Jan E. Nolis

Cernfied Public Accountant

TIOGA TOBACCO ASSET
SECURITIZATION CORPORATION

(A Blended Component Unit of the
County of Tioga, New York)

Basic Financial Statements
As of December 31, 2015 and 2014

Together with Independent Auditor’s Report

103 Southside Drive Suite 6 Owego, New Yok 13827 Lel: (607) 687-4317 Fax:(607) 687-4300



Jan E. Nolis

Certified Public Accountant

TIOGA TORBACCO ASERT
SECURITIZATION CORFORATION
(A Blended Component Unit of the
County of Tioga, New Yark)

Contents
Independent Auditor’s Report. . T 1-2
Management’s Discussion and Analysis {(Unaudited)., . . . . . . . . 36
Basic Financial Statements:
Statements of Net Position., . . . . . . . . . . . . . . . .. 7
Statements of Activities and Change in Net Position . . . . . . 8
Governmental Fund Balance Sheets
and Reconciliation te Statements of Net Position. . . . . . . 9

dtatements of Governmental Fund Revenues,
Expenditures, and Changes in Fund Balance and
Reconciliation to Statements of Activities and
Change in Net Position. . ., . . . . . . . + + « v v o . . . 10

Notes to Minancial Statements N R TR

Independent Auditor’s Report on Internal Control OQver
Financial Reporting . s e e e e e e e e e .. 20-21



Cantitiod Public Accouniants | Busines Advisors

INDEPENDENT AUIMTOR’S REPORT

Board of Directors

Tioga Tobacco Asset
Securitization Corporation

Owego, New York

Repart on the Fingncial Statements

We have audited the accompanying financial statements of the governmental activities and the major
fund of the Tioga Tobacco Asset Securitization Corporation (the Corporation), a component unit of the
County of Tioga, as of and for the year ended December 31, 2015, 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 an opinion on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to {inancial audits contained in Government Auditing Standards,
issued by the Comptrotler 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 sudit 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
asscssment of the risks of material misstatement of the financial statements, whether due 1o 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 belicve that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinions.
1
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Opinions

In our opimon, the financial statements referred to above present fairly, in all material respects, the
fimancial position of the governmental aclivities and the major fund of the Tioga Tobacco Asset
Securitization Corporation as of December 31, 2015, 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,

Other Matters - Requived Supplementary Information

Accounting principles pgenerally accepted in the United States of America require that the
Management’s Discussion and Analysis on pages 3 - 6 be presented to supplement the basic financial
statements. Such information, although not a part of the basic financial statements, is required by the
Giovernmental Accounting Standurds Board, who considers it to be an essential part of financial
reporting for placing the basic financial statements in an appropriate operational, cconomic, or
historical context.  We have applied certain limited procedures to the required -mpplcmcntmy
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 hecause 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

I accordance with Government Auditing Standards, we have also issued our report dated June 26,
2016 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, and grant agreements and
other matters. The purpose of that report is to deseribe 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 Governmen! Auditing Standards in considering the Corporation’s
internal control over financial reporting and conpliance.

Prior Period Financial Statements

The financial statements of the Tioga Tobacco Asset Securitization Corporation as of Decomber 31,
2014 were audited by Ciaschi, Dietershagen, Little, Mickelson & Company, LLP who merged with
Insero & Co. CPAs, LLP as of January 1, 2016, and whose report dated June 17, 2015 expressed an
unmaodified opinion on those staterments.

