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INDEPENDENT AUDITORS’ REPORT

To the Honorable County Executive,
Honorable County Comptroller, and
Members of the County Legislature
County of Erie, New York

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, the discretely presented component unit, each major fund, and the aggregate remaining fund
information of the County of Erie, New York (the “County”), as of and for the year ended December 31,
2005, which collectively comprise the County’s basic financial statements as listed in the table of
contents. These financial statements are the responsibility of the County’s management. Our
responsibility is to express an opinion on these financial statements based on our audit. We did not audit
the financial statements of the Erie Community College Foundation, Inc., and the Auxiliary Services
Corporation of Erie Community College, Inc., which are shown as aggregate discretely presented
component units. We did not audit the financial statements of the Erie County Fiscal Stability Authority,
which represent 2.5% and 16.3%, respectively, of the assets and revenues of the governmental activities.
Additionally, we did not audit the financial statements of ECMC Lifeline Foundation, Inc. or Research for
Health in Erie County, Inc., which in total represents 1.4% and less than 1%, respectively, of the assets
and revenues of the Erie County Medical Center Corporation, a discretely presented component unit.
Those financial statements were audited by other auditors whose reports thereon have been furnished to
us and our opinion insofar as it relates to amounts included for those aggregate discretely presented
component units, is based solely on the reports of the other auditors.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the respective financial statements are free of material misstatement. An audit includes
consideration of internal control over financial reporting as a basis for designing audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the County’s internal control over financial reporting. Accordingly, we express no such opinion. An audit
also includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audit and the reports
of other auditors provide a reasonable basis for our opinion.

In our opinion, based on our audit and the reports of other auditors, the financial statements referred to
above present fairly, in all material respects, the respective financial position of the governmental
activities, the business-type activities, the discretely presented component units, each major fund, and the .
aggregate remaining fund information of the County as of December 31, 2005, and the respective changes
in financial position and respective cash flows, where applicable, thereof and the respective budgetary
comparison for the General Fund for the year then ended in conformity with accounting principles
generally accepted in the United States of America.

Member of
Deloitte Touche Tohmatsu



As discussed in Note XIX, in recent years the County has experienced severe financial difficulties
including substantial recurring operating deficits and diminished debt ratings when accessing the public
credit markets. The plans of County management with regard to these matters are also described in

Note XIX. The financial statements do not include any adjustments that might result from the outcome of
this uncertainty.

The Management’s Discussion and Analysis as listed on pages 3 to 12 is not a required part of the basic
financial statements but is supplementary information required by the Governmental Accounting
Standards Board. This supplementary information is the responsibility of the County’s management. We
have applied certain limited procedures, which consisted principally of inquiries of management
regarding the methods of measurement and presentation of the supplementary information. However, we
did not audit the information and express no opinion on it.

Wofma/

August 19, 2006



COUNTY OF ERIE, NEW YORK
MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2005

This section of the County of Erie, New York’s (the “County”) Basic Financial Statements and Management’s
Discussion and Analysis presents a discussion and analysis of the County’s financial performance during the fiscal
year ended December 31, 2005, and incorporates December 31, 2004, for comparative analysis purposes. Please
read it in conjunction with the County’s basic financial statements following this section. All amounts in this
Management’s Discussion and Analysis, unless otherwise indicated, are expressed in thousands of dollars.

FINANCIAL HIGHLIGHTS

= The assets of the County exceeded liabilities at the close of the 2005 fiscal year by $56,572 (net assets).
This consists of $101,205 restricted for specific purposes (restricted net assets), $429,411 invested in
capital assets, net of related debt, and deficit unrestricted net assets of $474,044, at December 31, 2005.

» The government’s total net assets decreased by $120,903. Governmental activities decreased the County’s
net assets by $121,338. Business type activities increased the County’s net assets by $435.

» As of December 31, 2005, the County’s governmental funds reported combined fund balances of
$158,566, a decrease of $6,595 in comparison with the prior year. Approximately 53% of the total
combined governmental funds fund balance, $83,803, is available to meet the County’s current and future
needs (unreserved fund balance).

= At the end of the fiscal year, unreserved fund balance for the general fund was $7,323 (51%) of the total
general fund balance. Total designated general fund balance at December 31, 2005 was $2,676.

* The County’s total bonded debt increased by $121,486 or 18% during the current fiscal yeaf.

OVERVIEW OF THE FINANCIAL STATEMENTS

This report consists of two parts — Management’s Discussion and Analysis (this section) and the Basic Financial
Statements.

Basic Financial Statements

Government-Wide Financial Statements are two statements designed to provide readers with a broad overview of
County finances, in a manner similar to a private-sector business.

The statement of net assets presents information on all County assets and liabilities, with the difference between the
two reported as net assets. Over time, increases or decreases in net assets may serve as a useful indicator of whether
the financial position of the County is improving or deteriorating.

The statement of activities presents information showing how net assets changed during the most recent fiscal year.
All changes in net assets are reported as soon as the underlying event giving rise to the change occurs, regardless of
the timing of related cash flows. Thus, revenues and expenses are reported in this statement for some items that will
result in cash flows in future fiscal periods (e.g., uncollected taxes and earned but unused vacation leave).



COUNTY OF ERIE, NEW YORK
MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2005

OVERVIEW OF THE FINANCIAL STATEMENTS (Continued)

Both of these government-wide financial statements distinguish functions of the County that are principally
supported by taxes and intergovernmental revenues (governmental activities) from other functions that are intended
to recover all or in part a portion of their costs through user fees and charges (business-type activities). The
governmental activities of the County include general government, public safety, health, transportation, economic
assistance and opportunity, culture and recreation, education, and home and community services. The business-type
activities of the County include Erie Community College (“College”) and the Utilities Aggregation Fund.

On July 12, 2005, the Governor of the State of New York signed legislation creating the Erie County Fiscal
Stability Authority (“ECFSA”). The ECFSA began its work during 2005 in an advisory role and provides the
County with financial oversight while giving local lenders the ability to improve the County’s fiscal condition
without further State intervention. The ECFSA is included as a governmental activity in the government-wide
financial statements.

The government-wide financial statements include not only the County itself (known as the primary government)
but also the legally separate Buffalo and Erie County Public Library (the “Library”), Erie County Medical Center
Corporation (the “ECMCC”) and other component units. Financial information for these component units of the
County is reported separately from the financial information presented for the primary government itself. The
Library does not issue separate financial statements.

Fund financial statements are groupings of related accounts that are used to maintain control over resources that
have been segregated for specific activities or objectives. The County, like other state and local governments, uses
fund accounting to ensure and demonstrate finance-related legal compliance. All funds of the County can be
d1v1ded into three categories: governmental funds, proprietary funds, and fiduciary funds.

Governmental funds are used to account for essentially the same functions reported as governmental activities in
the government-wide financial statements. However, unlike the government-wide financial statements,
governmental funds financial statements focus on near-term inflows and outflows of spendable resources, as well
as on balances of spendable resources available at the end of the fiscal year. Such information may be useful in
evaluating a county’s near-term financing requirements.

Because the focus of governmental funds is narrower than that of the government-wide financial statements, it is
useful to compare the information presented for governmental funds with similar information presented for
governmental activities in the government-wide financial statements. By doing so, readers may better understand
the long-term impact of the government’s near-term financing decisions. Both the governmental funds balance
sheet and the governmental funds statement of revenues, expenditures and changes in fund balances provide a
reconciliation to facilitate this comparison between governmental funds and governmental activities.

The County maintains fourteen individual governmental funds. Additionally, the County reports the activities of its
blended component units within its governmental funds. Information is presented separately in the governmental
funds balance sheet and in the governmental funds statement of revenues, expenditures and changes in fund
balances for the General Fund and ECFSA blended component unit (reported as a major special revenue fund).
Data from the other governmental funds and blended component units are combined into a single, aggregated
presentation.



