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AN EFP RoTENBERG COMPANY

INDEPENDENT AUDITORS’ REPORT

The Board of Directors
Broome Tobacco Asset Securitization Corporation:

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities and major
fund information of Broome Tobacco Asset Securitization Corporation (the Corporation), a
component unit of the County of Broome, as of and for the year ended December 31, 2013, and the
related notes to the financial statements, which collectively comprise the Corporation’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.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America 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 opinions.

300 Essjay Road, Suite 115 | Williamsvilte, NY 14221 | p 716.634.0700 | vr 800.546.7556 | ¢ 716.634.0764 | ToskiCPA.com



Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities and fund information of the Broome
Tobacco Asset Securitization Corporation as of December 31, 2013 and the respective changes in
financial position for the year then ended in accordance with accounting principles generally accepted
in the United States of America.

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis on pages 3 through 7 be presented to supplement the basic
financial statements. Such information, although not a part of the basic financial statements, is
required by the Government 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 audit of the basic financial

statements. We do not express an opinion or provide any assurance on the information because the
limited procedures do not provide us with sufficient evidence to express an opinion or provide any
assurance.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated February
12, 2014, on our consideration of the Corporation’s internal control over financial reporting and on
our tests of its compliance with certain provisions of laws, regulations, contracts, grant agreements
and other matters. The purpose of that report is to describe the scope of our testing of internal control
over financial reporting and compliance and the results of that testing, and not to provide an opinion
on internal control over financial reporting or on compliance. That report is an integral part of an
audit performed in accordance with Government Auditing Standards in considering the Corporation’s
internal control over financial reporting and compliance.

okt £ Gp., 6PAs, Do

Williamsville, New York
February 12,2014



BROOME TOBACCO ASSET SECURITIZATION CORPORATION
(A Component Unit of the County of Broome, New York)

Management’s Discussion and Analysis
December 31, 2013

This section of Broome Tobacco Asset Securitization Corporation’s (the Corporation) basic financial
statements presents the discussion and analysis of the Corporation’s financial performance during
2013. It should be read in conjunction with the financial statements and their associated notes which
follow this section to properly evaluate the Corporation’s financial position. The financial
statements present only the information for the year ended December 31, 2013.

The Basic Financial Statements

This Financial Report consists of two parts, Management’s Discussion and Analysis and the basic
financial statements with accompanying notes. The basic financial statements of the Corporation are
presented as a special purpose corporation engaged in a single governmental program. The
Corporation-wide and fund financial statements are presented in a combined format. Although
combined, the basic financial statements present two different views of the Corporation. :

The first column of each statement presents the fund financial statement view. This shows how the
Corporation’s activities were financed in 2013, as well as what resources remain to fund future
activities. Its presentation uses the accounting methods traditionally associated with Governmental
Funds, the current resource measurement focus and modified accrual basis of accounting.

The third column of each of the statements presents the Corporation-wide (Government-wide)
statement view. It provides both short-term and long-term information about the Corporation’s
overall financial position. This presentation uses accounting methods similar to those employed by
for-profit companies in the private sector, the economic resource measurement focus and full accrual.

The second column of each of the statements presents adjustments necessary to reconcile the
differences between the two statement views. The notes to the basic financial statements are
referenced to provide further explanation of adjustments, when appropriate.

Components of the Corporation’s Annual Financial Report

Management's Discussion and Analysis Basic Financial Statements

Combined Corporation-wide/Fund Financial Statements Notes to the Financial Statements




BROOME TOBACCO ASSET SECURITIZATION CORPORATION
(A Component Unit of the County of Broome, New York)

Management’s Discussion and Analysis, Continued

Scope

Required financial
statements

Accounting basis

Measurement focus

Asset/liability
information

Inflow/outflow
information

Corporation-wide
Statement Column

Fund Financial Statement
Column

Entire Corporation

¢ Statement of net position
+ Statement of activities

Accrual

Economic resources

All assets and liabilities, both
financial and capital, and
short-term and long-term

All revenue and expenses
during the year, regardless of
when cash is received or
disbursed

Corporation activities that are
not proprietary or fiduciary

4 Balance sheet

+ Statement of revenue,
expenses, and changes in
fund balances

Modified Accrual

Current financial resources

Assets expected to be used and
liabilities due during the year
or soon thereafter, no capital
assets are included

Revenue for which cash is
received during the year or
soon after the end of the year,
expenditures when goods or
services have been received
and payment is due during the
year or soon thereafter

Fund Financial Statement Column

The fund financial statement column provides more information about the Corporation’s major fund.
Funds are self-balancing groups of accounts used to keep track of specific sources of funds and

spending for particular purposes.

