data for the employees of the County who are members of the plans are not
available. The contributions in 2008 and 2007 were $9,966,243 and $7,288,629 for PERS and $13,847,076

and $5,407,860 for PFRS, respectively, which includes contributions from the employees that are remitted
on a quarterly basis.

10} ACCRUED SICK AND VACATION BENEFITS

The County of Middlesex has established uniform personnel policy procedures which set forth the terms
under which an employee may accumulate unused benefits, as follows:

Sick Leave

Sick leave for permanent employees accumulates in accordance with the terms of approved contracts. Any
amount of sick leave allowance not used in a calendar year accumulates to the employee’s credit to be used
if and when needed. Upon normal retirement, employees are entitled to receive a lump sum payment as
supplemental compensation for one-half of earned and unused accumulated sick leave to their credit on the
effective date of retirement, up to a maxirmum of $15,000. In addition, the County offers a sick leave
buyout option, on an annual basis, in the amount of one day’s pay for every three days credited and not
used, to a maximum of five days paid, so long as the employee did not use more than five sick days in the
current year. An exception to the above is for employees who are under union PBA 214 (prosecutors,
investigators & detectives) hired prior to October 1, 1993 who can receive up to a maximum of $30,000
accumulative sick time pay off upon retirement.
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10) ACCRUED S[CK AND VACATION BENEFITS (con’t)

Vacations
Vacation pay for permanent employees also accumulates in accordance with the terms of approved

contracts. Vacation days are to be taken in the year earned and do not accumulate, except that vacation
time earned in the current year may be carried over to the next succeeding year only.

The County maintains current records of each employee’s status relating to earned and unused sick and
vacation pay. At December 31, 2008 and 2007, the estimated cost of unused sick pay is calculated to be
$9,732,135 and $9,495,413 respectively. At December 31, 2008 and 2007, the estimated cost of unused
accrued vacation pay is calculated to be $5,644,365 and $5,333,679 respectively, Management indicates
that this amount approximates the calculation as required by GASB No. 16, however, the methodology
utilized does not fully meet the recognition and measurement criteria as set forth by the GASB. No
estimate is provided for the approximate current cost of unused vacation pay based upon the policy
restrictions on accumulations. As disclosed in Note 2, the County makes provision for the lump sum
payment of benefits in each year’s operating budget, based on cost projections for employees nearing
normal retirement eligibility. In order to partially fund these benefits, the County has established a trust
fund entitled “Supplemental Compensation at Retirement,” and each year an annual appropriation is raised
in the operating budget and transferred to the fund. In 2008, $300,000 was appropriated and 2007,
$316,000 was appropriated and added to the fund and $254,672 was disbursed to employees during 2008
while $288,236 was disbursed to employees during 2007,

11y LEASES

The County has purchased various offices and other equipment which is being capitalized as installment
purchases of fixed assets in accordance with New Jersey Administration Code 5:30-5.6.

The County has entered into lease commitments for the rental of various office space, storage space and
parking facilities throughout the County of Middlesex.

The future annual operating lease payment due over the remaining terms of the leases for the next five
succeeding years is as follows:

2008 2007

Year Amount Amount
2008 $2,863,374
2009 $2,925,445 2,901,142
2010 2,502,216 2,986,852
2011 2,428,719 3,035,919
2012 2,177,945 3,069,971
2013 1,556,850
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12} RISK MANAGEMENT

In response to rising premiums for traditional commercial insurance coverage, the County maintains a self-
insurance risk management program for all liability claims including, but not limited to, general, police
professional, hospital professional, public officials, and automobile liability. A commercial excess liability
policy is in place to cover catastrophic type claims, which would include any claim exceeding the policy’s
$350,000 self- insurance retention. A self-insurance Liability Fund has been established to fund those
claims below $350,000. The County of Middlesex together with the autonomous agencies; County
College, Board of Social Services, Improvement Authority, Mosquito Extermination Commission
comprising the Middlesex County Insurance Commission. The Middlesex County Insurance Commission
provides liability coverage to above named autonomous agencies through Self-Insurance Liability Fund
and Excess Liability policy. The Middlesex County Insurance Commissioners retain the services of an
actuary to establish the amount of cash reserves deemed necessary to pay claims.

