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INDEPENDENT AUDITOR'S REPORT

February 9, 2014

To the Beard of Directors

Chautauqua Tobacco Asset Securitization Corporation
3163 Airport Drive

Jamestown, New York 14701

Report of Financial Statements

We have audited the accompanying financial statements of the governmental activities and each major
fund of Chautauqua Tobacco Asset Securitization Corporation (CTASC), as of and for. the years ended
December 31, 2013 and 2012 and the related notes to the financial statements, which collectively
comprise CTASC'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 gpinion. 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. '
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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 each major fund of CTASC, as of
December 31, 2013 and 2012, and the respective changes in financial position for the years then ended
in accordance with accounting principles generally accepted in the United States of America.

Other-Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management's
discussion and analysis on page 3 and 4 be presented to supplement the basic financial statements.
Such information, although not a part of the basic financial statements, is required by the Governmental
Accounting Standards Board, who considers it fo 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 fo 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 fo 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 9,
2014, on our consideration of CTASC's internal control over financial reporting and our tests of its
compliance with certain provision of laws, regulations, contracts, and grant agreements and other
matters. The purpose of that report is 1o describe the scope of our testing of internal conirol over financial
reporting and compliance and the resulis of that testing, and not to provide an cpinion on the internal
control over financial reporting or compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering CTASC's internal control over financial
reporting and compliance.

QW.%Me' Clodseiate), LLP
JOHNSON, MACKOWIAK & ASSOCIATES, LLP



CHAUTAUQUA TOBACCO ASSET SECURITIZATION CORPORATION
MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE YEAR ENDED DECEMBER 31, 2013

This discussion and analysis of the Chautauqua Tobacco Asset Securitization Corporation
(CTASC) financial performance provides an overview of CTASC’s financial activities for the
year ended December 31, 2013, This document should be read in conjunction with CTASC’s
financial statements which begin on page 5.

FINANCIAL HIGHLIGHTS

¢ CTASC’s net deficit increased $1,190,100 as a result of this year’s activity.

e Total assets decreased by approximately $1,455,100 from 2012 to 2013, primarily as a resuit
of decreases in unamortized bond discount costs on capital appreciation bonds. Total
labilities decreased by approximately $265,000, as a result of the amortization of the bond
discount costs of the capital appreciation bonds, net of repayments of debt totaling
approximately $265,000.

o Tobacco settlement revenues decreased by approximately $1,343 from 2012 to 2013,

USING THIS REPORT

The annual report consists of a series of financial statements. The statement of net position
(deficit) and the statement of activities provide information regarding CTASC as a whole and
present a longer-term view of CTASC’s finances. Financial statements for each fund start on
page 7. For governmental activities, these statements show how services were financed in the
overall operation of CTASC in greater detail than CTASC-wide financial statements.

REPORTING CTASC AS A WHOLE

The Statements of Net Position (Deficit) and Statements of Aciivities

The statements of net position (deficit) and statements of activities show information about
CTASC as a whole. These statements include all assets and liabilities of CTASC using the
accrual basis of accounting which is used by most private-sector companies. All of the current
year’s revenues and expenses are taken into account regardless of when cash is received or paid.

These two statements report CTASC’s net position (deficit) and the changes fo it. CTASC’s net
position (deficit) — the difference between assets and liabilities — is a way to measwe CTASC’s
financial health, or financial position. Over time, increases or decreases in CTASC’s net position
(deficit) are one indicator of whether its financial health is improving or deteriorating.

In the statements of net position (deficit) and the statements of activiﬁes, CTASC reports all its
basic services as governmental activities. These services are primarily economic development.



REPORTING CTASC’S MOST SIGNIFICANT FUNDS

Fund Financial Statements

Our discussion and analysis of CTASC’s major funds begins on page 7 and provide detail of
CTASC’s most significant funds on an individual basis rather than the Corporation taken as a
whole. Some funds are required to be established by state or local law or by the nature of the
federal and state funding for their operation. Currently CTASC utilizes two governmental funds
(Capital Projects and Debt Service).

Governmental Funds

The two funds of CTASC are considered governmental funds. This section focuses on how
revenue flows into and out of this fund and the balance of the fund at year-end which is available
for future spending. These funds are reported using the modified accrual basis of accounting
which measures cash and financial assets that can be readily converted to cash, The
governmental fund statements provide a detailed short-term view of CTASC’s general operations
and the basic services it provides. This information helps determine the financial resources that
can be spent to finance CTASC programs. The relationship between the governmental activities
(accrual basis) and the governmental funds (modified accrual basis) is provided in reconciliations
on pages 8 and 10.

FACTORS BEARING ON THE CORPORATION’S FUTURE

At the time these financial statements were prepared and audited, the Corporation was aware of
the following circumstances that could significantly affect its financial health in the future:

¢ The Master Settlement Agreement (MSA) participants continued to withhold approximately
12% of the expected payments due to the dispute regarding the Non-Participating
Manufacturers (NPM) percentage of market share growth. In August 2013, New York State
was successful through arbitration in winning the NPM dispute for the payment year. The
arguments for the other years in dispute follow the same principals so it is fair to presume that
the State will be successful for all the other years. The payment for this settlement on the
2003 NPM holdback should be distributed to CTASC during the 2014 calendar year. Tt is
also expected that the MSA participants will no longer hold back the NPM disputed amounts
which will result in a greater cash flow to the corporation.

e As of February 2013, the three Origina! Participating Manufacturers (OPM) in the Master
Settlement agreement with a market share totaling 80% were rated at BBB- or above by
Moody’s Investors Service. As discussed in the notes to the financial statements, the tobacco
settlement revenues are dependent upon the volume of cigarettes shipped in the United States,
which is primarily a function of domestic cigarette consumption.