The Corporation is presented as a Governmental Fund, which focuses on how money flows into and
out of the fund. Fund balance remaining at the end of the year is available to be spent in subsequent
fiscal years. The fund is reported using the modified accrual method of accounting. This method,
emphasizing sources and uses of resources, measures cash and other financial assets that can be
converted to cash. The fund financial statement column therefore provides a detailed short-term
view of the Corporation.

Because this information does not include the long-term focus of the Corporation-wide statements, an
adjustment column is provided reconciling and explaining the relationship and differences between

them.




BROOME TOBACCO ASSET SECURITIZATION CORPORATION
(A Component Unit of the County of Broome, New York)

Management’s Discussion and Analysis, Continued

Corporation-wide Statement Column

The Corporation-wide statement column reports information about the Corporation as a whole. The
column includes all of the Corporation’s assets and liabilities. All of the current year’s revenue and
expenses are reported, regardless of when the cash itself is actually received or paid.

The Corporation-wide statement column reports the Corporation’s net position and how they have
changed. Net position, the difference between the assets and liabilities, provide a way to assess the
Corporation’s financial health or position. Over time, increases or decreases in net position are an
indicator of whether the Corporation’s financial position is either improving or deteriorating,
respectively.

Financial Analysis of the Corporation as a Whole

Prior year data on the Government-wide level is presented in the Management’s Discussion and
Analysis only, for a comparative analysis of the data.

The focus of our analysis will be the net assets and related changes as presented in the following
tables.

Condensed Schedule of Net Position
(in millions)
Governmental Activities Percent
and Total Corporation Change

2012 2012-

(Restated) 2013 2013

Cash, cash equivalents, and investments $ 4.0 4.0 0.0%
Other assets 3.1 - 3.1 0.0%
Total assets 7.1 7.1 0.0%
Long-term debt outstanding 66.8 67.7 1.3%
Other liabilities 0.2 0.2 0.0%
Total liabilities 67.0 67.9 1.3%
Restricted 7.1 7.1 0.0%
Unrestricted (deficit) (67.0) 67.9) 1.3%
Total net position (deficit) $ (59.9) (60.8) 1.5%

The deficit in net position increased from $(59.9) million as restated at the end of 2012 to $(60.8)
million at the end 0of 2013. This 1.5% deterioration resulted from an increase in long-term liabilities
due to accreted interest being more than the amount of principal in the year.

The increase in the long-term liabilities accounts for the increase in the deficit.
o .
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BROOME TOBACCO ASSET SECURITIZATION CORPORATION
(A Component Unit of the County of Broome, New York)

Management’s Discussion and Analysis, Continued

Condensed Changes in Net Position
(in millions)

Governmental Activities ~ Percent
and Total Corporation Change

2012 2012-
(Restated) 2013 2013
Revenue:

Tobacco settlement $ 3.1 3.1 0.0%
Interest income 0.2 0.2 0.0%
Total revenue 33 33 0.0%
Expenses - debt service 4.1 4.2 2.4%
Decrease in net position (0.8) 0.9 12.5%

Beginning of the period net position,
as restated (59.1) (59.9) 1.4%
End period net position $§ (599 (60.8) 1.5%

Net position decreased due to interest accretion exceeding the reduced interest on bonds being paid
and the shortfall of revenue recognized under the MSA being less than the total interest costs
reported.

Financial Analysis of the Corporation’s Funds

Fund Balances
Total fund balances remained constant with the prior year increasing only $3,243.

Long-Term Debt Activity
A principal payment of $1.0 million was made in 2013 on serial bonds issued in previous
years.

Serial bonds principal payments are due annually and interest semiannually. At the end of
fiscal year 2013, the Corporation had $67.7 million in bonds outstanding with accredited
interest. This is an increase of approximately $0.9 million from the previous year due to
interest accretion exceeding principal paid on outstanding bonds.



BROOME TOBACCO ASSET SECURITIZATION CORPORATION
(A Component Unit of the County of Broome, New York)

Management’s Discussion and Analysis, Continued

Contacting the Corporation’s Financial Management

This financial report is designed to provide our citizens and investors with a general overview of the
Corporation’s finances and to demonstrate the Corporation’s accountability for the monies it
administers. For questions about this report and requests for additional information, contact the
Broome Tobacco Asset Securitization Corporation at the Edwin L. Crawford Office Building, P.O.
Box 1766, Binghamton, New York, 13902. The Corporation also has a website at
www.BroomeTASC.com.