Respectiully Submilted,

" Lnseco ¢ @Cﬂﬂ«c,u"

]mun & Co. CPAs, LLP
Certified Public Aucoumant.«;

Tthaca, New York
June 26, 2016



Jan 5. Nolis

Certified Publie Accountant

Tioga Tobacco Assel
securitization Corporation
(A Blended Component Unit of the
County of Tioga, New York)

Management’'s Discussion and Analysis

The following Management’s Discussion and Analysis (MD&A) provides
a comprehensive overview of the Tioga Tobacco Asset Securitization
Corporation’s (TTASC) financial position as of December 31, 2015 and
2014, and its changes in financial position for the years then ended.
The MD&A should be read in conjunction with the financial statements and
related footnotes of the TTASC, which directly follow the MD&A,

The financial statements of TTASC have heen prepared in accordance
with accounting principles generally accepted in the United States of
America as prescribed by the Governmental Accounting Standards Board.
The firancial statement presentation consists of four statements. This
includes the Statement of Net Position, the Statement of Activities,
Governmental Fund Balance Sheet, and the Statement of Governmental Fund
Revenues, Expenditures, and Changes in Fund Balance. The Statement of
Net Position and the Statement of Activities are prepared using the
economic resource measurement focus and the accrual basis of accounting.
Revenues, expenses, assets, and liabilities resulting from exchange and
exchange-like transactions are recognized when the exchange takes place,
Revenues, expenses, assets and liabilities resulting from nonexchange
transactions are recognized in accordance with the requirements of
Governmental Accounting Standards Board Statement No, 33. The
governmental fund balance sheet and the statement of governmental fund
revenues, expenditures and changes in fund balance are presented using
the current financial resources measurement focus and the modified
acerual basis of accounting.

The Statement of Net Position presents all of Tioga Tobacco Assel
Securitization Corporation’s asset and liability information, with Lhe
difference between the two reported as net position. Fluctuations in
net position can be a useful indicator of TTASC’s financial position.
TTASC’s net position consists of restricted and unrestricted net
position. Restricted net position of TTASC, net position that is
restricted based on externally imposed conditions and consists of funds
in the debt service, turbo redemption and liguidity reserve accounts,
These accounts were established to maintain funds to provide for debt
service payments for at least one year in the event of insufficient
revenues, Unrestricted net position is considered all other net
position.

w3



Jan E, Nolis

Certified Public Accountant

Tioga Tobacco Asset
securitization Corpeoration
(A Blended Component Unit of the
County of Tioga, New York)

Management’'s Discussion and Analvsis

{continued)

The Statement of Activities presents all of TTASC! g revenues, both
program and general, expenses, and transfers.

I'he Statement of Governmental Pund Balance Sheet categorizes
assets, liabilities, and fund balance. This statement includes the
governmental fund type debt service, to report its financial position.

The Statement of Governmental Fund Revenues, LExpenditures, and
Changes in Fund Balance presents the changes in financial position for
the debt service fund for the years ended December 31, 201% and 2014.

Statement of Net Poszition

Total Assets - Total assets increased by $696, 060 during the year 2015,
This change is primarily related to the increased TSR's recorded during
the year.

lTotal Liabilities - Total liabilities increased by $269,600 during the
year 2015, and is the result of increasing the principal balance on the
bonds by the accreted interest and reducing the principal balance by the
payment made of £60,000.

Net Position - The increase in net position of $426,460, is the result
ol exXcess program revenues over program expenses, Those expenses
include $329,813 in accreted interest whieh is not a cash expenditure.

Total Revenues - Revenues are made up of interest income and tobacco
settlement revenues reported on the accrual basis. In 2015, TSRs
increased by approximately $692,498 from the prior year.

Total Expenses - Expenses are made up of administrative expenses of the
Corporation, the annual transfer to the residual trust and interest on
the outstanding bonds. In 2015 and 2014, the amount transferred to the
trust was §22,000 and $20,000 respectively,



Jan E. Nolis

Certified Public Accountant

Tioga Tobacco Asset
Securitization Cerporation
(A Blended Component Unit of the
County of Tioga, New York)

Managemant’s Discussion and Arialysis
(continued)

Actual interest paid during 2015 and 2014 were $9571,900 and $576,681,
respectively.

Financial Analysis of the Corporation’s Fund

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

The focus of the Corporation’s governmental fund is to provide
information on near-term inflows, outflows, and balances of spendable
resources. Such infeormation is useful in assessing the Corporation’s
financing requirements. In particular, the unassigned fund balance may
serve as a useful measure of the Corporation’s net resources available
for spending at the end of the year.