COUNTY OF ERIE, NEW YORK
MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2005

OVERVIEW OF THE FINANCIAL STATEMENTS (Concluded)

The County adopts an annual appropriated budget for its General Fund. A budgetary comparison statement has
been provided for the General Fund.

2005 was a particularly difficult year for the County. The original general fund budget contained a 1% sales tax
increase that was not ultimately authorized. That triggered a series of events in February and March, including the
elimination of over 1,000 jobs and an annualized decrease in the general fund budget of approximately $80,000.
Later the general fund budget as adjusted was determined, by a report issued by the New York State Comptroller’s
Office, to still be out-of-balance. This report resulted in the State imposing the ECFSA with various powers to
assist the County in addressing its financial difficulties. The EFSCA requires a balanced budget every year along
with a four-year plan detailing the fiscal issues the County will be facing and how they will be addressed. The Erie
County Tobacco Asset Securitization Corporation, (a blended component unit of the County) issued over $318,000
in Tobacco Settlement Asset-Backed Bonds to advance refund $239,000 in Series 2000A bonds in August 2005.
This transaction resulted in $90,200 in funds being transferred to the County’s General Fund. In addition the
County imposed a .25% sales tax effective July 1, 2005. All of these events resulted in the County ending 2005
with a small surplus instead of the deficits projected.

Proprietary funds — The County maintains one type of proprietary fund. Enterprise funds are used to report the
same functions presented as business-type activities in the government-wide financial statements. The County uses
enterprise funds to account for the College and the Utilities Aggregation Fund, which is used to account for the
bulk purchase and resale of gas, oil, and electric utilities.

Proprietary funds provide the same type of information as the government-wide financial statements, only in more
detail. The College is considered to be a major proprietary fund of the County.

Fiduciary funds are used to account for resources held for the benefit of parties outside the government. Fiduciary
funds are not reflected in the government-wide financial statements because the resources of those funds are not
available to support the County’s own programs. The County has one fiduciary fund, the Agency Fund, which is
used to account for funds held by the County as agent for employee withholdings, guarantee and bid deposits, court
funds, monies due to other governments, and other miscellaneous items. The accounting used for fiduciary funds is
much like that used for proprietary funds.

Notes to the Basic Financial Statements provide additional information that is essential to a full understanding of
the data provided in the government-wide and fund financial statements.



COUNTY OF ERIE, NEW YORK
MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2005

GOVERNMENT-WIDE FINANCIAL ANALYSIS

As noted earlier, net assets may serve, over time, as a useful indicator of a government’s financial position. In the
case of the County, assets exceeded liabilities by $56,572 at the close of the most recent fiscal year.

Summary of Erie County’s Net Assets

Governmental Business-type
Activities Activities Total
2005 2004 2005 2004 2005 2004

Current and other assets $ 526,105 530,898 $ 41,069 $ 32,050 $ 567,174 $ 562,948
Capital Assets 809,324 811,204 6,775 6,670 816,099 817,874

Total assets 1,335,429 1,342,102 47,844 38,720 1,383,273 1,380,822
Long-term liabilities 915,991 790,810 6,386 6,125 922,377 796,935
Other liabilities 376,400 386,916 27,924 19,496 404,324 406,412

Total liabilities 1,292,391 1,177,726 34,310 25,621 1,326,701 1,203,347
Net assets:
Invested in capital assets, net of

related debt 422,636 453,359 6,775 6,670 429,411 460,029

Restricted 101,205 118,461 101,205 118,461
Unrestricted (480,803) (407,444) 6,759 6,429 (474,044) (401,015)

Total net assets $ 43,038 164,376 $ 13,534 § 13,099 § 56,672 $ 177,475

A significant portion of the County’s net assets, at December 31, 2005, $429,411, reflects its investment in capital
assets (e.g., land, buildings, improvements, infrastructure, and equipment), less any related debt used to acquire
those assets that is still outstanding and any unspent proceeds from bond issues. The County uses these capital
assets to provide services to citizens; consequently, these assets are not available for future spending. Although the
County’s investment in its capital assets is reported net of related debt, it should be noted that the resources needed
to repay this debt must be provided from other sources, since the capital assets themselves cannot be used to
liquidate these liabilities.

An additional portion of the County’s net assets, $101,205, represents resources that are subject to exteral
restrictions on how they may be used.

The remaining and largest component of the County’s net assets, a deficit of $474,044, represents unrestricted net
assets which reflect all liabilities that are not related to the County’s capital assets and which are not expected to be
repaid from restricted resources. Long-term liabilities are typically funded annually in the funds with revenues of
that year. The ETASC Tobacco Settlement Asset-Backed bonds contributed greatly to this deficit as these bonds
were issued to be paid back with future tobacco proceeds which will be received annually over the next fifty-years.
Consequently no asset nor receivable were booked to offset the liability.

At the end of the current fiscal year, the County is able to report positive balances in two of the three categories of
net assets for the County as a whole, and both categories for its business-type activities. Governmental activities has
an unrestricted net asset deficit of $480,803 at December 31, 2005.

The County’s net assets decreased by $120,903 during the current fiscal year which is further explained in the next
section.




COUNTY OF ERIE, NEW YORK
MANAGEMENT’S DISCUSSION AND ANALYSIS

DECEMBER 31, 2005

GOVERNMENT-WIDE FINANCIAL ANALYSIS (Continued)

The following table indicates the changes in net assets for governmental and business-type activities:

Summary of Erie County’s Changes in Net Assets

Revenues:
Program revenues
Charges for services
Operating grants and
contributions
Capital grants and
contributions
General revenues
Property taxes
Sales taxes
State and local appropriations
Non-operating revenue
Interest earnings not
restricted to specific
programs
Unrestricted interest earnings
Miscellaneous and other

Total revenues

Expenses:
General government
Public safety
Health
Transportation
Economic assistance
and opportunity
Culture and recreation
Education
Home and community service
Interest and Fiscal Charges
Medical Center
College
Utilities Aggregation

Total expenses

Excess (deficiency)
before transfers

Transfers

Change in net assets
Net assets - beginning

Net assets - ending

Governmental Business-type
Activities Activities Total
2005 2004 2005 2004 2005 2004
$ 69,694 $ 75,544 § 75,344 § 60,7256 % 145,038 § 136,269
418,677 ‘411,334 30,135 27,857 448,812 439,191
5,421 12,962 5,421 12,962
172,741 157,440 172,741 157,440
292,275 270,860 292,275 270,860
25,815 26,089 25,815 26,089
104 1,235 104 1,235
4,760 2,885 403 201 5,163 3,086
7,793 60,276 7,793 60,276
971,465 992,536 131,697 114,872 1,103,162 1,107,408
124,393 146,767 124,393 146,767
118,692 123,046 118,692 123,046
80,468 97,512 80,468 97,512
61,850 55,014 61,850 55,014
525,492 607,721 525,492 607,721
20,030 37,374 20,030 37,374
62,870 57,304 62,870 57,304
44,792 43,121 44,792 43,121
38,797 34,630 38,797 34,630
1,847 1,847
96,750 91,388 96,750 91,388
49,656 38,051 49,656 38,051
1,077,384 1,202,489 146,406 131,286 1,223,790 1,333,775
(105,919) (209,953) (14,709) ' (16,414) (120,628) (226,367)
(15,419) 13,291 15,144 (13,477) (275) (186)
(121,338) (196,662) 435 (29,891) (120,903) (226,553)
164,376 361,038 13,099 42,990 177,475 404,028
$ 43,038 $ 164,376 $ 13,534 $ 13,099 $ 56,572 $ 177,475




COUNTY OF ERIE, NEW YORK
MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2005

GOVERNMENT-WIDE FINANCIAL ANALYSIS (Concluded)
Governmental activities

Governmental activities decreased the County’s net assets by $121,338 or 73.8%. Revenues and expenses
decreased by $21,071 (2.1%) and $125,105 (10.4%) respectively, and transfers out increased $28,710. Key

elements of this decrease are as follows:

* The $21,415 (7.9%) increase in the sales taxes category was mostly the result of the implementation of a
one-quarter of one percent increase in July 2005 ($14,512).