¢ On August 27, 2012 CTASC was downgraded to a BBB- rating by Fitch, Inc. For 2012, the
aggregate MSA payment was 1.97% higher than the amount in 2011, Fitch published updated
Tobacco Settlement ABS Criteria on July 16, 2012, which included a change in the base case
assumption for the MSA payment from +1% to 0%. The rating scale was recalibrated to
reflect this change, and as a result there were several downgrades, The downgrades were
taken on turbo and capital appreciation bonds (CABs), which are typically more leveraged.
No serial bonds were downgraded as a result of the downgrading of the aforementioned
Original Participating Manufacturers.



CONTACTING CTASC’S FINANCIAL MANAGEMENT

This financial report is designed to provide the citizens of Chautauqua County, customers, and
creditors with a general overview of CTASC’s finances and to show CTASCS’s accountability
for the money it receives. If you have any questions or need additional information, contact
Darin Schulz, 3200 Deetwood Drive, Ashville, NY 14710,



CHAUTAUQUA TOBACCO ASSET SECURITIZATION CORPORATION

STATEMENTS OF NET POSITION (DEFICIT)
DECEMBER 31, 2013 AND 2012

ASSETS
2013 2012
Restricted cash and cash equivalents $ 231,186 § 210,680
Restricted investments 3,253,801 3,508,334
Capital assets, net - -
Unamortized bond discount:
Series 2000 Bonds 104,020 107,915
Series 2005 Turbo Capital Appreciation Bonds 442,245,605 443,430,878
Unamortized bond issuance cost 764,374 796,279
TOTAL ASSETS $ 446508986 $ 448,054,088

LIABILITIES AND NET POSITION (DEFICIT)

LIABILITIES:
Bonds payable:
Due and payable within one year 3 270,000 $§ 265,000
Due and payable aiter one year 27,545,000 27,815,000
Turbo Capital Appreciation Bonds payable 458,214,716 458,214,716
TOTAL LIABILITIES 486,029,716 486,294,716
NET POSITION (DEFICIT):
Invested in capital assets, net of related debt - -
Restricted for debt service 3,253,801 3,508,334
Restricted for capital program 231,186 210,680
Unrestricted deficit {42,915,717) (41,959,644)
TOTAL NET POSITION (DEFICIT) (39,430,730) (38,240,630)

TOTAL LIABILITIES AND NET POSITION (DEFICIT) $ 446,598,986

$ 448,054,086

See accompanying notes to financial statements.
-5-



CHAUTAUQUA TOBACCO ASSET SECURITIZATION CORPORATION
STATEMENTS OF ACTIVITIES

YEAR ENDED DECEMBER 31, 2013 AND 2012

EXPENSES:
General and administrative expenses
Distributions to Chautaugqua County
for capital program
Interest expense
Bond accretion
Bond issuance cost

TOTAL EXPENSES
REVENUES:
Tobacco settlement :
Revenue
Net tobacco settlement revenues
Investment income:
Interest income
Investment gain (loss)
Total investment income {loss)

TOTAL REVENUES

CHANGE IN NET POSITION (DEFICIT)

NET POSITION (DEFICIT), beginning of year

NET POSITION (DEFICIT), end of year

2013 2012

$ 76,970 $ 90,092
1,892,321 1,907,921
1,174,697 1,095,898
31,905 31,905
3,175,893 3,125,816
2,160,165 2,161,508
2,160,165 2,161,508
134,497 132,184
(308,869) 93,869
(174,372) 226,053
1,985,793 2,387,561
(1,190,100) (738,255)
(38,240,630) (37,502,375)
$ (39,430,730) $ (38,240,630)

See accompanying notes to the financial statements.
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CHAUTAUQUA TOBACCO ASSET SECURITIZATION CORPORATION
RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEETS

TO THE STATEMENTS OF NET POSITION (DEFICIT)
DECEMBER 31, 2013 AND 2012

TOTAL FUND BALANCE - GOVERNMENTAL FUNDS

Amounts reported for governmental activities in the

statement of net deficits are different because:

Property and equipment used in governmental
activities are not financial resources and therefore not

reported in the governmental funds.
Governmental property and equipment
Less accumuiated depreciation

Costs of debt issuance are expenditures
government activities, However, in the statement of
net assets, the costs of debt issuance are reported as
capitalized assets and amortized over the lives of the

related debt.

Bond discounts are reported as other tinancing uses
in governmental funds financial statements.
However, in the statement of net assets, bond
discounts are reported as a component of bonds
payable and amortized over the lives of the related

debt.