As of December 31, 2015 and 2014, the Corporation’s governmental
fund reported ending fund eqguity balances in the amount of $832,959 and
$829,397 respectively. The unreserved fund balances in the amounlt of
556,771 for 2015 and $53,210 for 2014, are available for future needs,
The remainder of the fund is reserved to pay future debt service and is
not available for new spending.

Deblt Servige

The obligations of TTASC in 2015 consist of the Tioga Tobacco Settlement
Asset-Backed and Pass-Through Bonds Series 2005, the proceeds of which
were used to advance refund/defease the remaining outstanding Series
2000 Bonds, make a payment to the Trust, and to pay related costa of
issuance of the Series 2005 Bonds. The total amount of the Series 2005
bonds outstanding at December 31, 2015 was 516,383 million. The bonds
began to retire starting in 2006, with final maturity payments on the
Capital Appreciation Bonds due in 2060. Bond principal retirements are
made from the TSRs based upon required amortization payments. Turbo
bonds are subject to repayment from Turbo Redemption Payments. Turbo
Redemption Payments are made from collections (ether than partial and
lump sum payments) in excess of the amount needed to pay aertain
operating expenses.



Jan . Nolis

Certified Public Accountant

Tioga Tobacco Asset
Securitization Corporatiaon
(A Blended Component Unit of the
County of Tioga, New York)

Management’s Discussion and Analyais
(Ccontinued)

I'he Turbo Redemption Payments were to amortize the Series 2005 bonds
earlier than their maturity date at their acereted values. However, the
current amount available through regular TSA receipts is significantly
less than originally provided for in the repayment: schedule. The
shortfall in bond principal being paid each vaear causes additional
interest to be paid, and a longer amortization period, The exact date
of the final payment can not be determined at this ime.

The Series 2005 bonds are comprised of the following:

512,840,000 Tobacco Settlemant Asset~Backed Bonds, Series 20053 (Tax
Exempt Turbo Bonds), maturity date is June 1, 2042, interest rate 5.00%.

$354,41% Tobacco Settlement Asser-Backed Bonds, Series 2005D (Tax Exempt
Turbo Capital Appreciation Bonds), maturity date is June 1, 2050,
interest rate 0.00%. The accreted value ags of December 21, 2015, is
56472, 303.

$527,140 Tobacco Settlement Asset-Backed Bonds, Series 2005FE (Tax Exempt
Turbo Capital Appreciation Bonds), maturity date is June 1, 2055,
interest rate 0.00%. The accreted value as of December 31, 2015, is
$1,003,984.

1,451,360 Tobacco Settlement Pass-Through Bonds, Series 20055134
{Subordinate Turbo Capital Appreciation Bonds), maturity date is June 1,
2060, interest rate 0.00%. The accreted value as of December 21, 2015,
is $3,136,250,

On October 16, 2015, the New York State Tobacco Settlement Agreement was
signed settling years of claims over amounts set aside annually in a
disputed payment account by the Farticipating Tobacco Manufacturers.
Tioga TASC was awarded their share of the funds and in April of 2016
$1,371,514 was deposited into the Collection Account, On June 1, 2016 a
principal payment is scheduled to he made in the amount of £75%, 000,
Very little guidance is available to predict future TSRs. All of the
outstanding claims between the State and OPMs have been settled for Lhe
periods from 2004~2014. Going forward, there is very little available
to predict future TSRs.