The County also maintains a self-insured Worker’s Compensation Fund for all workers compensation
claims with the exception of these claims which occurred during the period April 3, 1998 to June 2, 2000.
Claims which occurred between April 3, 1998 and June 2, 2000 are covered in total by a commercial
primary Workers Compensation Insurance policy. Claims occurring after June 2, 2000 are self-insured,
however, a commercial excess Worker’s Compensation policy is in place, subject to a $500,000 Self-
Insurance Retention.

The financial statements do not reflect any charges for claims incurred but not reported and any reported
incurred claims that remain unpaid at December 31, 2008 for the respective funds.

The Commissioners assessed the following participants for 2008 and 2007, as follows:

2008 2007
AGENCY TOTAL TOTAL
County College $195,854 $168,650
Board of Social Services 53,435 70,997
County Improvement Authority 93,965 91,746
2343254 —$331,393

The respective agency assessments have been computed by an actuarial analysis.

The estimated liability, as established by the third party administrator, for claims incurred and reported for
the Self-Insurance Fund at December 31, 2008 and 2007 totaled $2,663,212 and $2,949,960, respectively.
The County has appropriated funds in the 2009 and 2008 Budgets, in accordance with this funding plan.

The County has purchased commercial public entity excess liability insurance for general liability and
automobile liability coverage in effect at December 31, 2008 and 2007, was as follows:

Limits of Insurance:
Each Accident or

Occurrence Limit $ 10,000,000
Policy Aggregate Limit 20,000,000
Self-Insured Limit Retention 350,000
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COUNTY OF MIDDLESEX, NEW JERSEY
NOTES TO FINANCIAL STATEMENTS — REGULATORY BASIS

FOR THE YEARS ENDED DECEMBER 31, 2008 AND DECEMBER 31, 2007

12) RISK MANAGEMENT {cont'd

During 2008 and 2007, the County maintained two individual excess healthcare/professional liability
coverages, combined as follows:

Limit of Liability:

Al 100% of the loss in excess of all underlying Insurance not to exceed, subject to retention:
B. $5,000,000 per occurrence or:
C. $7,000,000 Annual Aggregate (as defined)
Retention Limits
per medical incident ¥ 350,000
annual aggregate 750,000

YEAR ENDED DECEMBER 31, 2008

The estimated liability, as established by the third party administrator, for claims incurred and reported for
the Worker’s Compensation Fund at December 31, 2008 is $5,021,591. This represents the run-off claims
on file prior to the County purchase of commercial coverage policy for worker’s compensation claims prior
to April, 1998 and after June 2, 2000. The County has purchased commercial coverage for worker's
compensation for the subsequent period: April 3, 1998 — June 2, 2000.

The County has opted to self insure worker’s compensation effective for the period commencing June 2,
2000, The above number includes claims incurred after June 2, 2000.

The County maintains a self-insurance fund for employment compensation insurance costs. The County
remits to the State of New Jersey for costs incurred, on a quarterly basis, as determined and billed by the
State.

The activity within each of the Self-Insurance Fund reserves, the Worker’s Compensation Fund reserves
and Unemployment Compensation Fund reserves for the year ended December 31, 2008 were as follows:

Balance Increases to Decrease to Balance

12/31/07 Reserves Reserves 12/31/08
Self-Insurance Fund $4,774,134 $1,031,654 $1,350,362 $4,455.426
Workers’ Compensation Fund 3,527,069 2,814,159 3,257,911 3,083,317
Unemployment Compensation Fund 350,115 180,682 74,105 456,692
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COUNTY OF MIDDLESEX, NEW JERSEY
NOTES TO FINANCIAL STATEMENTS — REGULATORY BASIS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND DECEMBER 31, 2007

12) RISK MANAGEMENT (cont’d)
YEAR ENDED DECEMBER 31. 2007

The estimated liability, as established by the third party administrator, for claims incurred and reported for
the Worker’s Compensation Fund at December 31, 2007 is $4,735,815. This represents the run-off claims
on file prior to the County purchase of commercial coverage policy for worker’s compensation claims prior
to April, 1998 and after June 2, 2000. The County has purchased commercial coverage for worker’s
compensation for the subsequent period: April 3, 1998 — June 2, 2000.