Some liabilities are not due and payable in the current
period from currently available financial resources
and are therefore not reported in the governmental
funds financial statements. Those liabilities consist

of:

Governmental bonds payable

NET POSITION (DEFICIT) OF GOVERNMENTAL ACTIVITIES $§

2013

2012

$

3,484,987 §

3,718,014

34,189

34,189

(34,189)

(34,189)

764,374

796,279

442,349,625

443,638,793

(486,029,716)

(486,294,716)

(39,430,730) $

(38,240,630)

See accompanying notes to financial statements.
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CHAUTAUQUA TOBACCO ASSET SECURITIZATION CORPORATION
RECONCILIATION OF THE STATEMENTS OF REVENUES, EXPENDITURES, AND CHANGES
IN FUND BALANCES OF GOVERNMENTAL FUNDS TO THE STATEMENTS OF ACTIVITIES

YEARS ENDED DECEMBER 31, 2013 AND 2012

2013 2012

NET CHANGE IN FUND BALANCES -
TOTAL GOVERNMENT FUNDS $ (234,027) $ 144,019

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

Governmental funds report the cost of debt
issuance as expenditures. However, ‘in the
statement of activities, the cost of debt issuance is
amortized over the lives of the related debt. (46,376) (46,376)

Governmental funds report bond proceeds net of
repayment of debt. However, in the statement of
activities, bond accretion, which results in an
increase in the amount of the bond due is (1,174,697) (1,095,888)

Governmental funds report bond principal
payments as other financing uses. However, in the
statement of activities, bond principal payments are
recognized as liabilities and writien down as they 265,000 260,000

CHANGE IN NET POSITION {DEFICIT) OF
GOVERNMENTAL ACTIVITIES $ (1,190,100) % {738,255)

See accompanying notes to the financial staterments.
-11 -



CHAUTAUQUA TOBACCO ASSET SECURITIZATION CORPORATION
NOTES TO FINANCIAL STATEMENTS
NOTE 1 - ORGANIZATION

Overview
Chautauqua Tobacco Asset Securitization Corporation {"CTASC"), a component unit of Chautauqua County, New York {the County), is

& special purpose, bankruptcy remote local development corporation organized under the provisions of Section 1411 of the New York
State Not-For-Profit Corporation Law. CTASC is governed by a Board of three directors, consisting of the County Executive for
Chautaugua County, New York; the Director of Finance for Chautauqua County, New York; and an 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 discretely presented component unit.

Pursuant to a Purchase and Sale Agreement with the County, CTASC purchased from the County all of its future rights, title and interest
in the Tobacco Settlerment Revenues {TSR's) under the Master Setilement Agreement 'MSA"). The MSA was entered into on
November 23, 1998, among the attorneys general of 46 states (including New York), the District of Columbia, the Commonwealth of
Puerto Rico, Guam, the U.5. Virgin Islands, American Samoa and the Territory of the Northern Marianas and the four largest United
Slates tobacco manufacturers: Phifip Morris Incorporated, R.J. Reynolds Tobacco Company, Brown & Witliamson Tobacca Corporation
and Lorillard Tobacco Company. The MSA resolved cigarette smoking-related litigation between the Settling States. The MSA also
imposed certain tobacco advertising and marketing restrictions, among ofher things. Neither the County nor CTASC is a party to the
MSA.

CTASC financed the purchase through the issuance of Tobacce Settlement Revenue Bonds and the Residual Certificate, The Residual
Ceriificate represents the entitlement to receive all amounts required to be distributed after payment of debt service, operating expenses
and certain other costs as set forth in the Indenture. Payments on the Residual Cerlificate from TSR collections are subordinate to
payments on the bonds and payment of certain other costs specified in the Indenture. Excess TSR's not required by CTASC to pay
various expenses, debt service or required reserves with respect to the bonds are generally transferred to the CTASC Residual Trust, as
owner of the Residual Cerfificate. The County is the beneficial owmer of the Trust and thus the funds received by the Trust are
transferred to the County.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Measurement Focus/Basis of Accounting

The entity-wide financial statements of CTASC, which include the statement of net deficit and the statement of activilies, are presented to
display information about the reporting enfity as a whole, in accordance with Stalements No. 34 of the Governmental Accounting
Standards Beard. The statement of net deficit and the statement of aclivities are prepared using the economic resources measurement
focus and the accrual basis of accounting.

CTASC's governmental fund financial statements are presented using the current financial resources measurement focus and the
modified accrual basis of accounting. Revenue is recognized when it becomes susceptible to accrual, which is when it becomes both
measureable and available to finance expenditures in the current fiscal period. Measureable means the amount of the transaction can be
determined and available means collectible within the current period or soon enough thereafter to pay liabilities of the current period.
Expenditures are recognized when the related liability is incurred, except for unmatured interest on bonds payable, which is recognized
when due.

Property, Equipment and Depreciation
Property and equipment are recorded at cost. Depreciation is computed over the eslimated useful lives of the property and equipment on

the straight-line method in the entity-wide financial statements. The governmental funds financial statements recognize properly and
equipment acquisitions as an expense in the period in which they are acquired. Depreciation is not recognized in the governmental funds
financial statements.

Bond Premiums, Discounts and Issuange Costs

Bond premiums, discounts and issuance costs are capitalized and amortized over the lives of the related debt using the straight-ine
method in the entity-wide financial statements. The governmental funds financial statements recognize bond premiums and discounts, as
well as bond issuance costs, during the current period. The face amount of debt issued is reported as other financing sources while
discounts on debt issuance are reported as other financing uses. Issuance costs, whether or nof withheld from the actual debt proceeds
received, are reported as debt service expenditures.

Interest Expense
Interest expense is recognized on the acerual basis in the entity-wide financial statements, Inlerest expenditures are recognized when

paid in the individual governmentat funds financial statements.

-2



NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, continued

Use of Estimates

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

Tax Status

The Corporation is exempt from federal income tax under Section 115 of the Internal Revenue Cods. The Corporation believes that it
has appropriate support for any tax position taken, and as such, does not have any uncertain tax positions that are material to the
financial statemants.