— G



Jan E. Nolis

Certified Public Accountant

Tioga Tobacco Asset
decuritization Corporation
(A Blended Component Unit of the
County of Ticga, New York)

Statement:

of Net Position

Pecvember 31, 2001% and 2014

Assnots
Cash and cash equivalents
Accounts receivable -~ TSRsm
Restricted cash and cash equivalents
Prepald expenses
Total assets
Liabilities and Net Assets{Deficit)
Acorued interest payable
Bonds payable
Tolal liabilities
Net: Position:
Unrestricted

Total liablities and net position

2005

2014

$ 54,470 50, 909
1,371,514 679,016
776,188 776,187

2,301 2,301
2,204,473 1,508,413
47,552 47,765

16,382, 537 16,112,724
16,430,089 16,160, 489
{14,225,6186) (14,652, 076)

5 2,204,473 $ 1,508,413

See accompanying notes to
basic financial statements,

_‘7 -



Jan H. Nolis

Certified Public Aceountant

Tiocga Tobacoo Asset
Securitization Corporation
(A Blended Component Unit of the
County of Tioga, New York)
Statement. of Activities and Change in Net Position
For the Years ended December 31, 2015 and 2014

20015

2014

Lxpenses

Administrative and general g 21,569 & 20, 341
Transfer to residual trust 22,000 20,000
Amortization 0 0
Interest 901, 500 882,612
Total program expenses 945,064 922,953
Program revenues:
Tobacoo setitlement 1,371,514 679,016
Net program revenus 426,445 (243,937
Genaral revenues:
Interest 15 23
Change in net position 426,460 (243,8)4)
Net position beginning of year (14, 652,076) {14,408,162)
Net position end of year 5 (14,225, 616) § {14,652,076)

Jee accompanying neotes to
basic financial statements.

P



Jan E. Nolis

Certified Public Accountant

Tioga Tobacoo Asset
Securitization Corporation
(A Blended Component Unit of the
County of Tioga, MNew York)
Governmental Fund Balance Sheets
and Reconciiiation te Statoments of Net PFosition
Deamsmber 31, 2006 anet 2004

2015
Debt Service

2014
Pebl Service

Asszels
Cash and cash eguivalaentsz 3 54,470 g 50, 904%
Accounts receivable- TSRs 1,373,514 674,016
Restricted cash and cash equivaleals 116, 188 TG, 187
Frepald exponses 2,301 2,301
Total assets 5 2,204,473 5 1,808,413
Deferred inflows of resolurces
Unavailable revenues - TSRs 1,301,514 679,016
Fund halances
Rostricted - debt service 76, 1RR 116,187
Unassigned be, 71 53,210
Totsl deferred inflows of resources 832,904 829,397
Total liabilities and fund halance & 2,204,473 e 1,508,413
Amounts reported for governmental
activities in the statement of net
position are different because:
Total fund bhalanoe 5 832,959 & 829,387
Tobacoes settlement revenue was not
received in the current period and is
not reported as income al. the fund level 1,371,514 679,016
Long-term liabilities, including bonds
payable, are not due and pavable in
the current period and, therefore,
ara nol reported in tle funas (L&, 430,089) (16,160,469)
Net position 5 (14,225, 616) 3 (14,652, 076)

Ser accompanying notes Lo
bhasic financial statements,

-




Jan I. Nolis

Certified Public Accountant

Ticga Tobacco Asset
Socuritization Corporation

(A Blended Component Unit of che

County of Tioga, Rew York)

ik,

& in Fund Balance and Reconciliation to

Activities and Chango lo Met Fosition

Year ended December 31, 2015 and 2014

Revanues:
Tobacco settlemnant
Intereat snd investment, jncomne
Total ravenoues
Exparnditares:
Ganeral and administrative
Debt service - principal
Debl service - interest & fees
Transfer to Residual Trustee
Total exponditures

Excass of revenues over (under)

Fund balange at beginning of year
Fund balance at end of year

Net: change in fund bhalance

orpenditures

Amounts reported in the statement of activities

are different because:

The net effect of bond proceeds regeived, ropayment s
of the serles 2000 bonds and interest expense ape

actbivities of the govermmental fond but not
raported in the statement of activities

Tneome Lrom tobacco selt)ement rovenues

Change in net position

Swe accompanying notes to
bazic financial statemonts,

w10
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2015
Debt Service

2014
Debt Service

678,616 %

15

193,461
23

GG, 031

1493, 484

21,569
60,000
11, 900
a8, 000

20,341
165, 000
576, 681

20,000

G5, 1469

782,022

3, 562

B29, 307

11,462

017,935

B2y, 397

B3Z,859
3,562 %

{269, 600)
BOF, 498

11, 462

(140G, 931)