BROOME TOBACCO ASSET SECURITIZATION CORPORATION
(A Component Unit of the County of Broome, New York)
Governmental Fund Balance Sheet/Statement of Net Position

December 31, 2013

Governmental
o Activities
Debt Statement
Service Adjustments of Net
Assets Fund (note 5) Position
Current assets:
Cash and equivalents $ 75574 - 75,574
Tobacco settlement receivables - 3,100,000 3,100,000
Interest receivable 5 - 5
Prepaid expense 3,536 - 3,536
Total current assets 79,115 3,100,000 3,179,115
Restricted cash and equivalents 734,578 - 734,578
Restricted investments 3,234,410 - 3,234,410
Total assets $4,048,103 3,100,000 7,148,103
Liabilities
Liabilities:
Due to primary government 6,087 - 6,087
Accrued interest - 178,291 178,291
Long-term liabilities:
Due within one year - 1,021,199 1,021,199
Due after one year - 66,728,093 66,728,093
Total liabilities 6,087 67,927,583 67,933,670
Fund Balances/Net Position
Reserved for debt service 3,968,993 (3,968,993) -
Unreserved - undesignated 73,023 (73,023) -
Total fund balances 4,042,016 (4,042,016) -
Total liabilities and fund balances $4,048,103 63,885,567 67,933,670
Net position (deficit):
Restricted for debt service 7,068,993 7,068,993

Unrestricted (deficit) (67,854,560)

(67,854,560)

Total net position (deficit) $(60,785,567)

(60,785,567)

See accompanying notes to financial statements.
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BROOME TOBACCO ASSET SECURITIZATION CORPORATION
(A Component Unit of the County of Broome, New York)
Statement of Governmental Fund Revenue, Expenditures,

and Changes in Fund Balance/Statement of Changes in Net Position
Year ended December 31, 2013

Governmental
Activities
Debt Statement
Service Adjustments of Changes in
Fund (note 6) Net Position
General revenue:
Tobacco settlement revenue $ 3,128,031 - 3,128,031
Interest income 224,536 - 224,536
Total general revenue - 3,352,567 - 3,352,567
Expenditures/Expenses:
General and administrative 38,543 - 38,543
Amortization of bond discount - 13,801 13,801
Debt service:
Principal 1,010,000  (1,010,000) -
Interest 2,300,781 1,850,740 4,151,521
Total expenditures/expenses 3,349,324 854,541 4,203,865
Change in net position 3,243 (854,541) (851,298)
Fund balances/net position (deficit):
Beginning of year, as previously stated 4,038,773  (62,478,198) (58,439,425)
Restatement : - (1,494,844)  (1,494,844)
Beginning of year, as restated 4,038,773  (63,973,042) (59,934,269)
End of year $ 4,042,016 (64,827,583) (60,785,567)

See accompanying notes to financial statements.




BROOME TOBACCO ASSET SECURITIZATION CORPORATION
(A Component Unit of the County of Broome, New York)

Notes to Financial Statements
December 31, 2013

(1) Summary of Significant Accounting Polices

(a) Financial Reporting Entity
Broome Tobacco Asset Securitization Corporation (the Corporation) is a special purpose,

bankruptcy-remote local development corporation organized under the Not-For-Profit
Corporation Law of the State of New York (the State). The Corporation was established
on June 21, 2001, however there were no substantive operations until July 15, 2001 as
discussed herein. The Corporation is an instrumentality of, but separate and apart from
the County of Broome, New York (the County). The Corporation has five directors,
including the County Executive, the County Director of Office of Management and
Budget, the Chairman of the County Legislature, the Minority Leader of the County
Legislature and one independent director. Although legally separate from the County,
the Corporation is a component unit of the County, and accordingly, is included in the
County’s financial statements as a component unit. ’

On July 15, 2001, pursuant to a Purchase and Sale Agreement with the County, the County

sold to the Corporation all of its future right, title and interest in the Tobacco Settlement
Revenues (TSR) under the Master Settlement Agreement (MSA) and the Decree and Final
Judgment (the Decree). The MSA resolved cigarette smoking related litigation between
the settling states and the Participating Manufacturers (PMs), released the PMs from past
and present smoking-related claims, and provides for a continuing release of future
smoking-related claims, in exchange for certain payments to be made to the settling states,
as well as certain tobacco: advertising and marketing restrictions, among other things.
The Decree, which was entered by the Supreme Court of the State, allocated to the County
a share of the TSRs under the MSA. The future rlghts title and interest of the County’s
share were sold to the Corporation.

The purchase price of the County’s future right, title and interest in the TSRs has been

financed by the issuance of serial bonds. A Residual Certificate exists which represents
the entitlement to receive all amounts required to be distributed after the payment of debt
service, operating expenses and certain other costs as set forth in the indenture. Payments
on the Residual Certificate from TSR collections are subordinate to payments on the
bonds and payment of certain other costs specified in the indenture. Excess TSRs not
required by the Corporation to pay various expenses, debt service or required reserves
with respect to the bonds are transferred to the Broome County Tax Stabilization Trust
(the Trust), as owner of the Residual Certificate. The County is the beneficial owner of
the Trust and thus the funds received by the Trust will ultimately transfer to the County.