Cash and Cash Equivalents

CTASC's cash and cash equivalents are currently fimited to bank deposits, U.S. Government securities, and Insured Money Market
funds. At December 31, 2013, the Corporation's cash and cash equivalents consisted of insured Money Market funds of $1,687,149
and bank deposits of $231,188. At December 31, 2012, the Comoration’s cash and cash equivalents consisted of Insured Money
Market funds of $983,357 and bank deposits of $210,880. Investments with an original maturity date of three months or less are
classified as cash and cash equivalents. Bank deposits up to $250,000 are insured by Federal Depository Insurance Corporation.

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

Accounting and Reporting Changes

During November 2010, Governmental Accounting Standards Board (GASB) issued Statement No., 81 - The Financial Reporting Entily.
Omnibus - an amendment of GASB Statements No. 14 and No. 34. The objective of this Statement is to improve financial repotting for
a governimental financial reporting entity. This Statement modifies certain requirements for inclusion of component units in the financiat
reporting enlity. CTASC implemented Statement No. 81, effective for the fiscal year ending December 31, 2013, with refroactive
application for the fiscal year ended December 31, 2012, The adoption of Statement No. 61 had no effect on CTASC's financial
statements.

During March 2012, Governmental Accounting Standards Board (GASB) issued Statement No. 65 - lfams Previously Reperfed as
Assefs and Liabifities. This Stalement establishes accounting and financial reporting standards that rectassify, as deferred outflows of
resources or deferred inflows of resources, certain items that were previously reporled as assets and liabilities and recognizes, as
outflows of resources or inflows of resources, certain items that were previously reported as assets and fiabilities. CTASC implemented
Statement No. 65, effective for the fiscal year ending December 31, 2013, with refroactive application for the fiscal year ended December
31, 2012. The adoption of Statement No. 65 had no effect on CTASC's financial statements.

During March 2012, Governmental Accounting Standards Board (GASB) issued Statement No. 86 - Technijcal Corrections - 2012 - an
amendment of GASB Stafements No. 10 and 62. The objective of this Statement is to improve accounting and financial reporting for a
governinental financial reporting entity by resolving conflicting guidance that resulted from the issuance of two pronouncements,
Statements No. 54, Fund Balance Reporting and Governmental Fund Type Definitions , and No. 82, Codification of Accounting and
Financial Reporling Guidance Conlained in Pre-November 30, 1989 FASB and AICPA Pronouncements. CTASC implemented
Statetnent No. 66, effective for the fiscal year ending December 31, 2013, with retroactive application for the fiscal year ended December
31, 2012. The adoption of Statement No. 66 had no effect on CTASC's financial statements.

During December 2009, GASB issued Statement No. 57 - OPEB Measuremenis by Agent Employers and Agent Mulliple-Employer
Plans. This Statement amends Statement No. 45 - Accounting and Financial Reportting by Employers for Postemployment Benefits
Other Than Pensions , to permit an agent employer that has an individual-employer OPEB plan with fewer than 100 total plan members
to use the alternative measurement method, at its option, regardless of the number of total plan members in the agent multiple-employer
OPEB plan in which it participates. CTASC implemented Statement No. 57, effective for the fiscal year ending December 31, 2012, The
adoption of Statement No. 57 had no effect on CTASC's financial statements.

In November 2010, GASB issued GASB Statement No. 80 - Accounling and Financial Reporing for Service Concession
Arrangements. The objective of this statement is to improve financial reporling refated to service concession arrangements {(SCA's),
which are a type of public-private or public-public parinerships. As used in this statement, an SCA is an arrangement between a
transferor {& governinent) and an operator {governmental or nongovernmental entity) in which (1) the transferor conveys o an operator
the right and related obligation to provide services through the use of infrastructure or another public asset (a “facility) in exchange for
significant consideration and {2) the operater collects and is compensated by fees from third parties, This Statement applies only to those
arrangements in which specific criteria determining whether a transferor has contrel ovér the facility are met. CTASC implemented
Statement No. €0, effective for the fiscal year ending December 31, 2012. The adoption of Statement No. 80 had no effect on CTASC's
financlal statements.
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NOTE 2 - SUMMARY OF SIGNIFICANT AGCOUNTING POLICIES, continued

fn December 2010, GASB issued GASB Statement No. 62 - Cedificafion of Accounting and Financial Reporting Guidance Conlained
in Pre-November 30, 1989 FASB and AICPA Pronouncements. The objective of this Statement is to incorporate into the GASB's
authoritative literature certain accounting and financial reporting guidance that is included in the following pronouncements issued on or
before November 30, 1989, which does not conflict with or contradict GASB pronouncements: (1) Financial Accounting Standards Board
(FASB) Statements and Interpretations, {2) Accounting Principles Board Opinions, and {3) Accounting Research Bulletins of the
American Institute of Cerlifled Public Accountants’ {(AICPA} Committee on Accounting Procedure. CTASC implernented Statement No.
62, effective for the fiscal year ending December 31, 2012, The adoption of Statement No. 62 had no effect on CTASC's financial
statements,

