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MEMORANDUM
TO: Members of the Urban Enterprise Zone Audit Committee & Members of the Urban Enterprise
Zone Authority
FROM: Joseph F. Cirafici, Administrative Analyst (7_~
DATE: April 5, 2017
SUJECT: Fiscal Year 2016 Comprehensive Annual Audit

Attached please find the following:

Final copy of the UEZA Fiscal Year 2016 Audit Report pending Audit Committee Approval;
Auditor’s Fiscal Year 2016 Report to the Audit Committee
Report of Significant Actions — NJ Urban Enterprise Zone Authority FY 2016:

[T NG Jye—

Not Included:

I Audit Committee Meeting Minutes — April 12, 2017 as meeting will immediately precede the
meeting of the full Board

The Audit combined with the UEZ Report of Significant Actions FY 2016 will serve as the
comprehensive report of authority operations required pursuant to EO 37 (Corzine). This report includes
the audited financial statements for the FY ending June 30, 2016, prepared pursuant to Generally
Accepted Accounting Principles for a governmental entity.

Per its procedures, as well as section 9 of Executive Order 122 (McGreevy), the Audit Committee.
prior to the Audit’s release will have reviewed the draft annual financial report. considered the relevancy.
accuracy. and completeness of the information presented and determine whether it would accept the
report at its Audit Committee Meeting held on Wednesday, April 12,2017 at 1:30 am.

At the conclusion of the meeting the Committee will determine whether it accepts the Audit, the
Management Report, the Report of Significant Actions. and the Minutes of the September 29, 2016 Audit
Committee Meeting for recommendation to the Authority, at its next regular meeting, for acceptance.

The next meeting of the New Jersey Urban Enterprise Zone Authority Board is scheduled for
Wednesday, April 12, 2017 at 2pm to consider acceptance of the Audit Committee’s report and 2016
audit.

[ you have any questions or comments, please feel free to contact Sean Thompson. Audit Committee
Chair Designee at 609-292-1716 or me at 609-292-1912.

- JFC:Im
4] . . ) . 3
b ¢: Commissioner Charles A. Richman. DCA
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NEW JERSEY URBAN ENTERPRISE ZONE ASSISTANCE FUND
MANAGEMENT'S DISCUSSION AND ANALYSIS
Year Ended June 30, 2016

This section of the annual financial report of the New Jersey Urban Enterprise Zone Assistance Fund
(the "UEZAF"), a non-major special revenue fund of the State of New Jersey (the "State"), annual
financial report presents management's discussion and analysis of the UEZAF's financial performance
during the fiscal years ended June 30, 2016 and 2015. Please read it in conjunction with the
UEZAF's financial statements and accompanying notes.

FINANCIAL HIGHLIGHTS

Assets - increased $ 45572
Liabilities - increased $ 45 572

OVERVIEW OF THE FINANCIAL STATEMENTS

This annual financial report consists of two parts: Management's Discussion and Analysis (this
section) and the basic financial statements. The UEZAF is a non-major special revenue fund that
receives funding through the State's reduced retail sales tax program (3.5% sales tax). As of June
30, 2016 there were thirty-two (32) zones in thirty-seven (37) qualifying Urban Enterprise Zone,
("UEZ") municipalities in the State. Subsequently, on December 31, 2016, five (5) zones expired in
accordance with the UEZ Act, and effective January 1, 2017, there are 27 zones in 32 municipalities.

FINANCIAL ANALYSIS OF THE NEW JERSEY URBAN ENTERPRISE ZONE ASSISTANCE FUND

Balance Sheets

The table below shows the changes in the balance sheets between the fiscal years ended
June 30, 2016 and 2015. Explanations for significant changes are presented below:

June 30,

Increase/

(Decrease)

2016 2015 2014 2015-2016
Cash $ 704582 $ 420,837 $ 598,296 $ 283,745
Investments 9,663,241 9,596,617 9,887,046 66,624
Due from State 15,282,629 15,687,426 17.942.521 (304,797)
Total Assets $ 25,650,452 $ 25604880 § 28427863 $ 45 572
Due to State $25650.452 $ 25604880 $ 28427863 $ 45 572

Total Liabilities $25650452 3§ 25604880 $ 28427863 $ 45572




NEW JERSEY URBAN ENTERPRISE ZONE ASSISTANCE FUND

MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)
Year Ended June 30, 2016

Balance Sheet (Continued)

Current Assets - Consist of cash and invested funds held for transfer to the State's General Fund.
The current assets are consistent with the prior year.

Current Liabilities - Represent the liability "Due to State" transferable from the UEZAF to the State's
General Fund.

Statements of Revenues, Expenditures and Change in Fund Balance

The report below provides the program activities and change in fund balance of the UEZAF. See
below for explanation of significant changes.

