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AUDIT COMMITTEE FOR ERIE COUNTY

Courtland R, LaVallee Esq. — Chairman
Daniel Tirone, CPA - Vice-Chairman
Gary Quenneville

Hon. Christina W. Bove

Hon. John Milis

Michael R, Szukala, Secretary

April 1,2011

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

Ladies and Gentlemen;

The Audit Committee for Rrie County (the “Committee” or “We”) is pleased to present its
Annual Reporl for the County’s fiscal year ended December 31, 2009,

The Committee is established pursuant to Section 2617 of the Erie County Charter, The
establishment of this commitiee was approved by the citizens of Erie County in the November
1984 general election, The mgjor functions of the Committee are described in the charter as
follows: .

s  Prepare requests for proposals for the audits of Erle County (“the County”) and Erie
Community College ("ECC”). Evaluate responses and make a recommendationto the
Erie County Legislature for the selection of an accounting firm,

s Review the annual audits with independent accountants,

o Prepare and submit an annual report to the County Exeoutive and Legisiature. The |

annual report is to contain findings, comments, and recommandatnons withrespectto
each audit of financial statements,

¢ Monitor implementation of the recommendations contained in the Management Letter,

Management is responsible for the financlal reporting process, the preparation of basic
financial statements in accordance with accounting principles generally accepted in the United
States of Amerlca, the system of internal controls, including internal control over financial
reporting, and procedures designed to ensure compliance with accounting standards and
applicable laws and regulations, The Committee relies without independent verification, on
the information provided to it and on the representation made by management regarding the
effectiveness of internat control over financial reporting, that the financial statements have
been prepared with integrity and objectivity and that such financial statements have been
- prepared in conformity with accounting principles generally accepted in the United States of
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AUDIT COMMITTEE FOR ERIE COUNTY

America, The Committee also relies on the opinions of the independent auditors on the basic
financial statements and the effectiveness of internal control over financial reporting,

CONCERNS OF THE COMMITTEE

Fund Balance

The auditor's have commented over the past several years on the County’s lack of a formal
~ policy for fund balance reserves in the géneral fund. Although this audit comment was
eliminated in the 2006 Management Letter as a result of changes to the Brie County Charter,
we believe In the essence of this suggestion, The external auditor's previous comments have
made specific reference to industry guidelines {GFOA) that can be used in establishing a
benchmark that the County Executive and Legislators should adopt as a formal policy to
prevent the possible further crosion of the County's undesignated fund balance, This
recommendation repeats from our 2004, 2005 2006, 2007 and 2008 Annual Reports.

It is the opinion of the Committee that a formal fund balance policy be developed and
promuligated,

Overall Risk Assessment

The external auditors have suggesied that Erie County perform an enterprise-wide risk
assessment of risks facing the County. This suggestion has appeared in the 2005, 2006 and
2007 Management letters, In response, Management has reviewed insurance-related risks
facing the County. That was a good first step — an assessment of fraud related risks s the
auditors suggest is the next logical step. Such an examination should include a review of
financial controls throughout the County, including ECC, The County’s SAP" accounting
system should also be examined, especially password security. This assessment would
complement the 2004 recommendation made by this Commitiee on a review of internal
controls relating to SAP, In February of 2008, Evie County issued a Request for Proposal
(“RFP") for an outside firm to perform a County-wide risk assessment. However, no funding
was made available for a Risk Assessment in the 2007, 2008, 2009, 2010 or 2011 Brie
County Budget. Additionally, the Erie County Fiscal Stability Authority has indicated that
funding for a Risk Assessment will not be provided.

It Is the opinion of the Audit Commnitiee that a Risk Assessment, ihchrding a Fraud Risk
Assessment should be performed and fiunding for this purpose should be provided, ‘

The Size of the Internal Audit Department

The external auditors recommend that the size of the County’s internal audit depariment be
evaluated in the 2005, 2006, 2007, 2008 and 2009 letiers, Despite this recommendation, the
size of the Departiment has not sipnificantly changed,
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AUDIT COMMITTEE FOR ERIE COUNTY

The Cormiitee will review the work of the Audif Division in 2010 and 2011 in confunction

1with the external auditors to determine if staffing levels In the Internal Audit Departmeni are
appropriate.

COMMITTEE RESPONSIBILITIES

‘The Commitice did not act or perform the functions of the type of an Audit Committee
reguired under the Sarbanes Oxley Act of 2002, the rules and regulations of the Securities and
Exchange Commission, or any similar law, rules or regulations, The Committee performed
only those limited functions as are described in this report.

The Committee reviewed and discussed with management and the County’s independent

auditors limited aspects of year-end results contained in the, financial statements and reports.
The Committee also met with & representative of the Erie County Fiscal Stability Authority
and the County’s internal auditors.