In June 2011, GASB issued GASB Statement No. 63 - Financfal Reporting of Deferred Outflows of Resources, Deferred Inflows of
Resources, and Net Position. This Statement provides financial reporting guidance for deferred outflows of resources and deferred
inflows of resources. Concepls Statement No. 4, Elements of Financial Statements, introduced and defined those elements as a
consumption of net assets by the government that is applicable to a future reporting period, and an acquisition of net assets by the
government that is applicable to a future reporling period, respectively. Previous financial reporting standards do not include guidance for
reporting those financial statement elements, which are distinct from assets and fiabilities. CTASC implemented Statement No, 63,
effective for the fiscal year ending December 31, 2012. The adoplion of Statement No. 63 had no effect on CTASC's financial
statements,

In June 2011, GASB issued GASB Statement No. 64 - Derivalive Instruments: Applicafion of Hedys Accounting Termination
Provisions - an amendment of GASB Statement No. 53. The objective of this Statement is to clarify whether an effective hedging
relationship continues after the replacement of a swap counterparty or a swap counterparty’s credit support provider. This Statement sets
forth criteria that establish when the effective hedging relationship continues and hedge accounting should confinue to be applied.
CTASC implemented Statement No. 64, effective for the fiscal year ending December 31, 2012. The adopticn of Statement No. 64 had
no effect on CTASC's financial statements.

Future Impacts of Accounting Pronouncements

CTASC has not completed the process of evaluating the impact that will result from adopting Governmental Accounting Standards Board
{GASB) Statement No. 67 Financial Reporting for Pension Plans—an amendment of GASB Statement No. 25, effective for the year
ending December 31, 2014, GASB Slalement No. 68 Accounting and Financial Reporting for Pensicns—an amendment of GASB
Statement No. 27, effective for the year ending December 31, 2015; GASB Statement No, 89 - Govermment Combinations and
Disposals of Government Operations, effective for the year ending December 31, 2014; GASB Statement No. 70 - Accounting and
Financial Reporting for Nonexchange Financial Guarantses, sffective for the year ending December 31, 2014; and, GASB Statement
No. 71 - Pension Transition for Confributions Made Subsequent to the Moasurement Date, effective for the year ending December 31,

2015,
CTASC is therefore unable to disclose the impact that adopting these GASB Statements will have on its financial position and results of
operation when such statements are adopted.

NOTE 3 - INVESTMENTS

Investments are reported at fair value. The Corporation's trustee holds investments for the funds included in the financlal statements.
The Corporation invests in autherized investments as described in the bond resolution such as obligations of the United States of
America, :

Custodial Credif Risk - For an investment, custodial credit risk is the risk that, in the event of the failure of the counterparty, the
Corporation wilf not be able to recover the value of its investments or collateral securities that are in the possession of an outside party,
The Corporalion's investments at December 31, 2013 and 2012 were in U.S. Government and Municipal Obligations.

Concentration of Credit Risk - The Corporation places no limit on the amount that it may invest within any one issuer. The
Corporation’s investments at December 31, 2013 and 2012 were in the U.S. Government and Municipal Obligations.

Interest Rate Risk - The Corporation's investment policies are governed by resolution of the Board of Directors. It is the policy of

CTASC to diversify ils deposits and investiments by maturity scheduling as a means of managing its exposure to fair value losses arising
from interest rates.
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NOTE 3 - INVESTMENTS, continued

Fair Value Measurements - Fair values of assets measured on a recurring basis at December 31, 2013 and 2012, are as follows:

Investmenf Description

Cash and Cash Equivalents
Debt Service -

U.5. Government Agencies
Municipal Obligations

Total Investments

2013 2012
Cost Fair Value Cost Fair Value
% 1,687,149 % 1687149 § 983,357 3 983,357
1,762,729 1,566,652 144,768 143,474
- - 2,193,205 2,381,503
$ 3,449,878 $ 3253801 § 3,321,330 $ 3,508,334

Credit Quality Ratings - Municipal Obligations - During 2013 and 2012, the Corporation invested In various NYS Municipal
Obligations. At December 31, 2013 the Corporation did not have any investments in NYS Municipal Cbligations.

The credit quality rating of these investments at December 31, 2012 are as follows:

Municipal Obllgation

New York, NY

NY City Transitional Finance Authority
NY City Transitional Finance Authority
Metropolitan Transportation Authority, NY

Total municipal obligations

NOTE 4 - PROPERTY, EQUIPMENT AND DEPRECIATION

Property, equipment and depreciation consist of the following:

Governmental activities:
Property and equipment that s depreciated:
Office improvements
Furniture and fixtures

Total depreciable historical cost

Less accumulated depreciation;
Office improvements
Furniture and fixtures
Total accumulated depreciation

Total depreciable historical cost, net

Fair Value CUSIP Ne, Maturity Date Moody's
% 861,057 64966HMT4 10/01/34 Aa2
463,454 64871MS60 05/01/30 Aai
351,738 6497 TM4NS 08/01/30 Aai
705,254 59259YGG8 11711530 A2
$ 2,381,503
Year ended December 31, 2013
Beginning Retirements/ Ending
Balance Additions Reclassifications Balance
$ 3277 % - $ - $ 3,277
30912 - - 30812
34,188 - - 34,189
3277 . - 3,277
30912 - - 30,812
34,189 - - 34,189
$ - $ - $ - $ -
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NOTE 4 - PROPERTY, EQUIPMENT AND DEPREGCIATION, continued

Property, equipment and depreciation consist of the following:
Year ended December 31, 2012

Beginning Retirements/ Ending
Balance Additions Reclassifications Balance
Governmental activities:
Property and equipment that is depreciated:
Office improvements $ 3277 % - $ - $ 3,277
Furniture and fixtures 30,812 - - 30,912
Total depreciable historical cost 34,189 - - 34,189
Less accumulated depreciation: .
Office improvements 3,277 - .- 3,277
Furniture and fixtures 30812 - ) - 30,912
Tetal accumutated depreciation 34,189 - - 34,189
Total depreciable historical cost, nat 3 - $ - $ - $ .