Year Ended June 30,

Increase/

(Decrease)

2016 2015 2014 2015-2016
Sales tax revenues $ 90978918 $ 89507406 $ 94887651 $ 1,471,512
Investment return 23,163 9,246 9,224 13,917
Total revenues 91,002,081 89,516,652 94,896,875 1,485,429

Excess of revenues over

(expenditures) 91,002,081 89,516,652 94,896,875 1,485,429
Transfers to other funds (91,002.081) (89,516,652) (94,896,875) (1,485.429)
Fund balance,end of year $ - % - 3 - % -




NEW JERSEY URBAN ENTERPRISE ZONE ASSISTANCE FUND

MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)
Year Ended June 30, 2016

Statements of Revenues, Expenditures and Change in Fund Balance (Continued)

Revenues - Consists of sales tax revenues. Fiscal year 2016 budget language directed that all
reduced rate sales tax revenues (except the portion dedicated to the Property Tax Relief Fund
("PTRF")) be redirected to the General Fund. UEZs designated pursuant to the UEZ Act (N.J.S.A.
52:27H-60 et seq.) would otherwise have been allocated a portion of the net reduced rate sales taxes
collected, after first transferring funds to the PTRF and UEZAF, in accordance with their 5-year
intervals in their respective initial 20-year life cycles (100%; 67%; 33%, 0%), or 16-year extension if
applicable (100%; 67%; 33%, 0% in year-16) beginning after year-15 of the original
designation. Sales tax revenues increased 1.66% due to a slight increase in the amount of sales tax
collected by the UEZ's during fiscal year 2016. Consequently, the State UEZ Program office is funded
by an allocation in the State Budget.

Transfers to other funds - As of fiscal year 2013 the sales tax revenues generated from the UEZs is
appropriated to the State's General Fund.

Fund balance - As of fiscal year 2013 all funds are transferred to the State General Fund, leaving the
UEZAF fund balance at zero.

Contacting the UEZAF's Financial Management

This financial report is designed to provide New Jersey citizens, taxpayers and legislators with a
general overview of the UEZAF's finances and to demonstrate the UEZAF's accountability for the
appropriations that it receives. If you have questions about this report or need additional information,
contact the New Jersey Urban Enterprise Zone Program at 101 South Broad Street, P.O. Box 822,
Trenton, New Jersey 08625-0822 or visit its website at www.nj.gov/dcalaffiliates/uez/index.shtml.
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INDEPENDENT AUDITORS' REPORT

To the New Jersey Urban Enterprise Zone Authority regarding the
New Jersey Urban Enterprise Zone Assistance Fund

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental
activities of the New Jersey Urban Enterprise Zone Assistance Fund (the "UEZAF"),
as of and for the years ended June 30, 2016 and 2015, and the related notes to
financial statements, which collectively comprise the UEZAF's basic financial
statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

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

Auditors’ Responsibility

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

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

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

LEADING BY EXAMPLE FOR MORE THAN 50 YEARS
P.0O. Box 7648 « Princefon, NJ 08543-7648 « 609.689.9700 » Fax 609.689.9720 « Mercadien.com



INDEPENDENT AUDITORS' REPORT (CONTINUED)
Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the governmental activities of the UEZAF, as of June 30, 2016 and 2015, and the
change in financial position for the years then ended in accordance with accounting principles
generally accepted in the United States of America.

Other Matters
Required Supplementary Information

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

Other Reporting by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated March 30,
2017 on our consideration of the UEZAF's internal control over financial reporting and on our tests of
its compliance with certain provisions of laws, regulations, contracts and grant agreements and other
matters. The purpose of that report is to describe the scope of our testing of internal control over
financial reporting and compliance and the results of that testing, and not to provide an opinion on the
internal control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards in considering the UEZAF's internal
control over financial reporting and compliance.

March 30, 2017



NEW JERSEY URBAN ENTERPRISE ZONE ASSISTANCE FUND
BALANCE SHEETS

June 30,
2016 2015
ASSETS
Cash $ 704,582 $ 420,837
Investments 9,663,241 9,596,617
Due from State 15,282,629 15,587,426
Total Assets $ 25650452 $ 25.604.880
LIABILITIES
Due to State $ 25650452 $ 25,604,880
Total Liabilities $ 25650452 $ 25,604,880

See notes to financial statements.



NEW JERSEY URBAN ENTERPRISE ZONE ASSISTANCE FUND
STATEMENTS OF REVENUES, EXPENDITURES AND CHANGE IN FUND BALANCE

Year Ended June 30,

2016 2015

Revenues
Sales tax revenues $ 90,978,918 $ 89,507,406
Investment return 23.163 9,246
Total revenues 91,002,081 89,516,652
Transfers to other funds (91.002.081) _ (89.516.652)
Change in fund balance - -
Fund balance, beginning of year - -
Fund balance, end of year 3 - % -

See notes to financial statements.



