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County of Erie

MARK C. POLONCARZ
COMPTROLLER

June 30, 2011

Erie County Legislature
92 Franklin Street, 4™ Floor
Buffalo, New York 14202

Honorable Christopher C. Collins
Erie County Executive

95 Franklin Street, 16" Floor
Buffalo, New York 14202

Dear Honorable Members and County Executive Collins:

The Comprehensive Annual Financial Report (“CAFR”) of the County of Erie, New
York, (the “County”) for the fiscal year ended December 31, 2010 is submitted in accordance
with the requirements of Section 1202 (i) of the Erie County Charter.

INTRODUCTION

This report was prepared by the Erie County Comptroller's Office in conformance with
current accounting and financial reporting principles promulgated by the Governmental
Accounting Standards Board (“GASB”) and the New York Office of the State Comptroller.
County management assumes full responsibility for the completeness and reliability of the
information contained in this report, based upon a comprehensive framework of internal control
that it has established for this purpose. Because the cost of internal control should not exceed
anticipated benefits, the objective is to provide reasonable, rather than absolute, assurance that the
financial statements are free of any material misstatements.

The firm of Deloitte & Touche LLP, the County’s independent auditor, has issued an
unqualified (“clean”) opinion on the County’s financial statements for the year ended December
31, 2010. The independent auditor’s report is located at the front of the financial section of this
report.

ERIE COUNTY OFFICE BUILDING ! 95 FRANKLIN STREET, BUFFALO, NEW YORK 14202
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MANAGEMENT’S DISCUSSION AND ANALYSIS

Management’s Discussion and Analysis (“MD&A”) immediately follows the independent
auditor’s report and provides a narrative introduction, overview, and analysis of the basic
financial statements. MD&A complements this letter of transmittal and should be read in
conjunction with it.

PROFILE OF THE GOVERNMENT

Basic Information

The County is a metropolitan center covering 1,058 square miles that is located on the
western border of New York State, adjacent to Lake Erie. Situated within the County are three
cities, 25 towns, and 16 villages, including the City of Buffalo, which serves as the County seat,
and is the State's second most populous and largest city. The County provides a variety of
mandated and discretionary services and facilities to its residents covering the areas of culture,
parks and recreation, social services, police, libraries, youth, health, senior services, roads, mental
health, probation, corrections, emergency services, license bureau, and sanitary sewerage.
Additionally, the County operates a community college.

The County is a major New York industrial and commercial center, and is favorably
located relative to the markets of both the United States and Canada. Access to these markets is
enhanced by the fact that the County is among the largest rail centers in the United States; that it
is provided trucking services by numerous transcontinental, international and common carriers;
and that it is a focal point of international water-borne transportation.

Subject to the New York State Constitution and Laws, the County operates pursuant to a
County Charter (“Charter”) and Administrative Code. Additionally, various New York State laws
govern the County to the extent that such laws are applicable to counties operating under a charter
form of government.

The legislative power of the County is vested in a 15-member governing board known as
the County Legislature (“Legislature™), each member of which is elected for a two-year term.
Principal functions of the Legislature include adoption of the annual budget, levying of taxes,
review and approval of budget modifications, adoption of local laws, and authorization of the
incurrence of all County indebtedness. In addition to the members of the Legislature, there are
five County-wide elected officials, each elected to four-year terms: County Executive, County
Comptroller, County Clerk, District Attorney, and Sheriff. The County Comptroller serves as the
County’s chief fiscal, accounting, reporting and auditing officer.

Component Units

Consistent with criteria promulgated in the GASB Codification, the financial statement
reporting entity includes the County of Erie, New York (the primary government) and its
significant component units. The County’s component units are comprised of the Buffalo and
Erie County Public Library; the Erie County Medical Center Corporation and its two component
units Research for Health in Erie County, Inc. and ECMC Lifeline Foundation, Inc.; two
component units of the Erie Community College proprietary fund, the Auxiliary Services
Corporation of Erie Community College, Inc. and the Erie Community College Foundation, Inc.;
the Erie County Fiscal Stability Authority (“ECFSA”); the Erie Tobacco Asset Securitization

Corporation (“ETASC”); the Erie Tax Certificate Corporation (“ETCC”) and the Buffalo and Erie
County Industrial Land Development Corporation, Inc. (“ILDC”).  Additional detailed
information relating to the specific organizations and the manner of inclusion (discrete
presentation or blending) in the reporting entity as component units, and the basis for making such
determinations, are also discussed in Note I(A) to the financial statements.