In 2005 a subordinate serial bond was issued. No payments will be made with respect to

principal or interest of the series 2005 bonds until amounts currently due on the Senior
Bond (series 2001) have been paid and Senior Indenture Requirements have been
satisfied.

10



BROOME TOBACCO ASSET SECURITIZATION CORPORATION
(A Component Unit of the County of Broome, New York)

Notes to Financial Statements, Continued

(1) Summary of Significant Accounting Polices, Continued

. (a) Financial Reporting Entity, Continued , ,

In June of 2003, Moody’s Investor’s Service and Standard and Poor’s Rating Services
downgraded R.J. Reynolds Tobacco Holdings, Inc. (the parent of R. J. Reynolds Tobacco
Company, which is an Original Participating Manufacturer) below the threshold
established under the Downgrade Trapping Event definition. The Downgrade Trapping
Event will require the Corporation to withhold future payments to the Trustee of the
Broome Tobacco Tax Stabilization Trust for the beneficial owner of the Residual
Certificate, which is the County of Broome, until the time that the trapping event has been
resolved. The rating of Reynolds American is now above the allowable threshold and the
Downgrade Trapping Event is no longer occurring.

(b) Basis of Presentation
The Corporation operates as an instrumentality of, but separate from the County. The
Corporation is included in the County’s reporting entity because four of its five directors
are officials of the County and because it exists solely for the benefit of the County. The
Corporation is a component unit of the County of Broome.

The Corporation uses one Governmental Fund to report its financial position and results of
operations. Fund accounting is designed to demonstrate legal compliance and aid
financial management by segregating transactions related to certain functions and
activities. The Debt Service Fund accounts for the accumulation of resources for
payment of principal and interest on long-term debt and supports the operations of the
Corporation.

(c) Basis of Accounting

The Corporation follows the modified accrual basis of accounting in its Debt Service Fund,
which focuses on changes in available resources, in preparation of the fund financial
statements. Under the modified accrual basis of accounting, revenues and related
receivables are recorded in the accounting period that they become both measurable and
available. Available means collectible within the current period or soon enough
thereafter to be used to pay the liabilities of the current period (ninety days or less).
Expenditures are recorded when the related fund liability is incurred, except for principal
and interest on long-term debt which are recognized as expenditures to the extent they
have matured.

General administration expenditures are direct costs incurred by the Corporation, such as legal
and auditing fees, financial advisory fees, printing costs, trustee fees and other related
costs. General administration expenditures are paid from TSRs.

11



BROOME TOBACCO ASSET SECURITIZATION CORPORATION
(A Component Unit of the County of Broome, New York)

Notes to Financial Statements, Continued

(1) Summary of Significant Accounting Polices, Continued

(c)Basis of Accounting Continued

The Corporation utilizes the full accrual basis of accounting, which focuses on changes in
total economic resources, in preparation of the Corporation-wide financial statements.
Under the full accrual basis of accounting, changes in long-term assets and liabilities are
incorporated into the financial statements and revenues and expenses are recorded based
on the timing of the underlying transaction without regard for the timing of cash flows.
Because the fund financial statements are prepared on a different measurement focus and
basis of accounting than the Corporation-wide financial statements, an adjustments
column is presented to transform the fund based financial statements into the
Corporation-wide financial statements.

(d) Net Position
Resources are classified for accounting purposes into applicable net position categories. The
Corporation has both restricted and unrestricted net position.

Net position is reported as restricted when constraints placed on asset use are either externally
imposed by creditors, grantors, contributions, or law or regulations of other governments;
or imposed by law through constitutional provisions or enabling legislation. Restricted
net position of the Corporation are those assets that are restricted based on externally
imposed conditions.

Unrestricted net position is considered all other assets that are not restricted and may be
internally designated.

The Corporation has adopted a practice of generally utilizing their restricted net position when
available, prior to unrestricted net position. :

(e) Cash, Cash Equivalents, and Investments
The Corporation considers all highly liquid debt instruments with original maturities of three
months or less to be cash equivalents.

(f) Interest Expenditures/Expense

The Corporation recognizes all interest paid as interest expenditures for the statement of
governmental fund revenue, expenditures and changes in fund balance, and as expenses as
incurred on the full accrual basis for the statement of activities.

() Amortized Bond Discounts

The Corporation recognizes bond discounts fully in the year of issuance for the governmental
fund statements. Bond discounts are deferred and amortized over the life of the related
bonds for the Corporation-wide statements.