The County has opted to self insure worker’s compensation effective for the period commencing June 2,
2000. The above number includes claims incurred after June 2, 2000.

The County maintains a self-insurance fund for employment compensation insurance costs. The County

remits to the State of New Jersey for costs incurred, on a quarterly basis, as determined and billed by the
State.

The activity within each of the Self-Insurance Fund reserves, the Worker’s Compensation Fund reserves
and Unemployment Compensation Fund reserves for the year ended December 31, 2007 were as follows:

Balance Increases to Decrease fo Balance

12/31/06 Reserves Reserves 12/31/07
Self-Insurance Fund $5,286,418 $1,551,230 $2,063,514 $4,774,134
Workers® Compensation Fund 4,029,793 2,352,616 2,855,340 3,527,069
Unemployment Compensation Fund 268,211 185,639 103,735 350,115

Increases to Reserves represents amounts received from participant assessments, charges to the County
Operating Budget, interest on investments and deposits, subrogation’s and third party reimbursements and
refunds. Decreases to Reserves represent the payment on adjudicated or settled claims, asserted costs and
administrative fees and charges.

The County of Middlesex participates in the Middlesex County Joint Health Insurance Fund (MCIJHIF).
The MCJHIF consists of seven (7) County agencies within Middlesex County, representing a total of 4,857
and 4,844 retirees, cobra participants and active employees as of December 31, 2008 and 2007 respectively.
The MCIHIF’s purpose is to provide health care benefits to all eligible participants for medically necessary
services covered under the health plan choices offered. The Fund is regulated by the State of New Jersey
Department of Insurance as provided by statute and regulations and is subject to reporting requirements
mandated by the State.

The assessments of the participating members are determined and certified by the actuary and approved by
a majority vote of the Fund Commissioners.

The Commissioners of the MCIHIF have the authority, by majority vote, to levy on the participating local
units an additional assessment to assure the payment of the Funds® obligations.
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COUNTY OF MIDDLESEX, NEW JERSEY
NOTES TO FINANCIAL STATEMENTS - REGULATORY BASIS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND DECEMBER 31, 2007

12) RISK MANAGEMENT (cont’d}

Changes in the MCIHIF’s fund balance for each fund year at December 31, are as follows:

At December 31
2008 2007
Fund Fund Balance Fund Balance
Year Balance Balance
2008 $ 1,068,703
2007 233,582 $ 7.352
2006 752,436

The Fund uses reinsurance agreements to reduce its exposure to large losses on certain types of insured
events. Reinsurance may allow recovery of a portion of losses from re-insurers.

Accordingly, the financial statements of the County do not report or reflect its participatory share of fund
claims, expenditures or fund (deficit) balance at December 31, 2008 and 2007.

13) POST EMPLOYMENT BENEFIT PLANS OTHER THAN PENSION PLANS & POST
RETIREMENT HEALTH CARE BENEFITS

The County provides health benefits through the Middlesex County Joint Health Insurance Fund to certain
retirees and their dependents, as follows:

Retired employees pay the full cost of coverage under the Plan, in most cases. However, the former
employer may assume that cost if the retired employee meets certain requirements. If the retired employee
is paying the full cost of coverage, the monthly premiums will be billed to such retired employee on a
monthly basis or as otherwise established by the Middlesex County Joint Health Insurance Fund. The Plan
Sponsor has agreed to pay retiree coverage if:

1. the retiree receives retirement benefits from a State of New Jersey administered retirement system;
and,

2. he or she has 25 or more years of service credited in that retirement system or was a participant in
a State of New Jersey Early Retirement Incentive Program; or

3. he or she retired on an approved disability retirement (regardless of years of service) in that
retirement system;

4, the employer has agreed to pay for coverage of a surviving spouse of a retiree who qualified under

the provision listed above until the retiree’s death.