NOTE 5 - BOND ISSUANCE COSTS AND DISCOUNT FEES

The Corporation has incurred issuance costs and discount fees associated with the Series 2005 and Serles 2000 Bond issttes. These
costs are expensed as incurred in the Corporation's governmental fund financial statements. Such costs and discount fees are deferred
and amorlized over the life of related debt in the government-wide statements. Discount fees and bond issuance costs for the 2000
Series totaling $1,039,231 will be amortized over 40 years {8/15/2000 through 8/31/2040). The discount fees and bond issuance cosls
for the 2005 Series fotaling $354,560 will be amortized over 21 years (12/01/05 - 11/20/2026). This will result in a matching of the
amortization of the asset related to the 2000 Series Bonds with the refated payment of the liability. Balances at December 31, 2013 are

as frllnws:
2000 Series 2005 Series
Issuance Costs Discount Fees Issuance Costs Discount Fees
Cost $ 1023444 3% 155,787 % 132616 $ 221,944
Less: Accumulated Amortization 341,133 51,767 50,553 86,371
Net $ 682311 $ 104020 % 82,063 $ 135,573
Balances at December 31, 2012 are as follows:
2000 Serles 2005 Series
Issuance Costs Discount Fees Issuance Costs Discount Fees
Cost $ 1023444 § 185,787 % 132816 % 221,944
Less: Accumnulated Amortization 315,547 47,872 44 234 75,785
Net $ 707897 § 107915 % 88,382 § 146,149

NOTE 6 - BONDS PAYABLE
SERIES 2000 BONDS

Overview

The Seres 2000 Bonds are issued in fully registered form in the name of Cede & Co. as nominee of The Depository Trust Company,
New York, New York ("DTC") who acls as Securities Depository for the Serfes 2000 Bonds. Individual purchases are in bock-entry form
only, in the principat amount of $5,000, or integral multiples thereof. Purchasers do not receive certificates representing their cwnership
interest in the Series 2000 Bonds.

Interest on the Serfes 2000 Bonds is payable semi-annually on January 1 and July 1 in each year until maturity ot prior redemption.
Principal of and interest on the Series 2000 Bonds will be paid by the Indenture Trustee to DTC which will in turn remit such principal and
interest to its Participants, for subsequent distribution to the Beneficial Owners of the Series 2000 Bonds,

Security for the Series 2000 Bonds
Pursuant to a Purchase and Sale Agreement, dated September 1, 2000 (the "TSR Purchase Agreement"), the County sold to CTASC all

of its rights, title and interest under the MSA and the Decree, including the County's right to be paid its poriion of the State of New York's
{the "State") allocable shares of future initial Payments and Annual Payments under the MSA (the "Tobacco Settlement Revenues®).
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NOTE 6 - BONDS PAYABLE; continued

Debt Service Reserve Account

Under The Tndenture, the Indenture Trustee has established and holds a Debt Service Reserve Account which is funded from Series
2000 Bond proceeds. Except after an Event of Default, CTASC is required to maintain a balance in the Debt Service Reserve Account
to the extent of available funds equal to the maximum annual debt service on the Series 2000 Bends in the current year or any future
year. The amount in this account at December 31, 2013 and 2012 was $2,323,118 and $2,569.327, respectively.

Maturity
The following is a summary of maturily of indebtedness:
Qutstanding at
Description of issue Issue Date Final Maturity Intetest Rate December 31, 2013
Serial Bends 08M5/2000 07112040 60-675% ¢ 27815000
The following is a summary of maturing debt service requirements for the year ending December 31:
Year Principal Interest Total
2014 $ 270,000 $ 1861268 § 2,131,288
2015 280,000 1,844,413 2,124.413
2016 285,000 1,826,912 2111812
2017 295,000 1,809,100 2,104,100
2018 560,000 1,789,925 2,349,925
2019 - 2023 3,220,000 8,369,500 11,589,500
2024 - 2028 4,275,000 7,190,263 11,465,263
2029 - 2033 5,990,000 5,533,650 11,523,650
2034 - 2038 8,405,000 3,207,938 11,612,938
2039 - 2040 4,235,000 433,688 4,668,688

$ 27815000 $ 33866677 $ 61681677

Sinking Fund Redemption
The Series 2000 bonds maturing on July 1, 2016 are subject to mandatory sinking fund redemption in part on July 1 of the years, and in

the aggregate principal amounts, shown below, at a redemption price equal to the principal amount thereof to be redeamed, without
prermium.