12



BROOME TOBACCO ASSET SECURITIZATION CORPORATION
(A Component Unit of the County of Broome, New York)

“ Notes to Financial Statements, Continued

(1) Summary of Significant Accounting Polices, Continued
(h) Use of Estimates

The preparation. of financial statements in accordance with accounting principles generally .
| accepted in the United States of America require the Corporation’s management to make
o estimates and assumptions in determining the reported amounts of assets and liabilities
and disclosure of contingent assets and liabilities as of the date of the financial statements
a and the reported amounts of revenues and expenditures during the reporting period.
Actual results could differ from those estimates.

"l (i) Tax Status

. The Corporation received a letter of opinion from its counsel dated August 8, 2001, stating
that the Corporation is exempt from federal income tax under section 115(1) of the
" Internal Revenue Code.

(2) Cash, Equivalents and Investments

! The Corporation’s cash and cash equivalents, including restricted amounts, consist of bank
deposits and short term liquid debt instruments held by the Corporation’s agent in the
Corporation’s name. At December 31, 2013, total cash and equivalents aggregated
¢ $810,152, and the Corporation’s bank balance totaled $810,152.

. The Corporation’s trustee holds investments for the funds included in the basic financial
statements. The Corporation invests in authorized investments as described in the bond
resolution including: commercial paper or finance company paper rated “P-1” by Moody’s;
r special time deposit accounts; certificates of deposit; obligations of the United States of
America; obligations guaranteed by agencies of the United States of America; obligations of
the State of New York; obligations issued pursuant to Local Finance Law Sect. 24.00 or 25.00
4 (with approval of the State Comptroller) by any municipality, school district or district
corporation other than the County of Broome, obligations of public authorities, public housing
authorities, urban renewal agencies and industrial development agencies where general State
. statutes governing such entities or whose specific enabling legislation authorizes such
investments; and repurchase agreements limited to obligations of the United States of
America and obligations guaranteed by agencies of the United States of America.

: All deposits of the Corporation, including money market deposits, are insured under the
= provisions of the Federal Deposit Insurance Act. Excess deposits are not secured.

Credit Risk - The FCAR commercial paper has an original maturity of six months.

L Custodial Credit Risk - For-an investment, custodial credit risk is the risk that, in the event of
the failure of the counterparty, the Corporation will not be able to recover the value of its
investments or collateral securities that are in possession of an outside party. The
b Corporation investment in commercial paper ($3,234,410) is held by the counter party in the
Corporation’s name and is not insured.

13
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BROOME TOBACCO ASSET SECURITIZATION CORPORATION
(A Component Unit of the County of Broome, New York)

Notes to Financial Statements, Continued

(2) Cash, Equivalents and Investments, Continued

Concentration of Credit Risk - The Corporation places no limit on the amount that it may
invest in any one issuer. The entire amount of the Corporation’s investments is in General
Electric commercial paper. This investment has an original maturity of six months.

Interest Rate Risk - The Corporation does not have a formal investment policy limiting
investment maturities as a means of managing its exposure to fair value losses arising from
interest rates.

As of December 31, 2013 the Corporation’s investments were as follows:

Interest
Investment Maturity Rate Fair Value
General Electric - Commercial Paper  06/01/14 5.57% $3.234.410

(3) Long-Term Liabilities

Bonds payable $ 57,355,482
Accreted interest 9,946,319 1,857,717 - 11,804,036 -

Unamortized bond

As discussed in note 1, the purchase price of the County’s future right, title and interest in the

TSRs was financed through the issuance of Series 2001 Bonds in the amount of $50,620,000,
bearing interest rates ranging from 5.00% to 6.00% and Series 2005 Bonds in the amount of
$17,654,335, bearing interest rates from 6.00% to 7.85% with a final maturity date of June 1,
2060. The Bonds are secured by a perfected security interest in, and pledge of, the Trust
Estate, as defined in the Indenture, which includes, among other things, the TSRs and all
investment earnings on amounts on deposit in the accounts established under the Indenture
(collectively, the Collections). Among the accounts so established are the Liquidity Reserve
Account and the Trapping Account. The Corporation retains TSRs in an amount sufficient to
service its debt not otherwise provided for from bond proceeds, and pay its operating
expenses, and remits the remaining balance to the Trust (note 1).