NEW JERSEY URBAN ENTERPRISE ZONE ASSISTANCE FUND
NOTES TO FINANCIAL STATEMENTS

A. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Organization

New Jersey Urban Enterprise Zone Assistance Fund (the "UEZAF"), is a non-major special
revenue fund of the State of New Jersey (the "State"), in accordance with P.L. 1983, c.303.
The purpose of the UEZAF is to concentrate the benefits of the Urban Enterprise Zone ("UEZ")
designation and to provide gradual and geographically balanced introduction of such UEZs.
The law is aimed at encouraging the revitalization of some of the State's most distressed
urban areas with regards to incidence of poverty and unemployment. The revenues of the
UEZAF are generated from a portion of the sales tax revenues of each UEZ, which can be
designated for reinvestment in improvement projects for each of the respective UEZs. At the
end of FY2016, there were thirty-two designated UEZs located within thirty-seven
municipalities throughout the State. As of January 1, 2017, there are twenty seven zones in
thirty two municipalities.

Basis of Accounting
The UEZAF is a non-major special revenue fund of the State. The UEZAF's financial
statements are included in the State of New Jersey's Comprehensive Annual Financial Report
(the "CAFR").

The accompanying financial statements have been prepared in conformity with accounting
principles generally accepted in the United States of America as prescribed by the
Governmental Accounting Standards Board ("GASB").

Cash
Cash consists of cash, money market funds and certain short-term investments with original
maturities of ninety days or less.

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

Revenue Recognition
The UEZAF generates sales tax revenue collected from each of the designated UEZs, which
is recognized when collected by the State from the respective UEZs.

Investments
The UEZAF carries all investments at fair value. Investments consist of deposits with the
State of New Jersey Cash Management Fund ("NJCMF").

Fund Balance - Committed
The fund balance is committed for the purposes outlined in P.L. 1983, ¢.303 (the act that
created the Urban Enterprise Zone Program), which include the undertaking of public
improvements for and payment to qualifying UEZs for capital projects and/or projects that
promote economic activity. There was no committed fund balance at June 30, 2016 and 2015.

Income Taxes
The UEZAF is exempt from all federal and state income taxes.



NEW JERSEY URBAN ENTERPRISE ZONE ASSISTANCE FUND
NOTES TO FINANCIAL STATEMENTS

A. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Due from/to State
The UEZAF collects sales tax revenues from each respective UEZ, net of State administrative
expenses, from the Division of Taxation, these amounts are Due from State. The UEZAF is
also required to reimburse various State agencies for administrative expenses incurred for the
coordination and administration of the UEZAF's programs. At the end of each fiscal year the
UEZAF records a Due to State for transfers that need to be made to each respective agency.

B. CASH

The following is a summary of the UEZAF's cash deposits by financial institution and the amounts
exposed to custodial credit risk at June 30, 2016 and 2015. The UEZAF's deposits are insured by
the Federal Deposit Insurance Corporation (the "FDIC") up to $250,000 for the years ended
June 30, 2016 and 2015, respectively.

June 30, 2016 June 30, 2015
Bank Book Bank Book
Balance Balance Balance Balance
Wells Fargo $ 704582 $ 704582 $ 420837 $ 420837
Total cash balance 704,582 $ 704,582 420,837 $ 420,837

Total collateralized deposits 250,000
Total deposits exposed to

custodial credit risk $ 454 582 $ 170,837
C. INVESTMENTS

250,000

New Jersey statutes permit the deposit of public funds in the NJCMF or in institutions located in
New Jersey that are insured by the FDIC or by any other agencies of the United States that insure
deposits. The NJCMF is a common trust fund administered by the New Jersey Department of the
Treasury, Division of Investment ("Division"). Securities in the NJCMF are insured, registered or
held by the Division or its agent in the NJCMF's name.

Investments are stated at fair market value and consist of deposits in the NJCMF. Original cost
basis and fair market value at June 30, 2016 and 2015, are summarized as follows:

June 30, 2016 June 30, 2015

Fair Fair
Qriginal Cost Market Value Original Cost Market Value
New Jersey Cash Management Fund 9,663,241 9663241 $ 9596617 $ 9,596,617

Fair Value
Fair value is defined as the price that would be received to sell an asset or paid to transfer a
liability in an orderly transaction between market participants and the financial statement
measurement date. The fair value hierarchy categorizes the inputs to valuation technigues
used to measure fair value into three levels as follows:

e Level 1- quoted prices for identical assets or liabilities in active markets that a government
can access at the measurement date.

e Level 2- quoted prices other than those included within Level 1 and other inputs that are
observable for an asset or liability, either directly or indirectly.

e Level 3- pricing inputs are unobservable for the asset and liability and include situations
where there is little, if any market activity for the investment.



NEW JERSEY URBAN ENTERPRISE ZONE ASSISTANCE FUND

NOTES TO FINANCIAL STATEMENTS

C.