(114,445)

126,460 &

(243,914)




Jan H. Nolis

Certified Public Accountant

Tioga Tobacoo Asset
Securitization Corporation
(A Blended Component Unit of the
County of Ticga, New York)
Notes to Financial Statements

(1) Organization

Tioga Tobacco Asset Securitization Corporation (“the Corporation”)
ig a special purpose, bankruptecy-remote local development corporation
organized under the Not-For-Profit Corporation Law of the State of New
York (Mthe State”). The Corporation was estahlished on October 11,
2000, however there were no gubstantive oparationsg until December 7,
2000 as discussed herein. fThe Corporation is an instrumentality of, but
separate and apart from the County of Tiocga, New York (“the County®}.
The Corporation will have not less than three or more than five
directors, consisting of one ex-officio position being the chalrperson
ol the County Legislature, up to four additional directors 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 blended component
unit.

On December 7, 2000, 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 {"I'5Rs”) under the
Master Settlement Agreement (“MSA”) and the Decree and Final Judgment
(the “Decree”). The MSA resolved the cigarette smoking-related
litigation hetween 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 TSRy
under the MSA. The future rights, 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 TS5Re was financed by the issuance of serial pass-through bonds
(series 2000). A Residual Certificate existed which represented the
entitlement to receive all amounts required to be distributed after
payment of debt service, operating expenses and certain olher costs as
set forth in the indenture. Payments on the Residual Certificate from
TSR collections were subordinate to payments on the bonds and payment of
certain other costs specified in the indenture.

w1 -



Jan F. Nolis
Ceprified Public Accountant !

Tioga Tobacco Asset
Securitization Corporation
(A Blended Component Unit of the
County of Tioga, New York)
Notes to Financial Statements

(1) Organization (continued)

bxcess TSRs not required by the Corporation to pay various expenses,
debt service or required reserves with respect to the bonds were
transferred to the Tioga Tobacce Asset Stabilization Trust (the
“Trust”), as owner of the Residval Certificate. The County was the
beneficial owner of the Trust and thus the excess funds received by the
Trust ultimately transfer to the County.

During 2005, and as a result of favorable tobacco market conditions
and the cooperation of multiple municipalities to participate on a
pooled basis, the Corporation participated in two restructuring
transactions whereby additional proceeds became available to the
beneficial owner of the tobacce trust. The series 2000 bonds were
refunded/defeased and the corporation hecame obligated on several other
bond lssues under the same operating structure.

During 2015 an agreement was reached between New York State, the
Original Participating Manufacturers and the Subsequent Participating
Manufacturers Lo release monies being disputed by all parties related to
the formula used for Non-Participating Manufacturer Adjustment to the
annual MBA payment. These claims have been at issue and in arbitration
for several years. The terms of the NY NPM Settlement Agreement release
90% of the previously-withheld Disputed Payment Funds for distribution
to NY, and future MSA Payments will be made according to a set formula
that cannot be disputed by either party. Going Fforward there will be no
disputed withholdings and no drawn-out arbitration proceeding and also
no risk that NY will lose one or more of its entire annual MSA payments
as a result of those proceedings,

(2) Summary of Significant Accounting Policies

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

The Corporation’s government-wide financial statements are
prepared in conformity with accounting principles generally accepted in
the United States as prescribed by the Governmental Accounting Standards
Board (GASBE).,

w]P e



Jan . Nolis

Certified Public Accountant

Tioga Tobacco Asset
Securitization Corporation ' §
(A Blended Component Unit of the ;
County of Tioga, New York)
Notes to Financial Statements

(2) Summary of Significant Accounting Policies (continued)
. g

The Corporation’s government-wide financial statements are reported !
using the economic resources measurement focus and the acerual 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.