Bonds payable activity for the year ended December 31, 2013 was as follows:

Balance at
December 31, Balance at Due
2012, December 31, Within
(as restated)  Additions Reductions 2013 One Year

(1,010,000) 56,345,482 1,035,000

discount (414,027) - 13,801 (400,226) (13,801)
Total $ 66,887,774 1,857,717 (996,199) 67,749,292 1,021,199

14



BROOME TOBACCO ASSET SECURITIZATION CORPORATION
(A Component Unit of the County of Broome, New York)

Notes to Financial Statements, Continued

(3) Long-Term Liabilities, Continued

The Corporation’s various long-term debt obligations payable at December 31, 2013 are

comprised of the following individual issues:

Series 2001 Bonds

Year Ended Nonflexible Flexible
December 31, Principal Principal Interest Total

2014 $ 455,000 580,000 2,244,888 3,279,888
2015 500,000 3,405,000 2,110,550 6,015,550
2016 570,000 1,195,000 1,953,809 3,718,809
2017 - 1,855,000 1,850,928 3,705,928
2018 - 2,355,000 1,732,522 4,087,522
2019 - 2023 - 13,975,000 6,452,675 20,427,675
2024 - 2028 - 15,215,000 | 1,939,044 17,154,044
Total $ 1,525,000 38,580,000 18,284,416 58,389,416

Nonflexible maturities for these bonds represent the minimum amount of principal the
Corporation must pay as of the specific dates in order to avoid a default. The flexible
amortization payments represent the additional amount of principal and interest the
Corporation has covenanted to pay to the extent of available TSRs collected. The
Corporation is currently making all Nonflexible payments and a portion of the flexible
principal payment to the extent of the TRSs collected. That unpaid portion of the flexible
principal payment is able to be paid from subsequent TSRs as is added to the second following
year’s scheduled flexible principal payment amount.

The Series 2005 Bonds are capital appreciation bonds, upon which the investment return on the
initial principal amount is reinvested at a compounded rate until maturity. There are no
scheduled principal and interest payments on the Series 2005 bonds other than on their
respective maturity dates, at which time a single payment is made representing both the initial
principal amount and the total investment return.

The Series 2005 Bonds are subject to redemption prior to maturity through turbo redemption
payments made from surplus collections on deposit, as provided in the Bond Indenture. The
amounts and timing of the turbo redemption payments are based on projections of future
tobacco settlement receipts less amounts needed to satisfy debt service on the Series 2001
bonds and to satisfy operating requirements. Failure to make such turbo redemption
payments will not, however, constitute an event of default.

15
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BROOME TOBACCO ASSET SECURITIZATION CORPORATION
(A Component Unit of the County of Broome, New York)

Notes to Financial Statements, Continued

(3) Long-Term Liabilities, Continued

The projected turbo redemption payments are presented in the following table. It is expected that
the Corporation will make payments based on this amortization. The column entitled,
“Accreted Interest,” represents the compounded interest that is expensed each year and added

to the carrying value of the bonds.

Series 2005 Bonds
Year Ended Projected Debt Service Accreted

December 31, Principal Interest Total Interest
2014 - - - 1,989,171
2015 - - - 2,132,879
2016 - - - 2,285,233
2017 332,969 324,392 657,361 2,430,801
2018 839,374 918,690 1,758,064 2,532,306
2019 - 2023 2,517,982 3,721,406 6,239,388 14,305,246
2024 - 2028 4,808,762 13,118,847 17,927,609 17,228,216
2029 - 2033 4,155,858 23,933,593 28,089,451 14,705,968
2034 - 2038 2,866,624 27,039,411 29,906,035 8,053,371
2039 - 2040 718,913 9,031,095 9,750,008 620,207
Total §$ 16,240,482 78,087,434 94,327,916 66,283,398
Accreted interest at December 31, 2013 11,804,036
Total R $ 78,087,434

At December 31, 2013, the Corporation had $171,443 reserved for principal and interest on its
bonds, $2,944 reserved for bond trapping event and a liquidity reserve in the amount of
$3,794,601 to fund debt service payments if needed, and $5 in interest receivable on these
accounts thus providing a total of $3,968,993 reserved for debt service payments in the
Governmental Fund Balance Sheet. Including the tobacco settlement receivable of $3,100,000
on the government-wide financial statements, $7,068,993 is restricted in the Statement of Net
Position for debt service.
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BROOME TOBACCO ASSET SECURITIZATION CORPORATION
(A Component Unit of the County of Broome, New York)

Notes to Financial Statements, Continued

(3) Long-Term Liabilities, Continued

The aggregated required amortization of all the serial bonds, assuming flexible payments on the
Series 2001 Bonds, of the Corporation is as follows:

Year Ended
December 31, Principal Interest Total

2014 $ 1,035,000 2,244,888 3,279,888
2015 3,905,000 2,110,550 6,015,550
2016 1,765,000 1,953,809 3,718,809
2017 2,187,969 2,175,320 4,363,289
2018 3,194,374 2,651,212 5,845,586
2019 -2023 16,492,982 10,174,081 26,667,063
. 2024 -2028 20,023,762 15,057,891 35,081,653
2029 - 2033 4,155,858 23,933,593 28,089,451
2034 - 2038 2,866,624 27,039,411 29,906,035
2039 - 2040 718,913 9,031,095 9,750,008

Total  § 56,345,482 96,371,850 152,717,332

(4) Transactions with the County of Broome

In addition to setting forth the terms and conditions of the sale and purchase of the TSRs, the
Purchase and Sale Agreement also provides for separate consideration to retain the County to
act as Administrator with respect to the preparation of all reports and other instruments and
documents that are the duty of the Corporation to prepare, execute, file or deliver pursuant to
the Indenture and the related agreements.