INVESTMENTS (CONTINUED)

Fair Value (Continued)
The fair value hierarchy gives the highest priority to Level 1 inputs and the lowest priority to
Level 3. When the fair value of an asset or liability is measured using inputs from more than
one level of the fair value hierarchy, the measurement is considered to be based on the lowest
priority level that is significant to the entire measurement.

The following is a description of the valuation methodology used for the New Jersey Cash
Management Fund, which is the only investment held by the UEZAF.

The State of New Jersey cash management fund is based on published market price on an
inactive market as of the measurement date and is classified as a Level 2 input as summarized
below:

June 30, 2016

Total Level 1 Level 2 Level 3
New Jersey Cash Management Fund $ 9663241 $ -3 9.663.241 %
June 30. 2015
Total Level 1 Level 2 Level 3
New Jersey Cash Management Fund §$ 9,596,617 $ -3 9,596,617 $

Credit Risk and Custodial Credit Risk
The UEZAF does not have a formal policy to limit credit risk or custodial credit risk but is
restricted by the investment policies of the State. For an investment, custodial credit risk is the
risk that, in the event of a bank failure, the UEZAF will not be able to recover the value of its
investments that are in the possession of the bank. The UEZAF's investment in the NJCMF is
excluded from credit risk and custodial credit risk as a pooled investment.

CONCENTRATION OF RISK

The UEZAF maintains cash and pooled investment balances which may exceed federally insured
limits. The UEZAF historically has not experienced any credit-related losses.

TRANSFERS TO OTHER FUNDS

The UEZAF's administrative activities are conducted by various departments and agencies of the
State. The UEZAF reimburses the State for the costs associated with the administration of the
UEZAF's operations. Pursuant to P.L. 1983, ¢.303 and subsequent amendments, the UEZAF
must transfer all earnings on investments to the State. Also included in transfers to other funds for
the years ended June 30, 2016 and 2015, are sales tax revenues appropriated to the State
General Fund, net of State administrative costs. This transfer of sales tax revenues to the State
General Fund was made in accordance with P.L. 2010, c.19.

Transfers to other funds in the statements of revenues, expenditures and change in fund balance
consists of the following:

Year Ended June 30,

2016 2015
Administrative costs $ 685,524 $ 716,388
Investment return 23,163 9,246
Transfer of sales tax revenue to State General Fund 90,293,394 88.791.018
Total transfers to other funds $ 91.002,081 $ 89,516,652

10



NEW JERSEY URBAN ENTERPRISE ZONE ASSISTANCE FUND
NOTES TO FINANCIAL STATEMENTS

F. CHANGE IN ZONE MANAGEMENT

Program Assessment by Independent Consultants

During fiscal year 2011, an assessment of the UEZ Program (the "Program") was performed by
an independent consultant to measure the Program's performance through the creation of jobs
and return on public investment during the period 2002 through 2008. The two significant
conclusions reached by the consultant were that the Program delivered a limited economic
impact on the UEZ economies and that the Program produced a negative return on the State's
investment. As a result of the consultant's report, on February 15, 2011, the Chairperson of the
New Jersey Urban Enterprise Zone Authority, along with the Commissioner of the New Jersey
Department of Community Affairs issued a memorandum to the State Treasurer recommending
that the Program be terminated effective July 1, 2011. The sales tax revenue generated from
the participating UEZs would instead be appropriated to the State General Fund. The State's
fiscal year 2012 budget, as adopted by P.L. 2011, c.85 appropriated the sales tax revenues
collected by the UEZs to the State General Fund effective July 1, 2011, as have all subsequent
budgets to date including fiscal years 2015 and 2016.

Transfer of unexpended balances
The State of New Jersey fiscal year 2016 and 2015 budgets, as adopted by the Legislature,
require that all revenue credited to each account for each UEZ in the UEZAF attributable to
local projects and local costs for administering the UEZ Program be appropriated as revenue to
the State General Fund. Further, the budget language stipulates that the unexpended balances
in the portion of the Fund designated for the State costs of administering the Program be
appropriated as revenue to the State General Fund.

G. SUBSEQUENT EVENTS

As of December 31, 2016, the designation of the first five UEZs expired in accordance with the
UEZ Act: Bridgeton, Camden, Newark, Plainfield and Trenton. Approximately 1,300 businesses
with 38,000 full time and 7,000 part time employees, respectively 18%, 24% and 17% of program
participation on December 31, 2016, were inactivated from the UEZ program. A bill, to extend
these five zones for two years and to make changes for projects that would be funded through
zone assistance funds, was passed by the Legislature but was conditionally vetoed by the
Governor, preserving only the provision for a program study to determine necessary changes.