The Corporation’s fund financial statements are reported using the
current financial rescurces measurement focus and the modified accrual
basls of accounting. Revenues are raecognized 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
Corporation considers revenues to be available if they are collected
within 105 days of the end of the current fiscal period. Revenue that
is not yet available is recorded as deferred inflows of resources on the
balance sheet, Expenditures generally are recorded when a liabllity is
incurred, as under accrual accounting.

However, debt service expenditures, claims, and judgments, are
recorded only when payment is due.

The major governmental fund is the Debt Service Fund. The Debt
Service Fund accounts for the resources accumulated and payments made
for operations and principal debt service on long-term general
ohligation debt,.

Nat Position

Net position in government-wide financial statements is classified
as net investment in capital assels; restricted and unrestricted.
estricted net position represents constraints on resources that are
either externally imposed by creditors, grantors, contributors, laws or
regulations of other governments, or imposed by law through State
statute or are otherwise unavailable for appropriation by the primary
government and component units,

_13._



Jan E. Nolis

Certified Public Accountant

Tioga Tobacco Asset
securitization Corporation
(A Blended Component Unit of the
County of Tiocga, New York)
Notes to Financial Statements

{2) summary of Significant Accounting Policies (geontinued)

As of December 31, 2015 and 2014, restrictions include:

Debt Service -represents resources that have been legally restricted for

debt service payments that will be made in fulture periods.

Unrestricted net position is net position that is not restricted, but
which may be internally designated by the Board of Directeors. At
December 31, 2015 and 2014, the amount of unrestricted net position was
(514,225,616} and ($14,652,076), respectively.

"und Balance
Fund balance is composed of two c¢lassifications.

Restricted -amounts constrained to specific purposes by their providers
such as grantors, bondholders, and higher levels of government),
through constitutional provisions, or by enabling legislation;

Unasgsigned -amounts that have not been assigned to another fund or are
not restricted, committed, or assioned to specific purposes within the
debt service fund.

{b) Cash & Cash Equivalents

The Corporation considers bank depozilt accounts and all highly
liguid debt instruments with remaining maturities, when purchased, of
three months or less to be cash eguivalents and these are stated at
fair value. TTASC maintains a liquidity reserve acgount, which was
initially funded from the Series 2000 PBond proceeds. This account must
be maintained until such time that all bonds, other than subordinated
bonds, are paid. This account is included in restricted cash and cash
equivalents on the balance sheet in the amount of $776,188.

{c) Tax SBtatus
The Corporation, as a not-for-profit organization, is exempt from

income taxes under section 501 C (3) of the Internal Revenue Code. The
Corporation is not a private foundation.

w1l -



Jan E. Nolis

Certified Public Accountant

Ticga Tobacco Assel
Securitization Corporation
(A Blended Component Unit of the
County of Tioga, New York)
Notes to Financial Statements

() summary of Significant Accounting Policies (continued)
(d)  Use of Estimates

The preparation of financial statements in accordance with
accounlting principles generally accepted in the United States of America
require the Corporation’s management to make estimates and assunmptions
in determining the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities as of the date of the
financial statements and the reported amounts of revenues and
expenditures during the reported perieod. Actual results could differ
from those estimates,

(@) Interest Expense/Expenditure

The Corporation recognizes interest paid as interest expenditures
on a modified accrual basis for the statement of revenues, expenditures
and changes in fund balance and as expenses on the full accrual basis
for the government~wide financial statements. Interest expense includes
a current provision for accreted interest on the Capital Appreciation
Bonds in the amount of $329,813. Interest paid during the year ended
becember 31, 2015 and 2014 was $571,900 and $576, 681, respectively.

{(fy Risk

Numerous lawsuits have been filed challenging the enforceability of
the M5A and related statutes, including two cases pending in the United
states District Court for the Southern District of New York wherein
plaintiffs seek a determination that the M3A, the State’s Qualifying
Statute and the State’s Complementary Legislation (each as described
herein) violate the United States Constitution and/or federal antitrust
laws. A final ruling adverse to the State in either case or in a future
case could result in a material adverse affect on the amount of TSRs
available to pay back bondholders and the complete cessation of TSRs for
an indeterminate period. It could also result in the complete loss of an
owner’s investment.