At December 31, 2008, approximately 1004 retirees, representing the County and Roosevelt Care Center,
were receiving non-contributory health coverage benefits at an estimated annual cost to the County of
approximately $6,300,480.

At December 31, 2007, approximately 993 retirees, representing the County and Roosevelt Care Center,
were receiving non-contributory health coverage benefits at an estimated annual cost to the County of
approximately $5,469,984.
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COUNTY OF MIDDLESEX, NEW JERSEY
NOTES TO FINANCIAL STATEMENTS —- REGULATORY BASIS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND DECEMBER 31, 2007

13} POST EMPLOYMENT BENEFIT PLANS OTHER THAN PENSION PLANS & POST
RETIREMENT HEALTH CARE BENEFITS (cont'd)

The County participates in the Middlesex County Joint Health Insurance Fund (MCJHIF), an agent
multiple-employer current and postemployment healthcare plan administered by MCIHIF. The MCIHIF
consists of seven (7) County agencies within Middlesex County and covers both current and retired
employees of the County and its participating agencies. The MCIHIF receives an annual report that
includes its financial statements and required supplementary information for its benefits plan. Benefit
provisions for the County are established and amended through negotiations between the County and the

respective unions along with prior contracts negotiated between the respective unions and the County of
Middlesex.

The contribution requirements of plan members and the participating agencies are established and may be
amended by the MCIHIF Commissioners. The County’s annual postemployment benefit (OPEB) cost
(expense) is calculated based on the annual required contribution of the employer (ARC), an amount
actuarially determined in accordance with the parameters of GASB Statement 45. The ARC represents a
level of funding that, if paid on an ongoing basis, is projected to cover normal cost each year and amortize
any unfunded actuarial liabilities over a period not to exceed thirty years. The following table shows the
components of the County’s annual OPEB cost for the year, any amounts contributed to the plan and the
County’s net OPEB obligation. For 2008 and 2007, the County’s annual OPEB cost (expense) of
$53,572,000 and $51,200,000, respectively was equal to the ARC.

2008 2007
Total Total
Net OPEB obligation — beginning of year $42,800.000 $0
Annual required contribution (ARC) 53,572,000 51,200,000
Less: Contributions 9.462.000 8.400.000
Net OPEB obligation — end of year 586,910,000 $42,800,000

The funded status of the plan for the County as of January 1, 2008, is as follows:

Total

Actuarial accrued liability (AAL) $524,400,000
Actuarial value of plan assets -0-
Untunded actuarial accrued liability (UAAL) $524,400,000
Funded ratio (actuarial value of plan

assets/AAL) 0.00%
Cavered payroll (active plan members) $109,550,563
UAAL as a percentage of covered payroll 478.68%
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COUNTY OF MIDDLESEX, NEW JERSEY
NOTES TO FINANCIAL STATEMENTS — REGULATORY BASIS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND DECEMBER 31, 2007

13) POST EMPLOYMENT BENEFIT PLANS OTHER THAN PENSION PLANS & POST
RETIREMENT HEALTH CARE BENEFITS (cont'd)

The projection of future benefits for an ongoing plan involves estimates of the value of reported amounts
and assumptions about the probability of occurrence of events far into the future. Examples include
assumptions about future employment, mortality, and the health-care cost trend. Amounts determined
regarding the funded status of the plan and the annual required contributions of the employer are subject to
continual revision as actual results are compared with past expectations and new estimates are made about
the future. The schedule of funding progress presented as required supplementary information following
the notes to the financial statements, presents trend information about whether the actuarial value of plan
assets is increasing or decreasing over time relative to the actuarial accrued liability for benefits.

Projections of benefits for financial reporting purposes are based on the substantive plan and includes the
types of benefits provided at the time of each valuation and the historical pattern of sharing benefit costs
between the employer and plan members to that point. The actuarial methods and assumptions used include
techniques that are designed to reduce the effects of short-term volatility in actuarial accrued liabilities and
the actuarial value of assets, consistent with the long-term perspective of the calculations.