® Revenue from property taxes increased by $15,301 (9.7%) primarily as an outcome of management’s
decision to substantially raise property taxes for the first time since 1999.

= Capital grants and contributions decreased $7,541 (58.2%) during the year. Most of this decrease resulted
from reduced activity on federally and state funded road projects that totaled $5,623.

= The Miscellaneous and Other category included $54,710 of Intergovernmental Transfer (“IGT”) revenues
received from ECMCC in 2004 with no corresponding revenue recorded in the current year and comprised
most of the 2005 ($52,483) (87.1%) decrease.

= Economic assistance and opportunity expenses decreased by $82,229 (13. 5%). Reductions in IGT expense
($54,710) (previously discussed) and cuts in contractual services and other program costs ($24,294)
accounts for most of the decrease.

=  The main component of the $28,710 decrease in transfers was a one-time transfer of $29,174 in 2004 from
business type activities as further described in the business-type activities section immediately following.

Business-type activities

Business-type activities increased the County’s net assets by $435. The main reason for the change from a $29,891
decrease experienced in 2004 was the County’s decision to sell the Erie County Medical Center (“ECMC”) to the
ECMCC effective January 1, 2004. The sale resulted in the elimination of ECMC from the Business-type activity
section and ECMCC being reported as a component unit. Total transfers out of the ECMC fund of $29,174 were
reported in 2004 to reflect the asset sale and transfer to governmental activities.

The College generated an increase in net assets of $130 and $1,391 for the years ended August 31, 2005 and 2004
respectively. The operating loss at August 31, 2005 exceeded that at August 31, 2004 by $665 as operating
revenues generated increased $4,699 but operating expenses increased $5,364. Revenues generated in 2005 for
student tuition and fees rate increases were partially offset by a slight decline in enrolled students. The County
sponsorship share of support to the College for the College fiscal year ended August 31, 2005 was approximately
$15,144 and is reported as a 2005 operating transfer to the College from the County’s General Fund. However,
$275 of the 2005 transfers occurred subsequent to the end of the College fiscal period reported in these statements.

As noted earlier, the County uses fund accounting to ensure and demonstrate compliance with finance-related
legal requirements.




COUNTY OF ERIE, NEW YORK
MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2005

FINANCIAL ANALYSIS OF THE COUNTY’S FUNDS

Governmental funds. The general government functions are contained in the General, Special Revenue, Debt
Service, and Capital Project Funds. The focus of the County’s governmental funds is to provide information on
near-term inflows, outflows, and balances of spendable resources. Such information is useful in assessing the
County’s financing requirements. In particular, unreserved fund balance may serve as a useful measure of a
government’s net resources available for spending at the end of the fiscal year.

At December 31, 2005, the County’s governmental funds reported combined fund balances of $158,566, a decrease
of $6,595 in comparison with the prior year. Approximately 53% of the combined fund balances, $83,803,
constitutes unreserved fund balance, which is available to meet the County’s current and future operational and
capital needs. The remainder of fund balance is reserved to indicate that it is not available for new spending
because it has already been committed (1) to liquidate contracts and purchase orders of the prior period ($36,488);
(2) to pay debt service ($32,698); (3) to reflect prepaid items and advances to other funds that are long-term in
nature and thus do not represent available spendable resources ($3,202); and (4) for a variety of other restricted
purposes ($2,375).

The general fund is the chief operating fund of the County. At December 31, 2005, unreserved fund balance of the
general fund was $7,323 while total fund balance was $14,408. Asa measure of the general fund’s liquidity, it is
useful to compare both unreserved fund balance and total fund balance to total fund expenditures. Unreserved fund
balance represents 0.9% of total expenditures (excluding other financing uses), while total fund balance represents
1.7% of that same amount.

Fund Balance in the County’s general fund increased by $9,475 during the current fiscal year compared to last year
when the general fund experienced a decrease of $103,167. Key factors in this growth were as follows:

e Revenues from real property taxes increased by $11,242.

o Sales taxes decreased by $133,938 as a result of the creation of ECFSA that began intercepting this
revenue source, deducting its operating expenditures and then transferring the remaining monies to the
County. Transfers in from ECFSA for sales tax amounted to $157,164. The combined increase ($23,226)
consisted primarily of additional revenue from the one-quarter of one percent rate hike previously
discussed ($14,512) .

e Transfers In amounting to $90,231 were realized in 2005 from the refinancing of Tobacco Securitization
Bonds.

e Transfers to the Debt Service Fund were increased by $14,426 over the 2004 amount.

The Road Special Revenue fund and the Erie Tax Certificate Corporation, both reported as other governmental
funds of the County, reported deficit fund balances of $1,615 and $4,525 respectively at December 31, 2005. At
December 31, 2004, the ending fund balances were $2,650 and a deficit $1,880, respectively. Future revenues or
transfers are expected to remediate the deficit fund balances.

The County’s Buildings, Equipment and Improvements fund balance increased by $38,249 during the year. The
primary factors creating this increase were proceeds from and premium on issuance of general obligation debt
($58,067) and transfers in ($31,272) net of capital outlay ($39,100) and transfers out ($14,696).

The County’s Sewer Facilities Equipment and Improvement Fund ending fund balance increased by $10,287 over
the fiscal 2004 ending balance. During the year, general obligation bonds were issued to fund capital projects
($18,311) including $8,733 that was expended this fiscal year. A deficit fund balance that existed at December 31,
2004 in the amount of $4,865 was eliminated as a result of this financing source.



COUNTY OF ERIE, NEW YORK
MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2005

FINANCIAL ANALYSIS OF THE COUNTY’S FUNDS (Concluded)

The Tobacco Proceeds fund balance decreased by $64,761 to a year end balance of $8,324 primarily due to
transfers out to the general fund in the amount of $33,667 resulting from the refinancing of the Tobacco
Securitization Bonds and transfers out to fund capital project expenditures in other capital project funds amounting
to $31,234.

The ECMCC Capital Projects Fund increased by $20,954 mainly as a result of the issuance of general obligation
debt for future capital improvement projects at the Medical Center and Home and Infirmary.

Proprietary funds. The County’s proprietary funds provide the same type of information found in the government-
wide financial statements but in more detail.

o The College had unrestricted net assets of $5,544 at August 31, 2005, that comprises 45% of the total net
assets of the College.

The following table shows actual revenues, expenses, and results of operations for the current fiscal year:

Statement of Revenues, Expenses, and Changes in Fund Net Assets

Proprietary Funds
Nonmajor
Major Fund Fund
College Utilities
8/31/2005 Aggregation Total

Operating revenues $ 55,518 $ 49,961 $ 105,479
Operating expenses ) 96,723 49,656 146,379
Operating loss (41,205) 305 (40,900)
Non-operating revenues (expenses), net 26,191 26,191
Net income (loss) before contributions

and transfers (15,014) 305 (14,709)
Transfers 15,144 15,144

Change in net assets $ 130 $ 305 $ 435

The net loss before contributions and transfers of enterprise funds of $14,709 is comprised of a net loss of $15,014
for the College and a net gain of $305 for the Utilities Aggregation Fund.

Other factors concerning the activities of these funds have been addressed in the previous discussion of the
County’s business-type activities.

GENERAL FUND BUDGETARY HIGHLIGHTS

During the year there was a $31,663 decrease in total budgeted revenues between the original and final budget.
Following are the main components of the net decreases:

e $93,919 was removed from the Sales, Use and Transfer Taxes line to adjust the original budget for the
effect of the 1% sales tax increase included in the Original Budget that failed to gain the final approved
necessary to enable submission to the NYS Senate and Assembly, net of the increase of ¥4 of one percent
that was ultimately approved and implemented in July of 2005. In addition, $375 was added to this
category during the year for a projected increase in hotel occupancy tax receipts.

e The Miscellaneous revenue budget increase ($56,705) was mainly due to establishment of a revenue
budget for revenue realized from the August 2005 Tobacco Securitization transaction ($56,564).