The Purchase and Sale Agreement also contemplates the lease by the Corporation of office space
and telephone service from the County, and the sharing of overhead and operating services
and expenses (including shared employees, consultants and agents and reasonable legal and
auditing expenses) on the basis of actual use or value of such services, or otherwise on a basis
reasonably related thereto. The cost to the Corporation for these County-provided services
was $2,384 for the year ended December 31, 2013.
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BROOME TOBACCO ASSET SECURITIZATION CORPORATION
(A Component Unit of the County of Broome, New York)

Notes to Financial Statements, Continued

(5) Explanation of Certain Differences between the Governmental Fund Balance Sheet/the Statement
of Net Position (Deficit)

The receivables related to tobacco settlement revenue is not an available financial resource and,
therefore, are not reported in the Governmental Funds.

Long-term liabilities applicable to the Corporation’s activities are not due and payable in the
current period and, therefore, are not reported as fund liabilities. In addition, certain items
are fully expensed in the Governmental Fund statements, but amortized over a period of time
in the Corporation-wide statements. All assets and liabilities - both current and long-term -
are reported in the statement of net position.

The adjustments required to the reported governmental fund assets and liabilities to arrive at the
statement of net position are as follows:

Adjustments to assets - tobacco settlement receivable $ 3,100,000
Adjustments to liabilities: | ‘
Accrued interest (178,291)
Accreted interest (11,804,036)
Bonds payable (55.945.256)
Total adjustments to liabilities (67.927.583)
Net adjustments $ (64.827,583)

(6) Explanation of Certain Differences between the Statement of Governmental Fund Revenue,

Expenditures/Changes in Fund Balances and the Statement of Activities

Certain items reported in the reported in the Corporation-wide statements do not provide or
consume current financial resources and are therefore not reported in the Governmental
Funds. :

Bond issuance proceeds is revenue in the Governmental Funds, however, in the Corporation-wide
statements, the issuance of bonds increases long-term liabilities and does not affect the
statement of activities. Repayment of bond principal is an expenditure in the Governmental
Funds and therefore contributes to the change in fund balance, however, in the
Corporation-wide statements, repaying bond principal decreases long-term liabilities and
does not affect the statement of activities. In addition, bond discounts are fully recognized in
the year of issuance for the Governmental Fund statements while they are deferred and are
amortized over the life of the related bonds for the Corporation-wide statements. The
statement of activities, prepared on the full accrual basis, reports bond interest expense in the
year incurred regardless of when it is paid, whereas, the fund financial statements report
interest expenditures in the current year when they are due and payable. These differences in
measurement recognition affect the amounts reported on the Statement of Governmental Fund
Revenue, Expenditures and Changes in Fund Balances and the Statement of Activities.
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BROOME TOBACCO ASSET SECURITIZATION CORPORATION
(A Component Unit of the County of Broome, New York)

Notes to Financial Statements, Continued

(6) Explanation of Certain Differences between the Statement of Governmental Fund Revenue,
Exnendltures/Changes in Fund Balances and the Statement of Activities, Contmued

The adJustments to the reported governmental fund revenue and expenditures to arrive at the
statement of activities are as follows:

Adjustments to expenditures:

Amortization of bond discount $ 13,801
Principal payments made (1,010,000)
Interest 1,850,740

Net adjustments $ __854,541

(7) Restatements

During 2013, certain errors were discovered which resulted in restatement of net position from
amounts reported in previously issued financial statements.

o Interest expense in prior periods was understated with principal reductions being
overstated by the same amount. As both principal and interest are expenditures in the
Debt Service Fund, this had no effect on fund balance but resulted in an overstatement of
the Net Position of $1,220,000.

e In adopting the provisions of Governmental Accounting Standards Board Statement No.
65 - “Items Previously Reported as Assets and Liabilities,” certain costs associated with
bond issuance were not fully removed from the Statement of Net Position. This has no
effect in the Debt Service Fund but resulted in an overstatement of Net Position of
$274,844.