Redemption Principal to be

Date (July 1) Redeemed
2014 $ 270,000
2015 $ 280,000
2016 $ 285,000

The Series 2000 bonds maturing on July 1, 2024 are subject to mandatory sinking fund redemption in pait on July 1 of the years, and in
the aggregate principal amounts, shown below, at a redemption price equal to the principal amount thereof to be redeemed, without
premium,

Redernption Principal to be

Date (July 1) Redeemed
2017 $ 295,000
2018 $ 560,000
2019 $ 585,000
2020 $ 610,000
2021 3 640,000
2022 $ 675,000
2623 $ 710,000
2024 $ 745,000
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NOTE 6 - BONDS PAYABLE, continued

Sinking Fund Redemption, continued

The Series 2000 bonds maturing on July 1, 2040 are subject to mandatory sinking fund redemption in part on July 1 of the years, and in
the aggregate principal amounts, shown below, at a redemption price equal to the principal amount thereof to be redeemed, without
premium. :

Redemption Principal to be

Date {July 1) Redeemed
2025 $ 795,000
2026 $ 850,000
2027 $ 910,000
2028 $ 975,000
2029 $ 1,040,000
2030 $ 1,115,000
2031 $ 1,195,000
2032 $ 1,275,000
2033 $ 1,365,000
2034 $ 1,460,000
2035 $ 1,565,000
2036 $ 1675000
2037 $ 1,790,000
2038 $ 1,915,000
2039 $ 2,045,000
2040 $ 2,190,000

At the option of the CTASC, there shall be applied o or credited against any of the required principal amounts, shown above, the principal
amount of any such Series 2000 Bonds that are to be decreased, purchased or redeemed,

SERIES 2005 BONDS

Overview

The New York Counties Tobacco Trust V issued $202,792 505 aggregate principat amount of Tobacco Settlement Pass-Through Bonds
in four series. These Series 2005 NYCTT Bonds represent direct, pass-through interest in corresponding bonds of certain series of
tobacco settlement asset-backed bonds issued by one or more of the 24 tobacco assst sscuritization corporations ("TASC") of which
CTASC is one. These bonds are subordinate to the Series 2000 bonds discussed above.

There are not scheduled payments of principal or interest on the Series 2005 NYCTT Bonds other than on their respective maturity dates
because the bonds are Capital Appreciation Bonds. Al interest accretes until both principal and accreted interest is paid. Turbo
(accelerated) amortization payments are required to be made against the outstanding principal providing that CTASC receives sufficient
TSR's to make the Turbo payments. Since there is no certainty that CTASC will receive sufficient TSR's to make these Turbo payments,
the outstanding amount of the bonds and the related discount have not been reduced on the statements of net deficits.

Security for the Series 2005 Bonds

in order to secure payment of its Prior Bonds and Series 2005 TASC Bonds, each TASC has pledged to the TASC Trustee all of the
TASC's rigits, tile, and interest whether now owned or hereafler acquired, in (i) the TSR Purchase Agreement and the TSR's (i) the
Pledged Series 2005 Accounts, and all investment earnings on amounts on deposit in or credited fo the Pledged Series 2005 Accounts;
and (iil} all present and future ¢laiims, demands, and causes in action in respect to the foregoing.

Series 2005 Bond Fund ‘

A Serles 2005 Bond Fund will be established with the Trustee and money will be deposited therein as provided in the Series 2005
Supplemental Indenture. The money in the Bond Fund will be held in trust and, except as otherwise provided in the Series 2005
Supplemental Indenture, will be applied solely to the payment of Debt Service. The Series 2065 Bond Fund includes a Series 2005
Turbo Redemption Account, a Series 2005 Lump Sum Redemption Account and a Series 2005 Extraordinary Payment Account,
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NOTE 6 - BONDS PAYABLE, continued

Maturity
CTASCG issued bonds out of three series of the 2005 issuances. The total bonds issued and their terms are suminarized as follows:
Issuance Maturity Interest
Series Armount Amount Rate Maturity
Series S2 % 2,400,150 $ 3,481,000 6.10% June 1, 2050
Series 53 & 1,820,337 § 51,090,000 6.85% June 1, 2085
Series S4B 5617,440 § 373,500,000 7.85% June 1, 2060

What follows is a schedule of Projested TASC Turbo Redemption Payments for the portion of the bonds aftributable to CTASC.
Although not mandatory redemplions, these are the redemptions originally anticipated based upon projected cash flows. Because thase
bonds are capital appreciation bonds, there is not differentiation between principal and interest with respect to each payment.

Series Series Series

Year . 200582 2005 83 2005 54B Total

2006 3 378318 - $ - $ 378,318
2007 409,240 - - 409,240
2008 467 544 - - 467,544
2009 504,906 - - 504,806
2010 545,026 - - 545,026
2011 588,230 - - 588,230
2012 243,271 382,070 - 625,341
203 - 665,574 - 655,574
2014 - 704,235 - 704,235
2015 - 737,892 - 737,892
2018 - 482,076 302,978 785,054
2017 - - 825,034 825,034
2018 - - 976,276 976,276
2019 - - 1,022,406 1,022,406
2020 - - 1,065,048 1,065,048
2021 - - 1,113,048 1,113,048
2022 - - 1,156,688 1,156,688
2023 - - 1,206,000 1,206,000
2024 - - 1,256,956 1,256,956
2025 - - 1,282,225 1,292,225
2026 - - 1,334,049 1,334,049
2027 - - 1,374,477 1,374,477
2028 - - 1,421,550 1,421 550
2029 - - 1,467,695 1,487 695
2030 - - 1,512,118 1,512,116
2031 - - 1,554,384 1,554,384
2032 - - 1,583,830 1,593,930
2033 - - 1,642,880 1,642,880
2034 - - 1,689,578 1,685,578
2035 - - 1,733,388 1,733,388
2036 - - 1,757,407 1,757,.4C7
2037 - - 891,629 991,629

$ 3,136535 $ 2971847 § 28289742 § 34,398,124

NOTE 7 - EQUITY CLASSIFICATIONS

A. Governmenf-wide Statements
In the entity-wide staterments, there are three classes of net assets:

Invested in Capital Assets, Net of Related Debt - This class consists of et capilal assets (cost less accumulated depreciation)
reduced by outstanding balances of related debt obligations from the acquisition, construction or improvements of these assets,

Restricled Net Assefs - Restricted net assets report constraints placed on assets that are either legally imposed by creditors {such as

through covenants), grantors, or laws or regulations of cther governments, or imposed by law through constifutional provisions or
enabling legislation.
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NOTE 7 - EQUITY CLASSIFICATIONS, Continued

Restrictions of net assets have been recorded in the entity-wide financial statements of the Corporation at December 31, 2013 and 2012
as follows: ’

Restricted for Capital - represents resources that are committed for future transfers to the CTASC Residual Trust.