In the January 1, 2008 actuarial valuation, the projected unit credit method was used. A rate of 4.50% was

utilized as the discount rate and the amount of increase in the normal cost amount. The unfunded accrued
liability is being amortized as a level dollar amount using an open period of thirty (30) years.
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COUNTY OF MIDDLESEX, NEW JERSEY

NOTES TO FINANCIAL STATEMENTS — REGULATORY BASIS

FOR THE YEARS ENDED DECEMBER 31, 2008 AND DECEMBER 31, 2007

14) COUNTY-GUARANTEED CAPITAL EQUIPMENT LEASE REVENUE BONDS

AND OTHER ISSUES

2008

The Middlesex County Improvement Authority has outstanding various issues of County Guaranteed
Equipment Lease Revenue Bonds and various other County-Guaranteed Bonds. These Bonds are serviced
through rental payments of the governmental entities that participate in the equipment lease program. In
addition to these bonds being secured by a lien on the pledged property, they are further secured by a full
and unconditional guarantee of the County of Middlesex to pay, when due, the principal of, redemption
premium, if any, and interest on the Bonds. Total outstanding Improvement Authority Equipment Lease
Revenue Bonds and other County-Guaranteed Bonds, guaranteed by the County of Middlesex at December

31, 2008 amounted to $219,930,000, and are listed below:

Capital Equipment Lease Revenue Bonds,
Series 1994
Series 1995
Series 1996
Series 1997
Series 1998
Series 2000
Series 2001
Series 2002
Series 2003
Series 2004
Series 2005
Series 2006
Series 2007
Series 2008

Capital Improvement Revenue Bonds, Series 1996

(County Share)
Open Space Trust Revenue Bonds, Series 2003
Middlesex County Educational Services Comm., Series 1999
Capital Improvement Revenue Bonds, Series 1999
The Meadows at Middlesex Golf Course, Series 1999
Middlesex County Educational Sves. Comm., Series 2000
Middlesex County Educational Sves. Comm., Series 2004 (Ref Bds)
The Meadows at Middlesex Golf Course, Series 2004 (Ref Bonds)
Heldrich Bond Issue, Series 2007
Middlesex County Educational Svcs. Comm., Series 2008
Open Space Refunded Bonds, Series 2008

Original
Issue
Amount

9,915,000
8,495,000
8,635,000
10,460,000
10,210,000
13,515,000
9,755,000
10,290,000
14,740,000
12,370,000
15,705,000
7,985,000
6,285,000
13,100,000

5,965,000
78,765,000
7,455,000
9,535,000
6,500,000
3,895,000
14,010,000
15,265,000
3,000,000
40,000,000
29,545,000

(1) Original issue was $16,170,000 and partially refunded on August 1, 2004.
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n

Bonds
Payable

Dec, 31,2008

10,000
115,000
80,000
265,000
1,380,000
935,000
330,000
305,000
1,420,000
2,635,000
5,980,000
5,105,000
5,410,000
13,100,000

1,665,000
64,600,000
5,585,000
4,850,000
5,010,000
1,015,000
13,560,000
14,130,000
2,900,000
40,000,000
29.545.000

$219,930,000



COUNTY OF MIDDLESEX, NEW JERSEY
NOTES TO FINANCIAL STATEMENTS — REGULATORY BASIS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND DECEMBER 31, 2007

14) COUNTY-GUARANTEED CAPITAL EQUIPMENT LEASE REVENUE BONDS
AND OTHER ISSUES (con’t)

2007

The Middlesex County Improvement Authority has outstanding various issues of County Guaranteed
Equipment Lease Revenue Bonds and various other County-Guaranteed Bonds. These Bonds are serviced
through rental payments of the governmental entities that participate in the equipment lease program. In
addition to these bonds being secured by a lien on the pledged property, they are further secured by a full
and unconditional guarantee of the County of Middlesex to pay, when due, the principal of, redemption
premium, if any, and interest on the Bonds. Total outstanding Improvement Authority Equipment Lease

Revenue Bonds and other County-Guaranteed Bonds, guaranteed by the County of Middlesex at December
31, 2007 amounted to $206,800,000, and are listed below:

Original Bonds
Issue Payable
Amount Dec. 31,2007
Capital Equipment Lease Revenue Bonds,
Series 1993 $ 5,395,000 $15,000
Series 1994 9,915,000 20,000
Series 1995 8,495,000 175,000
Series 1996 8,635,000 80,000
Series 1997 10,460,000 515,000
Series 1998 10,210,000 1,755,000
Series 2000 13,515,000 1,405,000
Series 2001 9,755,000 445,000
Series 2002 10,290,000 385,000
Series 2003 14,740,000 4,260,000
Series 2004 12,370,000 4,795,000
Series 2005 15,705,000 10,190,000
Series 2006 7,985,000 6,985,000
Series 2007 6,285,000 6,285,000
Capital Improvement Revenue Bonds, Series 1996
(County Share) 5,965,000 2,160,000
Open Space Trust Revenue Bonds, Series 1998 30,000,000 19,645,000
Open Space Trust Revenue Bonds, Series 1999 19,295,000 13,660,000
Open Space Trust Revenue Bonds, Series 2003 78,765,000 67,625,000
Middlesex County Educational Services Comm., Series 1999 7,455,000 5,970,000
Capital Improvement Revenue Bonds, Series 1999 9,535,000 5,530,000
The Meadows at Middlesex Golf Course, Series 1999 6,500,000 5,220,000
Middlesex County Educational Svcs. Comm., Series 2000 3,895,000 (1) 1,485,000
Middlesex County Educational Svcs. Comm., Series 2004 (Ref Bds) 14,010,000 (1) 13,675,000
The Meadows at Middlesex Golf Course, Series 2004 (Ref Bonds) 15,265,000 14,520,000
Middlesex County Educational Sves. Comm., Series 2007 20,000,000 20.000.000
$206.800,000

(1) Original issue was $16,170,000 and partially refunded on August 1, 2004,
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COUNTY OF MIDDLESEX, NEW JERSEY
NOTES TO FINANCIAL STATEMENTS — REGULATORY BASIS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND DECEMBER 31, 2007

16) LEASE AGREEMENTS RECEIVABLE

The County reports the following lease agreements within the General Capital Fund balance sheet as at
December 31, 2008 and 2007:

2008 2007 Final
Amount Amount Payment
Lessee Recorded Recorded Date
County of Somerset, NJ $2,006,538 $2,320,228 May 1, 2016
City of New Brunswick, NJ 12,573,069 12.708.069 May 1, 2029

114,579,607 §15.028,297

The County has authorized and entered into a lease agreement receivable with the County of Somerset,
New Jersey in conjunction with the construction of the youth detention center as part of a cost-share
agreement.

The County has authorized and executed a lease agreement with the City of New Brunswick, New Jersey in
connection with the Civic Square II Project.

17} LEASE AGREEMENT - TAMARACK GOLF COURSE

Pursuant to a Lease and Agreement, dated as of April 1, 1996 (the “Lease and Agreement”), between the
Authority and the County, the Autharity has acquired a leasehold interest in the Golf Course for a period of
19 years. The Lease and Agreement provides that the Authority shall be responsible for the operation and
maintenance of the Golf Course and shall be entitled to all revenues and user fees related to the Golf
Course. In addition, the Authority shall have the ability to make alterations, additions and improvements to
the Golf Course (at its own expense). The Lease and Agreement provided that the Authority will pay the
County any Net Profits after Reserves for capital improvements/investments on an annual basis. During
2008 and 2007 the Golf Course has realized net income in the amount of $250,000 and $250,000
respectively, which represents the amount due to the County.,

18) PROJECT ADVANCES/RECEIVABLES

Through the course of its operations and as a facilitator for various projects, the County of Middlesex
participates with various other governmental units and agencies, some which are related parties and under
GAAP, considered component units, by either advancing funds on specific projects or as the lead agency in
the financing for these projects. To the extent the County has advanced funds or issued debt obligations to
finance projects, which participation by the other units or agencies are owed to the County, those
advances/receivables are recorded within the County’s financial statements as receivables, offset by
reserves. None of the receivables are recorded as a component of fund balance. Generally, these
receivables/advances are utilized to offset County debt services payments when the receivables come due,
based upon agreed-upon payback schedules. Project receivables/advances currently recorded included
Civic Square projects, Juvenile Detention Center, Heldrich Center Hotel/Conference Project, the Middlesex
County Improvement Authority (MCIA) and Sayreville Economic Redevelopment Agency (SERA).