. The Committee has very limited responsibilities and we are not acting as experls in accounting
or auditing. The Committee relied without independent verification on the information
provided to it and on the representations made by snanagement and the independent auditors,
Accordingly, the Commiitee does not provide an independent basis to determine that the
County’s financial statements have been prepared in accordance with accounting principles
generally accepted in the United States of America or that the audit of the County's financial
statements by the independent auditors has beén carried out in accordance with auditing
standards generally accepted in the United States of America.

Management has represented that the County’s financial statements were prepared in
accordance with accounting principles generally accepted in the United States of America,
The Comsuittee is in accordance with the requirements established by the Statement on
Auditing Standards No. 114, The Auditor’s Communication With Those Charged With
Governance which supersedes SAS 61, Conmnunication with Audit Committees,

Alihough the Sarbanes Oxley Act applies primarily to publicly traded companies and not to
government entities, we have recommended and continue to recommend that ali component
units of Brie County government review the provisions of this and similar laws, rules and
procedures regulating governance matters generally, and take action to implement any
appropriate provisions of such governance laws, rules and/or procedures. Asaminimum, both
the CEO and CFQ of each unii of government involved with the preparation of the financial
statements should certify the accuracy, correctness and completoness of the financial
statements relating to his/her respective units. .

We did review with the independent anditots and did consider amongst onrseives the Issue of

their independence from the County, inchuling whether their perfonnance of non-audit
services is compatible with maintaining their mdependence We find no issue with the
independence of the auditors.

95 Faaklla Sireet Room 1124 Buffsls, New York 14202-3072 716/858-8420

Page 4

Comm. 9D-2
Page 5 of 24




AUDIT COMMITTEE FOR ERIE COUNTY

We did meet with the independent auditors and discussed the scope of their overall auditat the
Audit Committee’s meeting on May 11, 2010, The independent auditors told us that their audit
scope was not restricted in any way during the course of the 2009 audit, and no significant
scope changes or new risk areas were identified during the course of the audit,

THE EXTERNAL AUDITORS

Significant Audit Areas

The independent auditors did Hst out significant audit areas for 2009, Those areas were:

e Revenue recognition
o Performed cerfain fraud procedures as required by Statement on Auditing
Standards No, 99, Consideration of Fraud In a Financial Statement Audit
o Performed substantive analytical procedures loveraging budgetaty
information
» Journal Entry Testing
o Involved data quality and integrity (DQI) firm specialists in external audit
testing process
o Ensured the journal entry population reconciled to the trial balance
o Profiled journal entries for areas of audii interest
o Tested a sample of journal entries to endure they were supported, reviewed,
and had appropriate ¥ationale and business purpose
s Cap:ta] Assets
¢ Rolled forward the capital assets balance from the previous years® balance
o Tested additions, disposals, and depreciation expense
o Reconciled transfers out of the Capital Improvement Plan
o Tested management’s consideration of impalrment indicators under GASB
(“Governmental Accounting Standards Board™) Statement No, 42
¢ Postretirement Benefit Obligations (GASB Statements No, 45)
o Involved Human Capital specialists to sudit the assumptions and
methodologies used fo calculation the County’s obligations
o Tested the accuracy and completeness of underlying detail
s«  Workers’ Compensation Self-Insurance Reserves
o Involved Human Capital specialists fo audit the assumptions and
methodologies used to calculate the County’s obligations
o Tested the accuracy and completensss of underlying detail
o Assessed the change in reserving methodologies applied beiween 2008 and
2009 due to 2009 change in third party administrator
¢ Qeneral Liability Self-Insurance Reserves
o Confirmed general liabilify cases with both internal and external legal
counsel
o Assessed management's conclusions regarding the likelihood of the County’s
inourring a loss as a result of such cases was probable and esumable for

acorual purposes
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AUDIT COMMITTEE FOR ERIE COUNTY

o Assessed the magnitude of cases for which there was a reasonable possibility
for the County’s incurring a loss, ,

Accounting estimates

Accounting estimates are an integral part of the financial statements prepared by
management and are based ont management’s current judgments. Those judgments are
ordinarily based on knowledge and experience about past and current events and on
assumptions about future events.

Significant accounting estimates reflected in the County’s 2009 basio financial statements
include:

Postretirement benefit obligation

Worker’s compensation self-insurance reserves
General liability reserves

Allowance for doubtful accounts receivable
Poliution mediation obligations

Depreciation and useful life of capital assets

* & & & & o

For the year ended December 31, 2009, the external auditors are not aware of any significant
changes in accounting estimates or in management’s judgments relating to such estimates.