(8) Contingencies

Future Tobacco Settlement Revenues are subject to adjustment based upon tobacco consumption,
inflation and other potential reductions. Pursuant to the Purchase and Sale Agreement these
adjustments, and other events, could trigger additional debt service reserve requirements.

(9) Subsequent Events

The Corporation has evaluated events after December 31, 2013, and through February 12, 2014,
which is the date the financial statements were available to be issued, and determined that any
events or transactions occurring during this period that would require recognition or
disclosure are properly addressed in these financial statements.
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BROOME TOBACCO ASSET SECURITIZATION CORPORATION
(A Component Unit of the County of Broome, New York)

Notes to Financial Statements, Continued

(10) Accounting Standards Issued But Not Yet Implemented

GASB Statement No. 67 - “Financial Reporting for Pension Plans - an Amendment of GASB
Statement No. 25” replaces existing standards for financial reporting and note disclosure for
most pension plans that are administered through trusts or equivalent arrangements. The
requirements of this statement are effective for periods beginning after June 15, 2013. This
statement is not expected to have a material effect on the financial statements of the
Corporation.

GASB Statement No. 68 - “Accounting and Financial Reporting for Pensions - an
Amendment of GASB Statement No. 27” replaces existing standards of accounting and
financial reporting for pension plans that are provided to the employees of state and local
governmental employers through pension plans that are administered through trusts or
equivalent arrangements. The requirements of this statement are effective for periods
beginning after June 15, 2014, This statement is not expected to have a material effect on the
financial statements of the Corporation.

GASB Statement No. 69 - “Government Combinations and Disposals of Government
Operations” establishes accounting and financial reporting standards for government mergers,
acquisitions and disposals. The statement requires disclosures to be made about government
combinations and disposals of government operations to enable financial statement users to
evaluate the nature and financial effect of those transactions. The requirements of this
statement are effective for periods beginning after December 15,2013, This statement is not
expected to have a material effect on the financial statements of the Corporation.

GASB Statement No. 70 - “Accounting and Financial Reporting for Nonexchange Financial
Guarantees” improves the accounting and financial reporting by state and local governments
that extend and receive nonexchange financial guarantees. The statement requires a
government that extends a nonexchange financial guarantee to recognize a liability when
qualitative factors and historical data, if any, indicate that it is more likely than not that the
government will be required to make a payment on the guarantee. The statement also
requires a government that has issued an obligation guaranteed in a nonexchange transaction
to recognize revenue to the extent of the reduction in its guaranteed liabilities. The
requirements of this statement are effective for periods beginning after June 15, 2013. This
statement is not expected to have a material effect on the financial statements of the
Corporation.
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CERTIFIED PUBLIC ACCOUNTANTS

AN EFP ROTENBERG COMPANY u

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

The Board of Directors
Broome Tobacco Asset Securitization Corporation:

We have audited, in accordance with the 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 and fund information of Broome Tobacco Asset Securitization Corporation
(the Corporation), a blended component unit of the County of Broome as of and for the year ended
December 31, 2013, and the related notes to the financial statements, which collectively comprise the
Corporation’s basic financial statements, and have issued our report thereon dated February 12, 2014.

Internal Control Over Financial Reporting

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

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a
combination of deficiencies, in internal control such that there is a reasonable possibility that a
material misstatement of the 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 material
weaknesses or significant deficiencies and therefore, material weaknesses or significant deficiencies
may exist that were not identified. Given these limitations, during our audit we did not identify any
deficiencies in internal control that we consider to be material weaknesses. However, material
weaknesses may exist that have not been identified. We did identify a certain deficiency in internal
control, described in the accompanying schedule of findings and questioned costs (Finding 2013-1)
that we consider to be a significant deficiency.
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Compliance and Other Matters

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

loaki & (p., CPAs, P e

Williamsville, New York
February 12,2014
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BROOME TOBACCO ASSET SECURITIZATION CORPORATION
(A Component Unit of the County of Broome, New York)

Schedule of Findings and Questioned Costs

2013-1 Prior Period restatements

Significant Deficiency - Restatement of the beginning Net Position was necessary due to certain
computational errors in prior periods related to the allocation of principal and interest on debt service
payments and the omission of certain bond issuance costs when implementing GASB Statement No.
65.

Recommendation - We have reviewed the process to correctly determine the principal and interest
allocation portions of the debt service payments and believe that personnel assigned this
responsibility have all training necessary to perform this assignment. The process related to the
implementation of GASB Statement No. 65 is a nonrecurring event and this situation was discovered
by management after the issuance of the 2012 financial statements.

Management’s Response - Management believes that the implementation of GASB 65 is completely
and. correctly represented with the adjustments made in 2013. The recording of debt service
payments has been modified to prevent future misrecording of principal and interest amounts.
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