-10 -



COUNTY OF ERIE, NEW YORK
MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2005

GENERAL FUND BUDGETARY HIGHLIGHTS (Concluded)

The budget for Other Financing Sources was increased during the year by $33,667 for revenue transferred from the
Tobacco proceeds capital projects fund as a result of the Tobacco Securitization transaction. Budgeted
appropriations and Other Financing Uses increased by $16,044. Budgeted expenditure increases in Public Safety
($24,907), primarily for the Division of Jail Management, and Economic Assistance and Opportunity ($33,068),
primarily for the Department of Social Services, were partially offset by budgeted expenditure decreases in General
Government Support ($35,294), primarily due to reductions in County-wide fringe benefit accounts. The total
favorable budget to actual variance for the year amounted to $44,689.

For the year, actual revenues were less than budget by $260,189. This is principally due to the fact that revenue
from the refinancing of Tobacco Securitization Bonds for $56,564 and sales tax receipts subsequent to the
establishment of the ECFSA for $136,326 were both budgeted as revenue but accounted for as Transfers In. A
negative budgetary variance in intergovernmental revenue amounted to $25,581 as a result of reduced reimbursable
expenditures.

Actual expenditures were less than budget by $90,897 primarily due to savings in the Economic Assistance and
Opportunity category ($67,281). This mainly resulted from a favorable budgetary variance for Medicaid of
$43,375.

Additionally, the Transfers In category exceeded budget by $213,728 mainly as a result of the refinancing of
Tobacco Securitization Bonds and sales tax intercepts described previously.

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets

The County’s investment in capital assets for its governmental and business-type activities as of December 31,
2005, amounted to $816,099 (net of accumulated depreciation). This investment in capital assets includes land,
infrastructure, buildings and improvements, improvements other than buildings, equipment, and construction in

progress. The total decrease in the County’s investment in capital assets for the current period was 0.2%.

Major capital asset events during the current fiscal year included the addition of buildings and improvements assets
of $69,543 and depreciation on infrastructure assets exceeding additions by $9,931.

Capital assets net of depreciation for the governmental and business-type activities are presented below:

Summary of Erie County’s Capital Assets

(net of depreciation)
Governmental Business-type
Activities Activities Total
2005 2004 2005 2004 2005 2004

Land $ 28564 § 28,040 $ $ $ 28,564 $ 28,040
Buildings and Improvements 256,664 198,593 514 - 266 257,178 198,859
Improvements other

than Buildings 10,940 9,321 62 11,002 9,321
Sewer and Transportation

Networks 408,144 418,075 408,144 418,075
Machinery and Equipment 43,659 45,131 4,754 5,093 48,413 50,224
Library Collections 1,307 1,311 1,307 1,311
Construction in Progress 61,353 112,044 138 61,491 112,044

Total $ 809324 $ 811,204 § 6,775 $ 6670 $ 816,099 ¢ 817,874
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COUNTY OF ERIE, NEW YORK
MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2005

CAPITAL ASSETS AND DEBT ADMINISTRATION (Concluded)

The County’s infrastructure assets are recorded at historical cost in the government-wide financial statements as
required by GASB Statement No. 34. The County has elected to depreciate their infrastructure assets. Additional
information on the County’s capital assets can be found in Note I(G) and Note VIIL of this report.

Long-term Debt

At December 31, 2005, the'Primary Government had total bonded debt outstanding of $811,858 as compared to
$690,372 in the prior year. During the year, payments, defeasances and other reductions of debt amounted to
$320,280. Additions, accretions and other adjustments amounted to $441,766.

New York State statutes limit the amount of general obligation debt a governmental entity may issue to 7% of its
five-year valuation. The current debt-limitation for the County is $1,805,685, which is significantly in excess of the
County’s outstanding general obligation debt.

Actions taken during 2005 related to the County’s ratings for general obligation debt were as follows: Moody’s:
downgraded from A3 to Baa3 (negative outlook); Fitch: downgraded from A- to BBB- (stable outlook); and
Standard & Poor’s: assigned first-time rating of BBB (stable outlook).

Additional information on the County’s long-term debt can be found in Note XII of this report.

SUBSEQUENT EVENTS

As described in Note XVIII of this report, the County, after State approval, increased its sales tax by Y2 of one
percent effective January 15, 2006 and issued $110,000 in Revenue Anticipation Notes in June 2006. In addition,
the Erie Tobacco Asset Securitization Corporation, a component unit of the County, issued $17.7 million of
tobacco settlement asset-backed bonds in January 2006.

In addition to the annual budget the County issues a four-year plan that details the projected financial condition that
the County will face in the future. The four-year plan includes what options are available to the County to balance
future budgets. The original four-year plan was proposed and accepted in October, 2005 as part of the 2006 budget
process. During 2006 the County has issued updated four-year plans to take into account the latest anticipated
financial issues and plans to meet those obligations. It is in process of issuing a revised four year plan at the request
of the Erie County Fiscal Stability Authority by August 22, 2006.

REQUEST FOR INFORMATION
This financial report is designed to provide a general overview of the County’s finances for all those with an
interest in the government’s finances. Questions concerning any of the information provided in this report, or

requests for additional financial information, should be addressed to the Office of Comptroller of Erie County, 95
Franklin Street, Buffalo, New York 14202.

-12-
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COUNTY OF ERIE, NEW YORK
Statement of Net Assets
December 31, 2005

(amounts expressed in thousands)

Primary Government Component Units

Governmental  Business - Type

Activities ;f\ctivities Total Library ECMCC Other
ASSETS
Cash and cash equivalents $ 180,268 $ 23,057 $ 203325 $ 4,501 $ 10,038 $ 1,500
Investments 27,200 27,200 21,667 844
Patient trust cash 686
Restricted cash and cash equivalents 21,075 21,075 9,245
Receivables (net of allowances) 278,195 14,637 292,832 826 65,493 211
Due from primary government 9,288
Due from component unit 10,196 4,225 14,421
Internal balances 6,143 (953) 5,190
Inventories 4,948 40
Prepaid items 202 103 305 584 2
Other assets 2,826 2,826 4,567 937
Capital assets
Land, rare books and construction in progress 89,917 138 90,055 9,962 1,102
Other capital assets, net of depreciation | 719,407 6,637 726,044 8,657 70,963 295
Total assets 1,335,429 47,844 1,383,273 23,946 198,581 3,829
LIABILITIES
Accounts payable 41,042 10,680 51,722 801 15,262 77
Accrued liabilities 75,437 7,024 82,461 1,447 60,013 738
Due to component unit 11,184 11,184
Due to primary government 6 12,519
Deferred revenue 71,824 10,220 82,044 283
Short-term debt 176,913 176,913
Long-term liabilities
Due within one year 82,952 1,967 84,919 2,341
Due in more than one year 833,039 4,419 837,458 1,677 105,075
Total liabilities 1,292,391 34,310 1,326,701 6,555 192,869 815
NET ASSETS
Invested in capital assets, net of related debt 422,636 6,775 429,411 18,619 1
Restricted for:
Grants 298 298
Capital projects 68,084 68,084 . 9,288
Debt service 32,698 32,698 8,804
Other purposes 125 125 1,488 1,228
Unrestricted (480,803) 6,759 (474,044) (1,228) (13,869) 1,786
Total net assets $ 43,038 % 13,5634 § 56,572 § 17,391 $ 5712 $ 3,014

See accompanying notes to the financial statements.
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COUNTY OF ERIE, NEW YORK
Balance Sheet

Governmental Funds

December 31, 2005

(amounts expressed in thousands)