{3) Accounts receivable -~ TSRs

The Corporation reports tobacco settlement revenues received by
April 16-18"" of the following year as a receivable.

..,..15._



Jan E. Nolis

Certifted Public Accountant

Tioga Tobacco Asset
securitization Corporation
(A Blended Component Unit of the
County of Tioga, New York)
Notes to Financial Statements

(4) Advance Relfunding/Defeasance of 2000 Series Bonds

The Corporation issued $15.7 million of Tobacco Settlement Asset
Backed BSeries 2005 bonds in 2005 to provide a portion of the funds
necessary to advance refund/defease all future debt service payments of
its outstanding $8.82 million Tobacco Settlement Asset-Backed Series
2000 bonds; to securitize additional Ffuture TSRs; and to pay related
costs of issuance of the Series 2005 bonds. The Series 2000 bonds have
been removed from the Corporation’s financial statements.

(5) Contingency and concentration of credit risk

The Corporation’s financial existence is contingent upon receiving
ISR*s from the tobacco manufacturers. In May of 2016, Fitch Ratings
announced its intent to withdraw ratings on US Tobacco Asset-Backed
Securities. For a variety of reasons the material calculations
originally part of the base MSA have eroded confidence that ratings can
be consistently maintained.

(6) Investment and deposit policy

The Corporation follows an investment and deposit policy as
outlined in the Indenture, the overall objective of which is to
adequately safeguard the principal amount of funds invested or
deposited; conformance with federal, state and other lagal requirements;
provide sufficient liquidity of invested funds in order Lo meet
obligations as they become due; and attainment of a market rate of
return. Oversight of investment activity is the responsibility of the
Treasurer of the Corporation.

In accordance with the Corporation’s investment and deposit policy,
all deposits of the Corporation including certificates of deposit and
special time deposits, in excess of the amount insured under the
provisions of the Federal Deposit Insurance Act (FDIC) shall be secured
by a pledge of securities with an aggregate value equal to the aggregate
amount of deposits,

As of December 31, 2015 and 2014, the carrying amount of the
Corporation’s cash and cash equivalents was 554,470 and $50,909,
respectively. The amounts exposed to Custodial Credit Rizk, and secured
by collateral held by a bank are 5-0- and §~0~, respectively.
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Jan E. Nolis

Certified Publc Accountant

Tioga Tobacco Asset
securitization Corporation
(A Blended Component Unit of the
County of Tioga, New York)
Notes to Financial Statements

(7) Bonds Pavable

The Series 2005 bonds bear interest at rates ranging from 0.00% to
2.00%.  These bonds are secured by a perfected security interest in, and
pledge of, the Trust Kstate, as defined in the Indenture, which
includes, the TS8Rs and all investment earnings on amounts on deposit,
Among the accounts established are the liquidity reserve account, the
turbo redemption account and the debt service account. The corporation
retains TSRs in an amount sufficient to service its debt and pay its
operating expenses for one year.

Long-term indebtedness consisted of the folliowing:

P
—
e
3'_._]
oA
ind

2014

Balance - beginning of year

816,112,724 £15,971,076
Repayments of bonds 1

(60,000) . (165,000)

Accreted interest § 329,813

306,648
Balance - end of year

5
o
a

Required payments due within one year -

Scheduled Turbo redemption repayments are as follows:

Yaar ended Principal Interest Accreted Int
2016 495,000 463, 306 354,183
2017 530,000 437,750 380, 960
2018 685,000 407,375 409,034
2019 730,000 372,000 440,627
2020 780,000 334,250 473,446
2021-2025 4,735,000 1,011,375 2,559,041
2026~-2030 3,468,816 3,200,368 3,543,670
2031-2035 747,488 5,443,847 2,551,391
2036-2041 4,211,233 6,338,956 _.B07,228

Total 5 16,382,537 3 18,010,227 5 11,919,580
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Jan k. Nolis