Erie County Fiscal Stability Authority

In July 2005, the New York State Legislature and Governor created the Erie County Fiscal
Stability Authority (“ECFSA”) to monitor the County’s finances. Under the Erie County Fiscal
Stability Authority Act (“Act”), the legislation establishing the ECFSA, the County is required to
develop and submit a Four Year Financial Plan to ECFSA for its approval. Under the Act, if the
County fails to meet certain criteria, or if the County meets other criteria such as the County
having “incurred a major operating funds deficit of one percent or more in the aggregate results of
operations of such funds of the County during its fiscal year,” (§ 3959 of the Act) the ECFSA may
declare and enter into a “control period.” Under the Act, in a control period, the ECFSA may
engage in a number of actions including establishing a wage and/or hiring freeze, setting
maximum levels of County spending and requiring its approval for any County borrowing. On
November 3, 2006, citing deficiencies in the County’s 2007-2010 Four Year Financial Plan,
ECFSA imposed a control period on Erie County, which continued until June 2009.

After more than six months in advisory status, the ECFSA threatened to return to a
control period in February 2010 due to concerns with the County’s 2010-2014 Four-Year
Financial Plan and budget gaps that were projected to begin in 2011. However, on February 12,
2010, the ECFSA voted to remain in an advisory status. Also on that date, the County Executive
reversed his position on borrowing for capital projects and announced that the ECFSA would
conduct the borrowing on behalf of the County. This decision ensures the existence of the ECFSA
through the 13-year duration of the bonds.

Erie County’s 2010 Budget

Under the Charter, the County Executive is required to submit his annual budget to the
County Legislature by October 15". In early October 2009, in association with the ECFSA-
required Four Year Financial Plan, the County Executive presented his 2010 Tentative Budget to
the legislature for review and action. On December 1, 2009, the County Legislature approved its
2010 Amended Budget. Subsequently, the County Executive vetoed a number of the legislature’s
amendments, many of which were overridden by the legislature on December 8, 2009.

Despite the ECFSA declaring and entering into control periods for the County’s 2007,
2008 and 2009 fiscal years, the County ended each year with a surplus and a balanced budget. A
General Fund surplus of $9.3 million was reported for the year-ended December 31, 2007, a
$10.7 million surplus was reported for the year-ended December 31, 2008, and a $43.6 million
surplus was reported for the year-ended December 31, 2009. With the ECFSA reverting to
advisory status in 2009 and remaining in advisory status through Fiscal Year 2010, a surplus of
$23.5 million for the year-ended December 31, 2010 was reported for the General Fund. The
undesignated fund balance and total fund balance of the General Fund are $66.9 million and
$125.3 million, respectively, as of December 31, 2010.




ECONOMIC CONDITION AND OUTLOOK

Local Economy

Historically, the local economy was built on railroad commerce, steel manufacturing,
automobile production, Great Lakes shipping and grain storage. However, following heavy job
losses in the manufacturing sector in the 1970’s and early 1980s, the local economy has become
more diversified with growth in the financial, health and service sectors. This diversification has
tended to cushion local impacts during economic downturns, but strengthening the local economic
base and improving the local economy has been a gradual, sometimes sporadic, process ongoing
since the mid-1980s.

After hovering around 5.0 percent for most of the decade (2001-2008), unemployment in
Erie County dramatically increased through 2009 and into 2010 as a result of the worldwide
recession. After peaking at 9.3 percent in January 2010, the County’s unemployment rate
continued to drop throughout the year ending at 7.9 percent in December 2010. Erie County’s
unemployment rate in 2010 averaged 8.2 percent as opposed to 8.6 percent statewide and 9.6
percent nationally (source: New York State Department of Labor, United States Bureau of Labor
Statistics).

Erie County was less impacted by the dramatic inflation in real estate prices, one of the
contributing factors to the recession. In addition, the County’s foreclosure rate and number of
foreclosures is significantly less than the national and state averages and rates.

Erie County has increasingly become a center of bioinformatics and medical research
which includes development at the University at Buffalo, Hauptman-Woodward Medical
Research Institute, and Roswell Park Cancer Institute. Development of the Buffalo Niagara
Medical Campus in downtown Buffalo has continued since its inception in 2001.

The financial activities sector has continued to have a strong presence in Erie County.
Already headquarters of M&T Bank, the County is also home to a major operations center for
HSBC Bank USA and corporate operations facilities for Bank of America, Key Bank and
Citigroup.

With respect to Erie County’s manufacturing sector, in 2010 General Motors announced
that the corporation will invest $425.0 million to upgrade its facility in the Town of Tonawanda to
produce the next generation fuel-efficient, four-cylinder Ecotec engine. Overall, in spring and
summer 2010 area manufacturers endured a slowdown in growth, culminating in an actual decline
in business during September, which rebounded in October leading to accelerated growth in
November. The growth in November hit a more than two-year high which pushed activity among
manufacturers to its highest level since August 2008.