The lease agreement between the Somerset County Youth Detention Center and the County of Middlesex
was for an original amount of $5,990,398 with payments beginning in 1999 and final payment in 2016. At
December 31, 2008 the receivable balance to the County of Middlesex from the Somerset County Youth
Detention Center was $3,338,988.

The lease agreement between the City of New Brunswick Civic Square 11 and the County of Middlesex was
for an original amount of $13,068,069 with payments beginning in 2005 and final payment in 2029. At
December 31, 2008 the receivable balance to the County of Middlesex from the City of New Brunswick
Civic Square 1T was $12,573,069. -65-



COUNTY OF MIDDLESEX, NEW JERSEY
NOTES TO FINANCIAL STATEMENTS — REGULATORY BASIS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND DECEMBER 31, 2007

18) PROJECT ADVANCES/RECEIVABLES (cont’d)

The 2008 loan agreement between the MCIA and the County of Middlesex for acquisitions through the
lease purchase financing program was for an original amount of $1,790,881 with payments beginning in
2009 and final payment in 2023. At December 31, 2008 the receivable balance to the County of Middlesex
from the MCIA was $1,790,881.

The loan agreement between the Heldrich Center Hotel Project and the County of Middlesex was for an
original amount of 83,000,000 with payments beginning in 2008 and final payment in 2037. At December
31, 2008 the receivable balance to the County of Middlesex from the Heldrich Center Hotel Project was
$2,900,000. With respect to the Heldrich Center Project, as of June 23, 2009, of which the County holds
Senior Revenue Bonds, Series A only, based upon the lack of timely deposits to certain debt service
reserves required of the trustee agreement, the trustee has issued the Heldrich Center Project a notice of
event of default. The Heldrich Center Project is in the process of reviewing its requirements for compliance

with the trustee agreement based upon the notification. No amount of the County’s fund balance is
impaired based upon this current status.

The loan agreement between the SERA and the County of Middlesex was for an criginal amount of
$11,703,384 with payments beginning in 2009 and final payment in 2011. At December 31, 2008 the
receivable balance to the County of Middlesex from the SERA was $1 1,703,384, Of the SERA Project, the
County is scheduled to receive $8 million in 2009, of which $1,215,664 of the funds was anticipated as
revenue in the 2009 County Budget, $6,722,920 was to be reserved for the payment of BAN’s and the
remaining $61,416 was to be applied to MRNA.

19y HEALTH AND HOSPITALS

The County provides certain medical and health services to residents through the Raritan Bay Mental
Health Center, several health clinics and the Roosevelt Care Center (the “Center”). Effective June 14,
1997, the Board of Chosen Freeholders transferred operation of, including the license to operate the Center,
to the Middlesex County Improvement Authority (“MCIA™). On May 6, 1999, the Board of Chosen
Freeholders adopted a resolution authorizing the transfer of ownership of the Center from the County to the
MCIA. On November 15, 1999, the Board of Chosen Freeholders adopted a resolution affirming the sale
of the Center to the MCIA. Agreements and contracts authorizing the transfer of the lands and buildings
were executed on January 19, 2000 and title of the property was transferred to the MCIA.

The Middlesex County Board of Chosen Freeholders, by way of Resolution 01-340, unanimously voted to
proceed with the construction of a new 180-bed state-of-the-art long-term care County Facility (“County
Facility™) to replace the outdated 100-bed Roosevelt Care Center Annex. In furtherance of Resolution 01-
340, the Middlesex County Board of Chosen Frecholders unanimously adopted a $19 million bond
ordinance number 331 providing for the construction of the new long-term care County Facility. The new
County Facility was substantially completed on January 21, 2005 and a Certificate of Occupancy was
issued. By Resolution 05-527, the MCIA acknowledged substantial completion and acceptance of the new
County facility. The MCIA owns and operates the new County Facility.