11
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS
BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the New Jersey Urban Enterprise Zone Authority regarding the
New Jersey Urban Enterprise Zone Assistance Fund

We have audited in accordance with auditing standards generally accepted in the
United States of America and the standards applicable to financial audits contained
in Government Auditing Standards, issued by the Comptroller General of the United
States, the financial statements of the governmental activities of New Jersey Urban
Enterprise Zone Assistance Fund (the "UEZAF"), as of and for the year ended
June 30, 2016, and the related notes to the financial statements, which collectively
comprise the UEZAF's basic financial statements, and have issued our report
thereon dated March 30, 2017.

Internal Control Over Financial Reporting

In planning and performing our audit of the basic financial statements, we
considered the UEZAF's internal control over financial reporting (internal control) to
determine the audit procedures that are appropriate in the circumstances for the
purpose of expressing our opinion on the financial statements, but not for the
purpose of expressing an opinion on the effectiveness of the UEZAF's internal
control. Accordingly, we do not express an opinion on the effectiveness of the
UEZAF's internal control.

A deficiency in internal control exists when the design or operation of a control does
not allow management or employees, in the normal course of performing their
assigned functions, to prevent, or detect and correct, misstatements on a timely
basis. A material weakness is a deficiency, or combination of deficiencies, in
internal control, such that there is a reasonable possibility that a material
misstatement of the entity's financial statements will not be prevented, or detected
and corrected on a timely basis. A significant deficiency is a deficiency, or a
combination of deficiencies, in internal control that is less severe than a material
weakness, yet important enough to merit attention by those charged with
governance.

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

12
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL
STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS
(CONTINUED)

Compliance and Other Matters

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

Purpose of this Report

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

Cortified Publee rHocawntonts

March 30, 2017
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New Jersey Urban Enterprise
Zone Assistance Fund

2016 Audit Results
March 30, 2017

This report is intended solely for the information and use of the Audit
Committee and management and is not intended to be and should not be
used by anyone other than these specified parties.
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* Executive Summary.
* Financial Statements.
* Appendices:
—Required Communications.

—Management Representation Letter.
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Executive Summary

Audit Status:
Substantially complete.
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Corrected and Uncorrected
Misstatements

» Corrected misstatements:

— There were no audit adjustments made to the original trial
balance.

* Uncorrected misstatements:
— There were no unrecorded audit adjustments.
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Independent Auditors’ Report
on the Financial Statements

* Auditors’ Opinion:
—Unmodified opinion on the financial statements.
—Reports on years ended 6/30/2016 and 6/30/2015.
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Reporting Required by GAS

EUEE I RO T B BT B R U W e I S S e R

* No findings:
—Internal control over financial reporting.

—Noncompliance with laws, regulations. contracts
and grant agreements.
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Balance Sheets

June 30
2016 2015
ASSETS
Cash $ 704582 $ 420,837
Investments 8,663,241 9,596,617
Due from State 15,282,629 15,587,426
Total Assets $ 25650452 $ 25,604,880
LIABILITIES
Due to State $ 25650452 $ 25.604.880
Total Liabilities $ 25650452 $ 25604,880
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Balance

Revenues
Sales tax revenues
Investment return
Total revenues
Transfers to other funds
Change in fund balance
Fund balance, beginning of year

Fund balance, end of year

Statements of Revenues,
Expenses, and Changes in Fund

Year Ended June 30
2016 2015

$ 90,978,918 $ 89,507,406
23,163 9.246

91,002,081 89,516,652

(91.002,081) _ (89,516,652)
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Our Compass

Core Values

Mercadien pledges to be accountable and guided by these core values that we use as our
compass. Core values are the essential and enduring principles that are integral to our
success. These values form the foundation of our work, how we interact with one another, and
which strategies we employ to accomplish our efforts. We define leadership as embracing
these core values and having the courage to act on them on behalf of our families, our firm,
ourselves, our clients, colleagues and community.

* Integrity — conducting our affairs honestly and ethically and doing what's right, regardless of
the cost or consequence.

+ Excellence - striving to be the best in everything we do, being a part of something special,
and enabling ourselves and others to reach the highest potential.

* Responsibility — being accountable for the success, development and improvement of our
families, our firm, ourselves, our clients, colleagues and community.

+ Creativity — embracing change and continually seeking out and developing innovative ways
to serve our families, our firm, ourselves, our clients, colleagues and community, recognizing
that failure is an integral part of success.

* Respect — appreciating, understanding and supporting ourselves and others, our
colleagues, our clients and community.
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Contact Information

MERCADIEN, P.C., CERTIFIED PUBLIC ACCOUNTANTS
P.O. BOX 7648
PRINCETON, NJ 08543-7648

WARREN A. BROUDY, CPA, RMA, CGFM, CGMA, PSA
PRINCIPAL

(609) 689-9700 / WBROUDY@MERCADIEN.COM

JILL ANN MURPHY, CPA, CGFM, CGMA, PSA
DIRECTOR

(609) 689-2375 /| JMURPHY@MERCADIEN.COM
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Appendix A

* Required Auditor Communications.
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Required Communications

Our Responsibility with Regard Our responsibilities under auditing standards generally

to the Financial Statement Audit  accepted in the United States of America, and the
standards applicable to Government Auditing Standards,
issued by the Comptroller General of the United States,
have been described in arrangement letter dated June
30, 2016.