Certifiod Public Accountant

Ticga Tobacco Asset
decuritization Corporation
(A Blended Component Unit of the
County of Tioga, New York)
Notes to Financial Statements

{(7) Bonds Payable (continued)

Required maturities for the Series 2005 bonds represent the minimum
amount of principal that the Corporation must pay as of the specific
distribution dates in order to avoid a default. “Turbo (accelerated)
amortization payments are required to be made against outstanding
principal providing that the Corporation receives sufficient T5Rs to
make the Turbo payments. There are no assurances that TSRs will
materialize and/or be sufficient to make the projected Turbo payment,
The interest payment reguirements shown above are based on the regquired
principal maturity schedule and include the accreted value portion of
capital appreciation bonds in the year in which they are required to be
redeemed.

Under the terms of the debt agreement, the Corporation is required
to maintain certain deposits to fund debt service payments, if needed.
such deposits are included in restricted cash and ecash equivalents in
the basic linancial statements. In addition, the Corporation is subject
to various debt covenants, including limitations on
expenses/expenditures, and compliance with Trustee indenture agreemeant
requirements. The Corporation was in compliance with all ecovenants and
indenture agreement requirements at December 31, 2015 and 2014,

The corporation had liquidity reserves in the amount of $776,188
and $776,187, at December 31, 2015 and 2014, respectively, to fund debt
payment.s on its bonds.

Principal payments in the amounts of $60,000 and $£165,000 were made
in 2015 and 2014, respectively, in accordance with the flexible
amortization payment schedule for the Series 2005 bonds. In June of
2016, 8755,000 in principal payments are scheduled te be made on the
bonds. If required principal payments are not made on the bonds, the
unpaid principal is added to the end of the term, and final maturity is
extendead,
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Jan E. Nolis

Certified Public Accountant

Tioga Tobacgo Asset
Securitization Corporation
(A Blended Component Unit of the
County of Tioga, New York)
Notes to Financial Statements

(&) lTransactions with Tioga County

In addition to setting forth the terms and conditions of the sale
and purchase of TSRs, the Purchase and Sale Agreement provides for
separate consideration to retain the County to act as Administrator with
respect to the preparation of reports and other instruments and
documents that it i1s the duty of the Corporation to prepare, execute,
file or deliver pursuant to the Indenture and the related agreements.
The Agreement alse contemplabes the lease of office space, telephone,
averhead and operating services and expenses (including shared
employees, consultants, and reasonable legal and auditing expenses) on
the basis of actual use, value of such gervices, or on a basis
reasonably related thereto. The corporation has made no payment to the
County for these County-provided servieces in the previous two years.

(2) Subsequent Events
Events and transaction that oceurred from the paeriod from December

31, 2015, to April 30, 2016, have been evaluated for disclosure and
inclugion in the financial statements.
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INDEPENDENT AUDITOR'S REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS
BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
INACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Board of Directors

Tioga Tobacco Asselt
Securitization Corporation

Owego, New York

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 Auwditing Standards
issued by the Comptrotler General of the United States, the financial statements of (he governmental
activities and the major fund, of the Tioga Tobacco Asset Seeuritization Corporation (the Corporation)
as of and for the year ended December 31, 2015, and the retated notes to the financial stalements,
which collectively comprise the Corporation’s basic financial statements, and have issued our report
thereon dated June 26, 2016,

Internal Control Over Financial Reporting

In planning and performing our audit of the financial slatements, 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
conlrol.

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, (o prevent, or
detect and correci, 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 possthility that a material
misstalement of the entity’s financial statements will not be prevented, or detected and corrected on a
timely busis. A significant deficiency is a deficiency, or a combination of deficiencies, in internal
conirol 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. 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.
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Compliance and Qther 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 resuits of our tests disclosed no instances of noncompliance or other
matlers 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 result of that testing, and not to provide an opinion on the effectiveness of the
entity’s internal control or on compliance. This report 1s 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.

Respectfully Submitted,

Insero & Co. CPAs, LLP
Certified Public Accountants

Ithaca, New Yark
June 20, 2016
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