Assets
Cash and cash equivalents
Investments
Receivables (net of allowances)
Real property taxes, interest, penalties
and liens
Other
Due from other funds
Due from component unit
Due from other governments
Prepaid items
Loan receivable
Restricted cash and cash equivalents

Total assets

Liabilities and Fund Balances
Liabilities:
Accounts payable
Accrued liabilities
Due to other funds
Due to component unit
Due to other governments
Retained percentages payable
Deferred revenue
Short-term debt

Total liabilities

Fund Balances
Reserved for:
Encumbrances
Debt service
Loan receivable
Repairs
E-911 system costs
Handicapped parking
Unreserved, reported in:
General fund
Designated
Undesignated
Special revenue funds
Designated
Undesignated
Capital projects fund
Designated
Undesignated

Total fund balances

Total liabilities and fund balances

Other Total
ECFSA Governmental Governmental
General General Funds Funds

$ 32,353 § 89 § 147826 § 180,268
27,200 27,200

19,829 27,143 46,972

3,219 24,148 27,367

69,681 1,343 71,024

10,190 6 10,196
133,759 33,485 33,865 201,109

156 1 45 202

2,250 2,250

21,075 21,075

$ 292,512 § 33,575 $ 261,576 $ 587,663
$ 9613 $ 55 § 12,315 § 21,983
59,083 8,917 68,000

404 33,485 30,495 64,384

1,890 8 1,896

14,648 430 15,076

10 3,973 3,983

32,458 44,404 76,862
160,000 16,913 176,913
278,104 33,540 117,453 429,097

4,742 31,746 36,488

32,698 32,698

2,250 2,250

3,202 3,202

32 32

93 93

2,676 2,676

4,647 4,647

4,705 4,705
35 (3,284) (3,249)

6,940 6,940

68,084 68,084

14,408 35 144,123 158,566

$ 292,512 $ 33,575 $ 261,576 $ 587,663

See accompanying notes to the financial statements.
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COUNTY OF ERIE, NEW YORK
Reconciliation of Statement of Net Assets
To Governmental Fund Balances

For the year ended December 31, 2005
(amounts expressed in thousands)

Governmental
Activities
Total Governmental Fund Balances $ 158,566
Amounts reported for governmental activities in the statement
of net assets are different because:
Capital assets used in governmental activities are not financial
resources and therefore are not reported in the funds. 809,324
Other long-term assets, real property taxes, are not available to pay for
current-period expenditures and therefore are deferred in the funds. 5,038
Costs associated with the issuance of bonds are capitalized in the statement of net assets
and are expensed in the governmental funds in the year the bonds are issued. 2,826
Due to a component unit was deemed to be not due and payable
in the current period and therefore not reported in the funds. (9,288)
Certain current liabilities and long-term liabilities, including bonds
payable, are not due and payable in the current period and
therefore are not reported in the funds.
Accrued bond interest $ (7,437)
Compensated absences (22,110)
Retirement (37,906)
Judgments and claims (44,117)
Unamortized bond premium ' (24,345)
Bonds payable (787,513) (923,428)
Net assets of governmental activities $ 43,038

See accompanying notes to the financial statements.
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COUNTY OF ERIE, NEW YORK

Reconciliation of the Statement of Revenues, Expenditures
and Changes in Fund Balances of Governmental Funds
To the Staternent of Activities

For the year ended December 31, 2005

(amounts expressed in thousands)

Amounts reported for governmental activities in the statement of activities
are different because:

Net change in fund balances-total governmental funds

Governmental funds report capital outlays as expenditures. However,
in the statement of activities the cost of those assets is allocated

over their estimated useful lives and depreciated. This is the amount
by which capital outlays exceeded depreciation in the current period

Capital outlays
Depreciation
Net adjustment

Revenues in the statement of activities that do not provide current
financial resources and are not reported as revenues in the funds,
but are reported as Deferred Revenue in the statement net assets.

Bond proceeds are reported as financing sources in the governmental
funds and thus contribute to the change in fund balance. In the
statement of net assets, however, issuing debt increases long-term

debt and does not affect the statement of activities. Similarly, repayment
of principal is an expenditure in the governmental funds, but reduces the
liability in the statement of net assets.

Bonds issued

Premium on bond issuance

Proceeds of refunding bonds
Total Proceeds

Principal retirement
Principal retirement - component unit reimbursement
Payments to refunded bond escrow
Amortization of fiscal charges
Miscellaneous
Total repayments
Net adjustment

The proceeds of a bond previously issued on behalf of the enterprise fund
and reported as a liability within governmental activities were returned

by the enterprise fund in lieu of making the related future bond payments and
reported as miscellaneous revenue in the funds.

Certain expenses reported in the statement of activities do not require the
use of current financial resources and, therefore, are not reported as
expenditures in governmental funds.

Due to component unit

Interest on bonds

Compensated Absences

Retirement

Claims & Judgments (Long term change only)
Net adjustment

Change in net assets of governmental activities

See accompanying notes to the financial statements.
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Governmental
Activities
$ (6,595)
$ 38,606
(40,486)
(1,880)
1,730
$ (103,530)
(4,970)
(359,300)
(467,800)
28,790
(210)
318,963
1,598
S—) ]
349,140
(118,660)
(642)
2,364
6,040
3,687
(3,194)
(4,188)
4,709

$ !121,338!



COUNTY OF ERIE, NEW YORK
General Fund

Statement of Revenues, Expenditures and Changes in Fund Balances

Budget and Actual (Non-GAAP Basis of Accounting)
For the year ended December 31, 20056
(amounts expressed in thousands)

Variance
Final Budget-
Original Final Budgetary "~ Positive
Budget Budget Actual (Negative)
Revenues:
Real property taxes and tax items $ 147,279 147,650 § 148,703 § 1,153
Sales, use and transfer taxes 385,328 291,784 120,333 (171,451)
Intergovernmental 336,675 339,818 314,237 (25,681)
Interfund revenue 2,388 2,733 162 (2,681)
Departmental 60,602 61,919 55,272 (6,647)
interest 4916 4916 4,608 (308)
Miscellaneous 4,449 61,154 6,380 (54,774)
Total revenues 941,637 909,874 649,685 (260,189)
Expenditures:
Current:
General government support 134,995 98,701 95,849 3,852
Public safety 85,183 110,090 106,268 3,822
Health 65,291 74,120 61,012 13,108
Transportation 20,077 20,077 19,286 791
Economic assistance and opportunity 515,460 548,628 481,247 67,281
Culture and recreation 33,894 18,350 17,522 828
Education 60,3083 61,404 60,826 578
Home and community service 4,663 3,995 3,358 637
Debt service:
Interest and fiscal charges 2,468 2,468 2,468
Total expenditures 922,334 938,733 847,836 90,897
Excess (deficiency) of revenues over expenditures 19,203 (28,859) (198,151) (169,292)
Other financing sources (uses):
Sale of property 85 85 105 20
Transfers in 33,667 247,395 213,728
Transfers out (45,204) (44,849) - (44,616) 233
Total other financing sources (uses) (45,119) (11,097) 202,884 213,981
(Deficiency) excess of revenue and other financing
sources over expenditures and other
financing uses $ (25,916) (39,956) $ 4733 § 44,689

See accompanying notes to the financial statements.
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COUNTY OF ERIE, NEW YORK
Statement of Net Assets
Proprietary Funds

December 31, 2005

(amounts expressed in thousands)

Assets
Current Assets

Cash and cash equivalents
Receivables (net of allowances)
Due from other funds
Due from component unit
Due from other governments
Prepaid items

Total current assets

Noncurrent Assets
Capital assets, net of depreciation
Construction in progress
Other capital assets, net of depreciation

Total noncurrent assets
Total assets

Liabilities
Current Liabilities:
Accounts payable
Accrued liabilities
Due to other funds
Fringe benefits payable - current
Deferred revenue