Overview of the Planned Scope We have issued a separate communication regarding the

and Timing planned scope and timing of our audit and have
discussed with you our identification of, and planned audit
response to, significant risks of material misstatement.
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Practices

Preferability

Adoption or Change in
Accounting Policies

Accounting Policies and

Under generally accepted accounting principles, in certain
circumstances, management may select among alternative
accounting practices. We did not discuss with management
any alternative treatments within generally accepted
accounting principles for accounting policies and practices
related to material items during the current audit.

Management has the ultimate responsibility for the
appropriateness of the accounting policies used by the
UEZAF.

No significant new accounting policies adopted nor changes
in existing significant accounting policies. During fiscal year
ended June 30, 2016, the UEZAF adopted GASB 72, Fair
Value Measurement and Application, which provides
guidance for determining fair value measurement for
financial statement reporting purposes. The UEZAF holds
New Jersey Cash Management Funds which are
considered investments that are measured at fair value,
which are considered level 2 inputs (quoted prices in active
markets).

m\/l ERCAIEN
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Accounting Policies and
Practices

Significant or Unusual No significant or unusual transactions or significant

Transactions accounting policies in controversial or emerging areas
for which there is a lack of authoritative guidance or
consensus.

Management'’s Judgments There were no significant estimates included in the
and Accounting Estimates financial statements.
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Disagreements with
Management

Consultations with Other
Accountants

Significant Issues Discussed
with Management

Significant Difficulties
Encountered in Performing
the Audit

Other Required
Communications

We encountered no disagreements with management over
the application of significant accounting principles, the
basis for management's judgments on any significant
matters, the scope of the audit, or significant disclosures to
be included in the financial statements.

We are not aware of any consultations management had
with other accountants about accounting or auditing
matters.

No significant issues arising from the audit were discussed
with or the subject of correspondence with management.

We did not encounter any significant difficulties in dealing
with management during the audit.
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Other Required
Communications

Letter Communicating Material No material weaknesses noted.
Weaknesses in Internal Control
over Financial Reporting

Certain Written Communications Copies of certain written communications

Between Management and Our between our firm and the management of the

Firm entity, including the draft representation letter to
be provided to us by management, are attached
as Appendix B.
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* Representation Letter.
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State of et Jersep

UrBAN ENTERPRISE ZONE AUTHORITY

CHRis CHRISTIE 101 SoutrH BROAD STREET

PO Box 822
Governor 2

1sT FLoOR cm}ﬂ;ﬁfﬁ;;ﬁiﬁmm
KiM Guabacno TrRENTON, NJ 08625-0822

Lt. Governor

March 30. 2017

Mercadicen, P.C. Certified Public Accountants
PO Box 7648
Princeton, NJ 08543-7648

This representation letter is provided in connection with your audits of the basic financial
statements of New Jersey Urban Enterprise Zone Assistance Fund (the “*UEZAF™) as of and for
the years ended June 30, 2016 and 2015, for the purpose of expressing an opinion on whether the
linancial statements are presented fairly, in all material respects, in accordance with accounting
principles generally accepted in the United States of America ("U.S. GAAP™).

We confirm, to the best of our knowledge and belief, that as of the date of this letter:
Financial Statements
1. We have fulfilled our responsibilitics, as set out in the terms of the audit engagement lctter

dated June 30, 2016, for the preparation and fair presentation of the financial statements
referred to above in accordance with U.S. GAAP.

o

We acknowledge our responsibility for the design, implementation and maintenance of
internal control relevant to the preparation and fair presentation of financial statements that
are free from material misstatement, whether due to fraud or erTor.

3. We acknowledge our responsibility for the design, implementation and maintenance of
internal control to prevent and detect fraud.

4. Significant assumptions used by us in making accounting estimates, including those
measured at fair value, are reasonable and reflect our judgment based on our knowledge and
experience about past and current events, and our assumptions about conditions we expect to
exist and courses of action we expect to take.

5. Related-party transactions, including those with the State of New Jersey having
accountability for the UEZAF have been recorded in accordance with the economic
substance of the transaction and appropriately accounted for and disclosed in accordance
with the requirements of U.S. GAAP.

6. All events subsequent to the date of the financial statements, and for which U.S. GAAP
requires adjustment or disclosure, have been adjusted or disclosed.

7. The effects of all known actual or possible litigation and claims have been accounted for and
disclosed in accordance with U.S. GAAP.
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8. There are no unasserted claims or assessments that our lawyer has advised us are probable of
assertion and must be disclosed in accordance with the Contingencies Topic of the FASB
Accounting Standards Codification and/or GASB Statement No. 10,

9. We have no direct or indirect, legal or moral obligation for any debt of any organization,
public or private that is not disclosed in the financial statement.