Restricted for Debt Service - represents resources that are committed to retiring the cutstanding cbligations of the
corporation.

Unrestricted Net Assets - Dasignalions are not legally required restrictions, but are segregated for a specific purpose. At Decetnber
31, 2012 and 2011, the Corporation had not designated any unrestricted net assets. The unrestricted net deficit balance represents the
outstanding bond liability to be paid off with future rights to receive tobacco revenues.

B. Fund Statements
in the fund basis statements there are five classifications of fund balance:

Non-Spendable - includes amounts that cannot be spant because they are either not in spendable form or legally or contractually
required to be maintained intact. The Corporation did not have any nonspendable fund balance at December 31, 2013 and 2012,

Restricted - includes amounts with constraints placed on the use of resources either externally imposed by creditors, grantors,
contributors or laws or regulations of other governments; or imposed by faw through constitutionatl provisions or enabling legislation. The
Corporation has established the following restricted fund balances,

Restricted For Capital - represents resources that are restricted for future transfers to the CYASC Residual Trust.

Restricted For Debt Service - represents resources that are contractually committed to the retirement of outstanding
debt obligations of the Corporation,

Committed - includes amounts that can only be used for the specific purposes pursuant to constraints imposed by formal action of the
Corporation's highest level of decision making authority, i.e., the Beard of Directors. At December 31, 2013 and 2012 the Corporation did
not have any committed fund balances.

Assigned - includes amounts that are constrained by the Corporation’s intent to be used for specific purposes, but are neither restricted
not committed. The Corporation did not have any assigned fund balances at December 31, 2013 or 2012,

Unassigned - includes all other General Fund net assets that do not meet the definition of the above four classifications and are deemed
to be available for general use by the Corporation.

Order of Use of Fund Balance - The Corporation's policy is to apply expenditures against nonspendable fund balance, restricted fund
balance, comimitted fund balance, assigned fund balance and unassigned fund balance at the end of the fiscal year. For all funds,
nonspendable fund bafances are determined first and then restricted fund balances for spacific purposes are determined.

NOTE 8 - INFERFUND TRANSACTIONS

The operations of tie Corporation give rise to certain fransactions between funds. Net interfund transfers of $2,347,612 and $2,170,672
were made between the governmental funds primarily for debt service during 2013 and 2012, respectively.

NOTE 9 - OPERATING LEASE

CTASC entered into a three-year operating lease with Chautauqua County for office space for the period January 1, 2011 through
December 31, 2013. Annual rents amounted to $8,000 for each of the years ended December 31, 2013 and 2012.

NOTE 10 - RELATED PARTY TRANSACTIONS
As part of the puichase price of the Master Settlement Agreement ("MSA"), CTASC has created a residual trust that is funded by
Tobacco Settlement Revenues received by CTASC that are not required to pay expenses, debt service or required reserves with respect

to the Series 2000 Bonds. During the years ended December 31, 2013 and 2012, no residual proceeds were transferred to the trust.
The County appoints the governing board of CTASC but is not responsible for the operations of the Corporation.
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NOTE 10 - RELATED PARTY TRANSACTIONS, Contlnued

Chautauqua County provides CTASC financial services. Payments to Chautauqua County for services rendered totaled $5,000 for each
of the years ended December 31, 2013 and December 31, 2012,

NOTE 11 - ECONOMIC DEPENDENCY

The primary security and source of paymenis for the principat and interest on the Series 2000 bonds is Tobacco Seftlement Revenues
pursuant to the Master Seltlement Agreement and the decree. The Tobacco Setflement Revenues ere primarily dependent upon the
volume of cigarettes shipped in the United States, which is primarily a function of domestic cigarette consumption.

NOTE 12 - CONTINGENCIES

Future tobacco seftlement revenues are subject to adjustment based upon tobacco consumption, infiation and other potential reductions.
Pursuant to the Purchase and Sales Agreement these adjustments and cther events could trigger additional debt service reserve
requirements.

During 2009, the Cerporation paid a bond rafing agency $10,000 in an attempt to sefile a dispute over previously unpaid professional
fees. Although management believes that this payment is sufficient to settle this dispute, the Corporation has net been formally released
by the bond rating agency from any additional liability. Ne further information was received from the bond rating agency regarding this
dispute through the date of the financial statements.

NOTE 13 - SUBSEQUENT EVENTS
Events and transactions which have occurred from December 31, 2013 through February 9, 2014, the date of these financial slatements,
have been evaluated by management for the purpose of determining whether there were any events that might require disclosure in these

financial statements.

The corporation is in the process of refinancing the 2000 Series bonds. The expected date to close the honds should fall in the first week
of March 2014. The refinance will not extend the final maturity of the refunded bonds past the original issuance.
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