Total current liabilities

Noncurrent Liabilities:
Fringe benefits payable

Total noncurrent liabilities
Total liabilities

Net Assets
Invested in capital assets, net of related debt
Unrestricted, reported in:
Community College
Nonmajor Fund

Total net assets

See accompanying notes to the financial statements.
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Business - Type Activities
Enterprise Funds

Community
College Nonmajor
August 31, 2005 Fund Total
$ 23,057 23,057
3,506 2,811 6,317
2,271 1,420 3,691
4,225 4,225
8,320 8,320
103 103
28,834 16,879 45,713
138 138
6,637 6,637
6,775 0 8,775
35,609 16,879 52,488
1,627 5,724 7,351
4,376 2,648 7,024
681 7,292 7,973
1,967 1,967
10,220 10,220
18,871 15,664 34,5635
4,419 4,419
4,419 0 4,419
23,290 15,664 38,954
6,775 6,775
5,544 5,544
1,215 1,215
$ 12,319 1,215 13,534




COUNTY OF ERIE, NEW YORK

Statement of Revenues, Expenses and Changes in Fund Net Assets

Proprietary Funds
For the year ended December 31, 2005
(amounts expressed in thousands)

Operating Revenues:
Student tuition and fees
Intergovernmental revenues and charges
State and local contracts
Interfund revenues
Other operating revenue

Total operating revenue

Operating Expenses:

Employee wages

Employee benefits

Scholarships

Supplies

Utilities and telephone

Depreciation and amortization

Total operating expenses
Operating (loss) income

Nonoperating revenues (expenses):
Unrestricted state and local appropriations
Income from investments
Loss on disposal of plant assets

(Loss) income before transfers

Transfers in
Change in net assets

Total net assets-beginning

Total net assets-ending

See accompanying notes to the financial statements.
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Business - Type Activities
Enterprise Funds

Community
College Nonmajor
August 31, 2005 Fund Total

$ 23224 § 23,224
18,126 18,126

12,009 12,009

9,593 9,593

2,159 40,368 42,527

55,518 49,961 105,479

54,200 65 54,265

16,218 18 16,236

9,817 9,817

11,196 11,196

2,637 49,573 52,210

2,655 2,655

96,723 49,656 146,379
(41,205) 305 (40,900)

25,815 25,815

403 403
@7 (27)

(15,014) 305 (14,709)

15,144 15,144

130 305 435

12,189 910 13,099

3 12,319 § 1,215 13,534




COUNTY OF ERIE, NEW YORK
Statement of Cash Flows

Proprietary Funds

For the year ended December 31, 2005
(amounts expressed in thousands)

CASH FLOWS FROM OPERATING ACTIVITIES:
Receipts from patients, students and utility customers

Payments to employees for services
Payments to suppliers for goods and services
Payments for scholarships
Federal, state and local grants
Internal activity - payments from other funds
Other operating revenues

Net cash and cash equivalents used

by operating activities

CASH FLOWS FROM NON-CAPITAL FINANCING ACTIVITIES:
County contribution
State appropriations
Other contributions
Advances to other funds

Net cash and cash equivalents provided by non-capital financing
financing activities

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES:
Purchase of capital assets

Net cash and cash equivalents used in capital
financing activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Interest received
Net cash and cash equivalents provided by investing activities

NET INCREASE IN CASH AND CASH EQUIVALENTS

Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

(Continued)
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Business - Type Activities
Enterprise Funds

Community
Coliege Nonmajor Total
August 31, 2005 Fund Funds

$ 23017 § 28,467 $ 51,484
(69,853) (89) (69,938)
(13,911) (46,529) (60,440)

(9,817) (9,817)

29,925 29,925

12,138 12,138

2,707 2,707

(37,932) (6,009) (43,941)

15,144 15,144

25,101 25,101

947 947

6,009 6,009

41,192 6,009 47,201
(2,786) (2,786)
{2,786) 0 (2,786)

403 403

403 0 403

877 0 877

22,180 0 22,180

3 23,057 $ 0 $ 23,057




COUNTY OF ERIE, NEW YORK
Statement of Cash Flows

Proprietary Funds

For the year ended December 31, 2005
(amounts expressed in thousands)

Business - Type Activities

Enterprise Funds
Community
College Nonmajor Total
August 31, 2005 Fund Funds
Reconciliation of opérating (loss) income to net cash and cash equivalents
used by operating activities
Operating (loss) income $ (41,205) $ 305 $ (40,900)
Adjustments to reconcile operating (loss) income to net cash and cash
equivalents used by operating activities:
Depreciation expense 2,655 2,655
Increase in assets:
Receivables, net {497) (1,181) (1,678)
Due from other funds (5,128) (5,128)
Due from other governments (3,070) (3,070)
Prepaid items 9 9)
Increase in liabilities:
Accounts and other payables 424 1,947 2,371
Accrued expenses 565 1,127 1,692
Other long-term liabilities 126 126
Net cash and cash equivalents used
by operating activities . $ (37,932) $ (6,009) $ (43,941)

See accompanying notes to the financial statements.
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COUNTY OF ERIE, NEW YORK
Statement of Fiduciary Net Assets
Fiduciary Fund

December 31, 2005

(amounts expressed in thousands)

Assets
Cash and cash equivalents
Receivables:
Due from other funds
Due from component unit
Due from other governments
Other receivables
Bonds and securities held in custody

Total assets
Liabilities
Due to other funds

Due to other governments
Held in custody for others

Total liabilities

See accompanying notes to the financial statements.
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35,348

3,557
588
320

27
151

39,991

725
5,993
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COUNTY OF ERIE, NEW YORK
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2005

I - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of the County of Erie, New York (the “County”) have been prepared in
conformity with accounting principles generally accepted in the United States of America (“GAAP”) as
applied to government units. The more significant of the County’s accounting policies are described
below.

A. Financial Reporting Entity

The County was established in 1821. Subject to the New York State Constitution, the County
operates pursuant to its Charter and Administrative Code (the “Charter”), as well as various local
laws. Additionally, certain New York State laws govern the County to the extent that such laws
are applicable to counties operating under a charter form of government. The Charter was enacted
by local law and approved by the electorate at a general election held in November 1959. The
Administrative Code was enacted into local law in 1961. The County Legislature is the legislative
body responsible for overall operations, the County Executive serves as chief executive officer,
and the County Comptroller serves as chief fiscal, accounting, reporting and auditing officer.

The County provides mandated social service programs such as Medicaid, Temporary Assistance
for Needy Families and Safety Net. The County also provides services and facilities in the areas of
culture, recreation, police, libraries, youth, health, senior services, roads, and sanitary sewerage.
These general governmental programs and services are financed by various taxes, state and federal
aid, and departmental revenue (which are primarily comprised of service fees and various types of
program-related charges). Additionally, the County operates a community college.

The financial reporting entity includes the County (the primary government) and its significant
component units. A component unit is either a legally separate organization for which the elected
officials of a primary government are financially accountable, or another organization for which
the nature and significance of its relationship with a primary government is such that exclusion
would cause the reporting entity’s financial statements to be misleading or incomplete.

1. CHANGE IN THE FINANCIAL REPORTING ENTITY

The financial statements for the fiscal year ended December 31, 2005 incorporates a
change to the financial reporting entity from that presented in the prior year:

Erie County Fiscal Stability Authority (“ECFSA”)

On July 12, 2005, the Governor of the State of New York signed legislation creating the
Erie County Fiscal Stability Authority (“ECFSA”) and subsequently appointed its seven
members. The new panel provides the County with immediate financial oversight while
giving local leaders the ability to improve the County’s fiscal condition without further
State intervention.