10. We have complied with all aspects of contractual agreements that would have a material
effect on the financial statements in the cvent of noncompliance. In connection therewith, we
specifically represent that we are responsible for determining that we are not subject to the
requirements of the Single Audit Act and State of New Jersey, Policy Circular 15-08-OMB.
Single Audit Policy for Recipients of Federal Grants, State Grants and State Aid because we
have not received, expended or otherwise been the beneficiary of the required amount of
federal awards during the period of this audit.

1. We have no knowledge of any uncorrected misstatements in the financial statements.
Information Provided
12. We have provided you with:
a. Access 1o all information of which we are aware that is relevant to the preparation and
fair presentation of the financial statements such as records, documentation and other

matters.

b.  Additional information that you have requested from us for the purpose of the audit.

2]

Unrestricted access to persons within the entity from whom you determined it necessary
to obtain audit evidence.

d. Minutes of the meetings of the governing board and committees, or summaries of actions
of recent meetings for which minutes have not yet been prepared.

I3. All transactions have been recorded in the accounting records and are reflected in the
financial statements,

14. We have disclosed to you the results of our assessment of risk that the financial statements
may be materially misstated as a result of fraud.

15. We have no knowledge of allegations of fraud or suspected fraud affecting the entity’s
financial statements involving:

a. Management.
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b. Employees who have significant roles in internal control.

¢. Others where the fraud could have a material effect on the financial statements.

. We have no knowledge of any allegations of fraud or suspected fraud affecting the entity’s

financial statements received in communications from employees. former employees,
analysts, regulators, short sellers or others.

- We have no knowledge of noncompliance or suspected noncompliance with laws and

regulations whose effects were considered when preparing financial statements.

. We are not aware of any pending or threatened litigation and claims whose effects should be

considered when preparing the financial statements.

- We have disclosed to you the identity of the entity’s related parties and all the related-party

relationships and transactions of which we are aware.

- We are aware of no significant deficiencies. including material weaknesses. in the design or

operation of internal controls that could adversely affect the Fund’s ability to record, process.
summarize and report financial data.

- We arc aware of no communications from regulatory agencies concerning noncompliance

with, or deficiencies in, financial reporting practices.

- At this time the carrying value or classification of assets will decrease in 2017, due to the

expiration of five zones and the elimination of their sales tax revenues from the program.

Supplementary Information

23.

24,

With respect to required supplementary information presented in relation to the financial
statements as a whole:

a. We acknowledge our responsibility for the presentation of such information.

b. We believe such information, including its form and content, is fairly presented in
accordance with U.S. GAAP.

¢. The methods of measurement or presentation have not changed from those used in the
prior period.

During the course of your audit, you may have accumulated records containing data that
should be reflected in our books and records. All such data have been so reflected.
Accordingly, copies of such records in your possession are no longer needed by us.
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Compliance Considerations

In connection with your audit conducted in accordance with Government Auditing Standards, we
confirm that management:

(¥ S

6.

Is responsible for the preparation and fair presentation of the financial statements in
accordance with the applicable financial reporting framework.

Is responsible for compliance with the laws. regulations and provisions of contracts and grant
agreements applicable to the auditee.

Has identified and disclosed to the auditor all instances that have occurred, or are likely to
have occurred, of fraud and noncompliance with provisions of laws and regulations that have
a material effect on the financial statements or other financial data significant to the audit
objectives, and any other instances that warrant the attention of those charged with
governance.

Has identified and disclosed to the auditor all instances that have occurred, or are likely to
have occurred, of noncompliance with provisions of contracts and grant agreements that have
a material effect on the determination of financial statement amounts.

Has identified and disclosed to the auditor all instances that have occurred, or are likely to
have occurred, of abuse that could be quantitatively or qualitatively material to the financial
statements.

Is responsible for the design, implementation and maintenance of internal control relevant to
the preparation and fair presentation of financial statements that are free from material

misstatement, whether due to fraud or error.

Acknowledges its responsibility for the design. implementation and maintenance of internal
controls to prevent and detect fraud.

Has taken timely and appropriate steps to remedy fraud; noncompliance with provisions of
laws, regulations, contracts and grant agreements, or abuse that the auditor reports.

Has a process to track the status of audit findings and recommendations.

- Has identified for the auditor previous audits, attestation engagements and other studies

related to the audit objectives and whether related recommendations have been i mplemented.

- Has provided views on the auditors’ reported findings, conclusions and recommendations, as

well as management’s planned corrective actions, for the report.
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12. Acknowledges its responsibilities as
including a statement that it assum
services by designating an indiv

13. Charles A. Richman. who has sufficient skills.

it relates to non-audit services performed by the auditor.
es all management responsibilities; that it oversees the
idual, preferably within senior management, wh
suitable skill, knowledge or experience; that it evaluates the adequacy
services performed; and that it accepts responsibility for the results of the services

knowledge, and experience: has
reviewed and approved, and we take full responsibility for the financial statements and

related notes and acknowledge the auditor’s role in the preparation of this information.