In 2010, construction or structural improvements were scheduled or completed on various
buildings in the City of Buffalo, including completion of the $7.0 million renovation to the
Buffalo Niagara Convention Center (funded by the County), continued construction of the new
260,000 square foot Federal Court House at Niagara Square, and planned expansion of the new
Embassy Suites Buffalo hotel in the Avant Building, that was previously converted from the
former Dulski Federal Building.

For many years there has been an emphasis on enhancing the "quality of life" and on
further developing the region's considerable cultural and recreational potential as another means
of attracting and retaining investment and jobs. This includes the County’s significant financial
investment in recent years in the area’s cultural institutions, including Frank Lloyd Wright’s
Darwin Martin House, Graycliff Estate and Rowing Boathouse and the Buffalo and Erie County
Zoological Gardens. The County continued to serve as a significant source of annual operational
funding to dozens of local cultural agencies through 2010 though funding has been significantly
cut for 2011. The County's waterfront along Lake Erie has been the focus of significant
residential and commercial development including the development of parks, green spaces and
pedestrian/bicycle trails. In December of 2010, Buffalo and Niagara University in Lewiston, NY
hosted the I.I.H.F. World U20 Junior Hockey Championship. It was only the fifth time in the 35-
year history of the world juniors that the United States has played host.

Major Fiscal Impacts on the County in 2010

The resistance of the local economy to the worst effects of recessions, and the success of
some local economic development activities has had a positive influence on the County's finances.
While the cities in the County have experienced some stagnation or erosion of their property tax
bases, overall the local tax base has continued to grow slowly. Starting in late 2008 and
continuing in early 2009, reflecting national and regional trends, County sales tax receipts began
to decline. However, in late 2009 through 2010, County sales tax revenues increased above the
County’s adjusted budget projection and the County ended 2010 with a positive variance of 2.27
percent over 2009 and 2.19 percent over the 2010 Adopted Budget. The County believes that a
significant positive component of this revenue stream is the influx of Canadian shoppers due to
the strong Canadian dollar.

In 2010, the County, like many counties across the country working through the lingering
effects of the recession, continued to receive unexpected extraordinary financial assistance from
the federal government. This financial aid, referred to as Federal Medical Assistance Percentage
(“FMAP™) was channeled to the County via the State, and is related to the County’s expense for
Medicaid. In 2010, the County received $43.0 million in FMAP assistance, with the majority of
this aid coming in the form of reduced mandatory weekly County Medicaid payments to New
York State.

OTHER RELEVANT INFORMATION

Relevant Financial Policies

The County Charter, amended by Local Law 3-2006, includes specific provisions for fund
balance. The Charter requires the County to establish and maintain “a balance in all funds
established in the budget equal to or greater than five percent of the amount contained in the
budget of each fund in the immediately preceding fiscal year.” The Charter also provides for
limits and specific requirements governing the County’s use/appropriation of fund balance
including legislative approval and that the County may not appropriate fund balance below the
five percent level.




Monthly Accrual/Monitoring System

Since 1985, the County has maintained a Budget Monitoring System which compares
budgetary estimates at the department and account level to fully accrued actual data on a monthly
basis. The monitoring reports are used as a management tool during the fiscal year. All major
variances are reconciled and, as appropriate, corrective measures are taken to ensure any projected
deficit condition will be prevented or minimized. The County Administration is also required to
submit monthly budget monitoring reports to the County Legislature.

Independent Audit

Since 1975, it has been the County's policy to have an independent audit of its annual
financial statements performed by a certified public accounting firm. The Charter provides for an
independent Audit Committee that is responsible for recommending one or more specific firms to
conduct annual audits of the County and the Erie Community College. The County has complied
with the Charter’s requirement to have an independent audit performed and the auditors’ opinion
is provided in the Financial Section of this report.

AWARDS AND ACKNOWLEDGMENTS

The Government Finance Officers Association of the United States and Canada
(“GFOA”) awarded a Certificate of Achievement for Excellence in Financial Reporting to the
County for its comprehensive annual financial report (“CAFR”) for the fiscal year ended
December 31, 2009. To be awarded a Certificate of Achievement, a government must publish a
CAFR that is comprehensive, well organized and easy to read. This report must satisfy both
generally accepted accounting principles and applicable legal requirements.

A Certificate of Achievement is valid for one year. We believe that our CAFR for fiscal
year 2010 continues to meet the Certificate of Achievement Program’s requirements and we will
submit it to the GFOA to determine its eligibility for another certificate.

The preparation of this report would not have been possible were it not for the efforts of
the Comptroller's Office’s Accounting Division staff, other cooperating County departments, and
our independent auditor, Deloitte & Touche LLP. | would like to express my appreciation to all
those who assisted and contributed to its preparation.

Respectfully submitted,

Mark C. Poloncarz, Esq.
Erie County Comptroller
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