The ECFSA began its work during 2005 in an advisory role, and was responsible for
reviewing and approving a four year financial plan submitted by the County.
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COUNTY OF ERIE, NEW YORK
NOTES TO THE FINANCIAL STATEMENTS

DECEMBER 31, 2005

I- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

A, Financial Reporting Entity (Continued)

The County will be required to meet the goals outlined in its financial plan. If it does not
meet those objectives, the role of the ECFSA will expand so that it functions in a control
capacity, rather than in just an advisory capacity. In a control capacity, ECFSA would
have the ability to freeze wages, approve all contracts, and put in place other fiscal control
powers. A control period would be triggered if the County fails to adopt an on-time,
balanced budget; fails to pay debt service; incurs a major operating funds deficit of one
percent or more; loses access to the market for borrowing; or violates provisions of the
ECFSA legislation.

Creation of the ECFSA also makes available new State efficiency incentive funding of up
to $50 million over a five year period for the County and the City of Buffalo.

DISCRETELY PRESENTED COMPONENT UNITS

Financial data of the County’s component units that are not part of the primary
government is reported in the component units column in the government-wide financial
statements, to emphasize that these component units are legally separate from the County.
The aggregate presented component units are not simply an extension of the primary
government (i.e. they have a substantially different governing body, and their services are
provided to the general public). They include the following:

The Buffalo and Erie County Public Library (the “Library”), formed through a
consolidation of several public and private libraries, was established by the County and

chartered by the State University Board of Regents in 1953. It is a separate and distinct
legal corporation that receives an annual budgetary contribution from the County. Library
operations are governed by a board of trustees who are appointed by the County
Legislature. Bonds and notes for Library capital costs are issued by the County and are
County debt. Title to real and personal property acquired with County funds vests with
the County. The Buffalo and Erie County Public Library is included as a component unit
of the County in the financial statements, based on the fact that it is a legally separate
entity for which the County is financially accountable. The Library does not issue

“separate financial statements.
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COUNTY OF ERIE, NEW YORK
NOTES TO THE FINANCIAL STATEMENTS

DECEMBER 31, 2005

I- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
A, Financial Reporting Entity (Continued)

Erie County Medical Center Corporation (“ECMCC?”) is a public benefit corporation

created in 2003 for the purpose of acquiring and operating the health facilities of the
County. Effective January 1, 2004 (the “Transfer Date), a transaction was executed
which transferred ownership of the fixed assets, equipment, inventories and certain other
assets to ECMCC in exchange for a payment of $85 million from ECMCC to the County.
Concurrent with the-transaction, $106 million of ECMCC bonds were issued, which are
guaranteed by the County. The following component units are included within ECMCC:

Research for Health in Erie County, Inc. - Research for Health in Erie County,
Inc. (“RHEC”) is a nonprofit organization dedicated to developing and
increasing the facilities of the public health institutions, agencies, and
departments of the County. Additionally, RHEC is committed to provide more
extensive conduct of studies and research into the causes, nature, and treatment
of diseases, disorders, and defects of particular importance to the public health.
RHEC’s support comes primarily from various grants from federal, state, and
other agencies. The financial statements of RHEC have been prepared on an
accrual basis. The annual financial report can be obtained by writing Grant
Administration, Research for Health in Erie County, Inc., 462 Grider Street,
Buffalo, NY 14215.

ECMC Lifeline Foundation, Inc - ECMC Lifeline Foundation, Inc. (the
“Foundation™) is a nonprofit organization exempt from federal income taxes
under Section 501(c)(3) of the Internal Revenue Code. The Foundation was
formed for the purpose of supporting hospital programs generated both by the
foundation and the Erie County Medical Center. The annual financial report can
be obtained by writing Director, ECMC Lifeline Foundation, Inc., 462 Grider
Street, Buffalo, NY 14215.
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COUNTY OF ERIE, NEW YORK
NOTES TO THE FINANCIAL STATEMENTS

DECEMBER 31, 2005

I- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
A, Financial Reporting Entity (Continued)

ECMCC is considered to be a component unit of the County and is discretely presented
based on the fact that it is a legally separate entity for which the County is financially
accountable. Separate financial statements for ECMCC can be obtained from ECMCC,
462 Grider St, Buffalo, New York 14215.

Other Component Units—Other Component Units include the Auxiliary Services
Corporation of Erie Community College, Inc. (the “ECC Auxiliary Corporation™), and the
Erie Community College Foundation, Inc. (the “ECC Foundation™). Both of these entities
are included as component units of the County in the financial statements, based on the
fact that they are legally separate entities for which the College and County are financially
accountable.

The purpose of the ECC Auxiliary Corporation, a New York non-profit corporation, is to
promote and cultivate educational and social relations through the operation of
bookstores, on-campus dining services, vending facilities, childcare, and student centers
for the convenience of the students, faculty and staff of the Erie Community College
(the “College”). The ECC Auxiliary Corporation is funded through sales of merchandise
and food, Federal and State grants, and other fees. Separate financial statements can be
obtained from the Auxiliary Services Corporation of Erie Community College, Inc.,
Executive Director, 6205 Main Street, Williamsville, NY 14221.

The ECC Foundation is a New York State nonprofit corporation established to support
the College. Its purpose is to raise, receive, and administer all private gifts and program
services for the College, its programs and its students. Separate financial statements can
be obtained from Erie Community College Foundation, Inc., Executive Director, 4196
Abbott Road, Orchard Park, NY 14127.

BLENDED COMPONENT UNITS

Erie County Fiscal Stability Authority (“ECFSA”) is included as a blended component
unit of the County’s primary government pursuant to Governmental Accounting
Standards Board (“GASB”) Statement No. 39, “Determining Whether Certain
Organizations are Component Units”, because exclusion would be misleading. It acts as a
temporary financial intermediary to the County and is authorized to act as an oversight
authority to the County under certain circumstances. It reports using the governmental
model and its general fund is reported as part of the County’s special revenue funds.

The ECFSA is a corporate governmental agency and instrumentality of the State of New
York (the “State”) constituting a public benefit corporation created by the Erie County
Fiscal Stability Authority Act, Chapter 182 of the Laws of 2005, as supplemented by
Chapter 183 of the Laws of 2005 (the”Act”). The Act became effective July 12, 2005.

The ECFSA is governed by seven directors, each appointed by the Governor, including
one each appointed upon the recommendation of the Majority Leader of the State Senate,
the Speaker of the Assembly and the State Comptroller. The Governor also designates
the chairperson and vice-chairperson from among the directors.
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COUNTY OF ERIE, NEW YORK
NOTES TO THE FINANCIAL STATEMENTS

DECEMBER 31, 2005

I - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
A, Financial Reporting Entity (Continued)

The ECFSA has power under the Act to monitor and oversee the finances of Erie County,
and upon declaration of a “Control Period” as defined in the Act, additional oversight
authority. The ECFSA is also empowered to issue its bonds and notes for various County
purposes, defined in the Act as “Financeable Costs.”

Revenues of the ECFSA (“Revenues™) consist of sales tax revenues, defined as net
collections from sales and compensating use taxes, penalties and interest authorized by
the State and imposed by the County on the sales and use of tangible personal property
and services in the County (“Sales Tax Revenues™), and investment earnings on money
and investments on deposit in various ECFSA accounts. Sales Tax Revenues collected by
the State Comptroller for transfer to the ECFSA are not subject to appropriation by the
State or County. Revenues of the ECFSA that are not required to pay debt service,
operating expenses and other costs of the ECFSA are payable to the County as frequently
as practicable. Separate financial statements for ECFSA can be obtained from the Erie
County Fiscal Stability Authority, 295 Main Street, Room 946, Buffalo, New York,
14203.

Erie Tobacco Asset Securitization Corporation (“ETASC”) is a special purpose local
development corporation organized under the Not-for-Profit Corporation Law of the State
of New York and is an instrumentality of, but separate and apart from the County.
Although legally separate and independent of Erie County, ETASC is considered an
affiliated organization under GASB Statement No. 39 and reported as a component unit
of the County for financial reporting purposes and, accordingly, is included in the
County’s financial statements. Separate financial statements for ETASC can be obtained
from the Erie Tobacco Asset Securitization Corporation, Treasurer, 95 Franklin Street,
Room 1600, Buffalo, New York, 14202.