Very truly yours,

NEW JERSEY URBAN ENTERPRISE ZONE ASSISTANCE FUND

~
Charles A. Richman
Audit Committee Chair

Urban Enterprise Zone Authority Representation Letter [Type text]
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REPORT OF SIGNIFICANT ACTIONS FOR FiscAL YEAR 2016:

NEew JERSEY URBAN ENTERPRISE ZONE AUTHORITY
In accordance with EO 37

During the Fiscal Year ended June 30, 2016, the New lJersey Urban Enterprise Zone Authority
completed the following:

e The UEZ program operates a fully on-line UEZ applications processing system covering
all three stages of participation: Initial Certification, Annual Reports and triennial
Recertifications, with all related client notification communications by e-mail.

e To support collections of delinquent taxes by Treasury and improve opportunities for
firms to clear those delinquencies, “Conditional Approval” of Recertifications and
Annual Reports was extended from 90-days to six-months. This was at the request of
the Division of Taxation.

e To simplify retail tax filings, reduced rate retail sales tax certificates have been
conformed to whole calendar months, eliminating the burden of dual filing in first and
last month of participation in the UEZ program. This was at the request of the Division of
Revenue.

e As the national economy slowly recovered in FY2016, impacting New Jersey businesses,
recertifying firms that were not then able to satisfy the employment requirements of
the UEZ Program could request and be considered for a 6-month Extension to comply.
Firms whose Extensions expire without satisfying the employment requirements are
inactivated and advised they may apply for a new Certification after waiting six months
from their inactivation date. This action was taken to reinforce the local hire and
employment requirements of the program. During FISCAL YEAR 2016, 45 Extensions
were granted, 29 were satisfied and 43 were Inactivated, decreasing affected firms from
an opening balance of 31 to 4 firms at 06/30/2016.

e Responsibility for all Zone Assistance Projects, remaining project funds and local ethics
compliance was transferred to the respective municipalities pursuant to the Fiscal Year
2012 State Budget and continues as such. FISCAL YEAR 2016 Budget Language provides
that all revenues credited to the Zone Assistance Funds and the unexpended balances
designated for the State costs for UEZ Administration “...is appropriated as revenue to
the General Fund.”

e Granted Certification to 971 new firms into the program, representing 10,343 full time
jobs attracted or retained (jobs data are not audited or verified and are derived from
voluntary self-reporting). Annual Reports for 3,784 other firms and Recertifications
(triennial) for 2,241 firms were approved. At the end of FISCAL YEAR 2016, there were
6,967 active firms employing over 154,000 full time and 39,000 part time.



° No new legislation concerning the UEZ Program was signed into law. However,
subsequent to the end of FY2016, two significant bills were passed by the Legislature
and Conditionally Vetoed by the Governor:

® A2576/51080 would have extended the program for 10 years for each of the
existing 32 zones. Passed 6/30/2016; CV received 9/8/2016

* A4189/S2670 would have extended just the five zones (Bridgeton, Camden,
Newark, Plainfield and Trenton) expiring on 12/31/2016 for two years and
require a review and analysis of the Urban Enterprise Zone program. Passed
12/16/2016; CV 2/13/2017

® A clean audit report of the financial statements for the NJUEZA for the Fiscal Year
ending June 30, 2016 completed by Mercadien, P.C. Certified Public Accountants
and an exit conference concluded with DCA management on April 12, 2017.

The New Jersey Urban Enterprise Zone certifies that during Fiscal Year 2016, to the best
of our knowledge, information and belief, the New Jersey Urban Enterprise Zone Authority has
followed all of the authority's standards, procedures, and internal control, except as otherwise
presented in the State Auditor's Report of the Department of Community Affairs, Urban
Enterprise Zone Program for the period July 1, 2002 to September 16, 2009, and released as of
April 15, 2010, available at:

http://www.nileg.state‘ni.us/legistativepub/Auditor/82658.pdf.

The Board of the Urban Enterprise Zone Authority approved this report at its July 12, 2017
meeting.

A copy of this Report of Significant Actions for Fiscal Year 2016 is being forwarded to the
Governor’s Authorities Unit with the minutes to the July 12, 2017 meeting, and will be posted
on the Urban Enterprise Zone Authority’s website.
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NEW JERSEY URBAN ENTERPRISE ZONE

AUTHORITY MEETINGS

NJEDA

TRENTON, NEW JERSEY

CALENDAR YEAR 2018

JANUARY 10, 2018

APRIL 11,2018

JULY 11, 2018

OCTOBER 10,2018

ALL PUBLIC MEETINGS BEGIN AT 2:00 PM