The Board of Chosen Freeholder has determined that its 180-bed capacity would not be sufficient to meet
the future long-term care needs of the County. To this end, the Middlesex County Improvement Authority
is proceeding with the design and construction of a second, new 120-bed extended-care facility roughly on
the site presently occupied by the “A™ Wing of the existing Roosevelt Care Center. It is believed that such
a new facility will offer substantial efficiencies of operation and allow for an optimal staff-to-patient ratio,
while, at the same time, maximizing the level of care and quality of life which can be provide for residents.

The historic, original portions of the existing Roosevelt Care Center will now be renovated for use as a
senior residential facility with medical services located on site. It is hoped that this mix of assisted living
and extended-care services create a campus environment, which will allow senior residents to transition
from one level of care to the next, smoothly, and without dislocation or relocation.
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COUNTY OF MIDDLESEX, NEW JERSEY
NOTES TO FINANCIAL STATEMENTS — REGULATORY BASIS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND DECEMBER 31, 2007

20) COMMITMENTS AND CONTINGENCIES

As of the date of this report, the County had litigation pending. This litigation can be generally categorized
as negligence claims, workmen’s compensation, condemnation cases and other miscellaneous cases.
Management’s review of the litigation pending indicates that any judgments rendered against the County
will not have a material adverse impact on the County’s financial position.

As more fully described in Note 12, the County of Middlesex is self-insured for general liability, police
liability, medical malpractice liability, public officials’ liability and property damage to County vehicles
and for Worker’s Compensation with the exception of claims which occurred between April 1, 1998 and
June 2, 2000. The estimated reserve requirement for these claims is set forth in Note 12.

The County participates in a number of federal and state assisted programs that are subject to audit and
adjustment by the respective grantors. The audits of these programs for or including the years ended
December 31, 2008 and 2007 may have not been conducted or completed as of the date of this report.
Grantor agencies reserve the right to conduct additional audits of the County’s grant program for economy,
efficiencies and program results which may result in disallowed costs to the County. However, County
management does not believe such audits would result in any material amounts of disallowed costs.

21) SUBSEQUENT EVENTS

- January 30 -
The County closed on its $44,027,000 General Obligation Bond sale that permanently financed capital
improvements and equipment in and for the County and improvements and equipment for the County
College. The General Obligation Bonds are dated January 15, 2009 and consists of $22,000,000 General
Improvement Bonds, $9,027,000 Redevelopment General Improvement Bonds and $13,000,000 County
Coltege Bonds issued pursuant to County College Bond Act, 1971 N.J. Laws C. 12 as amended.

- April 13 -
The County’s 2009 Budget was adopted.

- May 7 -
The Board of Chosen Freeholders finally adopted a Bond Ordinance for the acquisition of capital
equipment and the undertaking of various 2009 capital improvements at and for facilities of Middlesex
County College; appropriating $2,000,000 therefor and financing such appropriation.

The Board of Chosen Freeholders finally adopted a Bond Ordinance providing for the 2009 general capital
improvements and the acquisition of equipment for the Middlesex County Vocational and Technical High
Schools; appropriating $3,000,000 therefor and authorizing the issuance of $3,000,000 Bonds or Notes of
the County of Middlesex,

- May 21 -
The Board of Chosen Freeholders finally adopted a Bond Ordinance providing for a contribution towards a
redevelopment project (long term care facility) being undertaken in the Township of Old Bridge;
Appropriating $41,160,000 to fund the cost thereof, and authorizing the issuance of $41,160,000 Bonds or
Notes of the County to finance such appropriation.

- June 21 -
The Board of Chosen Freeholders introduced on a first reading a Bond Ordinance providing for various
2009 general capital improvements; Appropriating $59,096,900 therefor and authorizing the issuance of
$56,282,761 Bonds or Notes of the County to finance part of the cost thereof,
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