Erie Tax Certificate Corporation (“ETCC”) is a special purpose local development
corporation organized under the Not-for-Profit Corporation Law of the State of New York
and is an instrumentality of, but separate and apart from the County. Although legally
separate and independent of Erie County, ETCC is considered an affiliated organization
under GASB 39 and reported as a component unit of the County for County financial
reporting purposes and, accordingly, is included in the County’s fmanc1al statements.
ETCC does not issue separate financial statements.
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COUNTY OF ERIE, NEW YORK
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2005

I - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

A.

Financial Reporting Entity (Concluded)
4. RELATED ORGANIZATIONS

County elected officials nominate and confirm the three-member board of the Erie
County Water Authority, and also appoint a voting majority of the board of the Buffalo
Convention Center Management Corporation. The County’s accountability for these
legally separate organizations does not extend beyond making the board appointments.
Specifically, the County cannot impose its will on any of these organizations. In addition,
in the case of the Water Authority, no financial operating assistance is provided to, nor is
the County liable for, any debt issued by this public benefit corporation. In regard to the
not-for-profit Buffalo Convention Center Management Corporation (“Corporation™), the
entity and the County are parties to an exchange transaction under which the Corporation
is responsible for operating and managing the area’s convention center. These related
organizations are not component units of the County and do not meet the basic criteria for
inclusion in the County reporting entity.

5. JOINT VENTURE

The County is a participant in the Western Regional Off-Track Betting Corporation
(“OTB”), a public benefit corporation established under New York State Racing, Pari-
Mutuel Wagering and Breeding Law. The OTB conducts within the region a system of
off-track pari-mutuel betting on horse races, and distributes net revenues to the
participants in accordance with a predetermined formula. Separate financial data for this
joint venture has been excluded from the financial statements, consistent with GAAP.
Additional information about this joint venture is presented in Note XVII.

Government-wide and Fund Financial Statements

The government-wide financial statements (i.e., the statement of net assets and the statement of
activities) report information on all of the nonfiduciary activities of the primary government and
its component units. The effects of interfund activity have been removed from these statements.
Government activities, which normally are supported by taxes and intergovernmental revenues,
are reported separately from business-type activities, which rely to a significant extent on fees and
charges for support. Likewise, the primary government is reported separately from the legally
separate component units for which the primary government is financially accountable.
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COUNTY OF ERIE, NEW YORK
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2005

I- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

B.

Government-wide and Fund Financial Statements (Concluded)

The statement of activities demonstrates the degree to which the direct expenses of a given
function or segment is offset by program revenues. Direct expenses are those that are clearly
identifiable with a specific function or segment. Program revenues include: (1) charges to
customers or applicants who purchase, use, or directly benefit from goods, services, or privileges
provided by a given function, and (2) grants and contributions that are restricted to meeting the
operational or capital requirements of a particular function. Taxes and other items not properly
included among program revenues are reported instead as general revenues.

Separate financial statements are provided for governmental funds, proprietary funds and fiduciary
funds, even though the latter are excluded from the government-wide financial statements. Major
individual governmental funds and major individual enterprise funds are reported as separate
columns in the fund financial statements.

Measurement Focus, Basis of Accounting and Financial Statement Presentation

Measurement focus is the determination of what is expressed in reporting an entity’s financial
performance and position, (i.e., expenditures or expenses). A particular measurement focus is
accomplished both by considering what resources will be measured and the basis of accounting.

Basis of accounting refers to when revenues, expenditures/expenses, and the related assets and
liabilities are recognized in the accounts and reported in the financial statements. Basis of
accounting relates to the timing of the measurements made, regardless of the measurement focus.

Accrual Basis — Under the accrual basis of accounting, revenues are recorded when earned and
expenses are recorded when a liability is incurred, regardless of the timing of related cash flows.

Modified Accrual Basis — Under this basis of accounting, revenues are recognized as soon as they
are both measurable and available. Revenues are considered to be available when they are
collectible within the current period or soon enough thereafter to pay liabilities of the current
period. For this purpose, the County considers revenues to be available if they are collected within
60 days of the end of the current fiscal period. Revenues from federal, state, or other grants
designated for specific County expenditure are recognized when the related expenditures are
incurred.

Expenditures generally are recorded when a liability is incurred, as under accrual accounting.
However, debt service expenditures, as well as expenditures related to compensated absences and
claims and judgments, are recorded only when payment is due and expenditures for inventory-type
items and for prepayments (except retirement) are recognized at the time of the disbursements.
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COUNTY OF ERIE, NEW YORK

NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2005

I - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

C.

Measurement Focus, Basis of Accounting and Financial Statement Presentation
(Continued)

The government-wide financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting, as are the proprietary fund, and fiduciary
fund financial statements. Property taxes are recognized as revenues in the year for which they are
levied. Grants and similar items are recognized as revenue as soon as all eligibility requirements
imposed by the provider have been met and are measurable.

Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Property taxes associated with
the current fiscal period are all considered to be susceptible to accrual and so have been
recognized as revenues of the current fiscal period. All other revenue items are considered to be
measurable and available only when cash is received by the government.

The County reports the following major governmental funds:

General Fund —the principal operating fund that includes all operations not required to be
recorded in other funds.

ECFSA General Fund — used to account for all of the operations of the Erie County Fiscal
Stability Authority, included as a blended component unit. This fund accounts for sales
tax revenues received by ECFSA and for general operating expenditures of ECFSA.

The County reports the following major proprietary fund:

Community College — resources received and used for community college purposes are
accounted for through the College. The College is not a legally separate entity from the
County. A fiscal year ending August 31 is mandated by New York State law for the
College.

The College does not account for capital projects, certain capital assets or certain
indebtedness; these are direct functions of the County and are reported within the
governmental activities columns in the government-wide financial statements.

Additional information as excerpted from the College’s financial statements is as follows:
The County Executive and the County Legislature approve the College annual budget,

with the County providing funding for one-half and approximately one-fifth of capital
and operating costs, respectively. '
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COUNTY OF ERIE, NEW YORK
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2005

I - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

C. Measurement Focus, Basis of Accounting and Financial Statement Presentation
(Concluded)

Equipment of the College has been included in the business-type activity column in the
statement of net assets. This equipment is recorded at cost or estimated historical cost.
Donated assets are stated at estimated fair value as of the date received.

Additionally, the County reports the following fiduciary fund type that is used to account for
assets held by the County in a custodial capacity:

Agency Fund - used to account for money and property received and held in the capacity
of custodian or agent. The Agency Fund is custodial in nature and does not involve
measurement of results of operations. Agency funds, such as payroll withholdings, are
reported as liabilities.

Private-sector standards of accounting and financial reporting issued prior to December 1, 1989,
generally are followed in both the government-wide and proprietary fund financial statements to
the extent that those standards do not conflict with or contradict guidance of GASB. Governments
also have the option of following subsequent private-sector guidance for their business-type
activities and enterprise funds, subject to this same limitation. The County has elected not to
follow subsequent private-sector guidance.

The effect of interfund activity has been eliminated from the government-wide financial
statements.

Amounts reported as program revenues include: (1) charges to customers or applicants for goods,
services, or privileges provided, (2) operating grants and contributions, and (3) capital grants and
contributions. General revenues are those that cannot be associated directly with program
activities.

Proprietary funds distingnish operating revenues and expenses from non-operating items.
Operating revenues and expenses generally result from providing services and producing and
delivering goods in connection with a proprietary fund’s principal ongoing operations. Operating
expenses for the proprietary funds include the cost of sales and services, administrative expenses,
and depreciation of capital assets. All revenues and expenses not meeting th1s definition are
reported as non-operating revenues and expenses.

When both restricted and unrestricted resources are available for use, it is the County’s policy to
use restricted resources first, then unrestricted resources as they are needed.
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