Uncorrected misstatements and material corrected misstatements

. The external auditors informed the Committee that the audit of the basio financial statements
was designed to obfain reasonable, rather than absolute, assurance about whether the
financial statements are free of matertal misstatement, whether caused by error or fraud.
" There were no uncorrected misstatements or disclosure items identified during the 2009
audit,

The following material misstatements were brought to the attention of management and the
Audit Commitiee as a result of our audit procedures and were corrected by management
during the current period;

v An adjustment to decrease Agency Fund cash and the corresponding “held in

custody of others” liability by approximately $844,000 due to previously unrecorded
book vs. bank reconciiing items

v An adiusiment o reduce the General Fund reserve for uncollectible receivables by
approximately $2,806,000 for amounts that were collected andno longer required by
reseive

Other Information in the Comprehensive Annual Financial Report (CAFR)

When audited financial statements are included in documents containing other information,

£ Frankdin Street Room 1125 Buffsls, New Vork 142023972 716/858-8430
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AUDIT COMMITTEE FOR ERIE COUNTY

such as the County's CAFR, the external auditors read such information and consider
whether it, or the manner of its presentation, is materially inconsistent with the information,
or the manner of'its presentation, in the basic financlal staternents they audited, The external
auditors have read the other information in the County’s CAFR and have inquired as to the
method of measurement and presentation of such information. The external auditors did not
note any material inconsistencies or obtain knowledge of a material misstatement of fact in
the other information. :

Disagreements with management

The Commitiee has spoken with the external auditors and there are no disagreements with
management related to matters that are material to the County’s 2009 basic financial

statements,

Sipnificant fssues discussed with management

The Committee has spoken with the external audifors and throughout the year, routine
discussions were held, or were the subject of comrespondence, between management and the
external auditors regarding the application of accounting principles or auditing stendards in
connection with transactions that have occurred, transactions that were contemplated, or
reassessment of curtent circumstances. In the judgment of the external auditors, such
discussions or correspondence were not held in connection with their retention as auditors
and did not involve significant issues requiring communication with the Audit Committee.

The Audit Committee selects the County's external auditor as per Section 2617 of the Erie
County Charter., '

Significant difficulties encountered in performing the audit

The Audit Committee inquired, and the exiernal auditors responded that in their judgment,
theyreceived the full cooperation of the County’s management and staff and had unrestricted
access fo its senior management in the performance of the 2009 audit.

Management representations

The external auditors made specific inquities of the County’s management about the
representations embodied In the basic financial statements, Additionally, the external
auditors requested that management provide o them the written representations the County is
required to provide to its independent auditors under generally accepted auditing standards,
The Audit Committee has attached to this document a copy of the representation letter the
external auditors obtained from management as Exhibit One.

Bamn e

%5 Frankiin Street Room 1125 Buffaie, Now York 14202-3972  7i6/858-3430
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Independent Auﬁitdrs Opinion Letteys

Management of the County of Erie and the independent auditors has rendered their opinion
that the financial statements of the County and ECC are in compliance with genezally
accepted accounting principles in the United States of America,

Independent Auditors Management Letters

At the conclusion of the 2009 audit of the County, the independent auditors noted cerfain
matters involving the internal control and other accountmg, administrative, and operating
matters, These matiers were referred to management in a teport commonly referred foas a
Management Leiter,

The Management Letter is attached to this report as Exhibit Two.

Items Incorporated Into Tg‘ is Report by Reference

As they may relate to matters affecting financial reporting, intemal controls and management
responsibility, we incorporate by referenice into this report, and we thereby reiterate all of the
comments, recommendations contained in the audits, reports and letters issued from June 1,

2006 to the present by the following;

1) Erie County Comptroller Mark C, Poloncarz
2) Deloitte & Touche LLP

3)  NYS Comptroller Thomas DiNapoli

- The Commitice is not responsible for any matters relating to the budget preparation and
approval, Accordingly, we make no comment regarding the budget.

Should you have ény questions pertaining to comments or the contents of this report, please
call Michael Szukala at 858-8430.

Faithfully submitted,
AUDIT COMMITTEE FOR ERIE COUNTY

(;t;uﬂland R Mﬂ@

Chairman

95 Franklin Strest Room 1125 Buffalo, New York 14202-3972 Ti8/B858.3430
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AUDIT COMMITTEE FOR ERIE COUNTY

EXHIBIT ONE

The 2009 Management Representation Letter

93 Frankiin Sreet Room 1325 Buifalo, New York 142023972 716/358-3430
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of Erie
MARK C, POLONGARZ
COMPTROLLER
September 24, 2010
Deloltte & Touche LLP )
Key Bank Tower : o
50 FPountaln Plaza, Sulte 250
Buffalo, NY 14202

We are providing this letter in connection with your audit of the financlal statements of the
governmental activities, thé business-type activities, the aggregate discretoly presented componen!
units, each major fond, and the aggregate reimaining fund inforntation of the County of Erle, New York
(the “County™), as of and for the year ended December 31, 2009, which collectively camprise the
County’s basic financial statements for fhe purpose of oxpressing an opinion as fo whether the basle

. financlal statements present falrly, In &ll material respects, the financlal position, results of operations or
changes In fund balances, and cash flows of the County In conformity with aceqtmting principles

generally accepted In the United States of America. We confirn: that we ave responsible for the
following: .

& ‘The falr presentation In the basic financial statements of financial position of the governmentaf
activities, the business-type activitios, the aggregate discretely presented component unity, ench
major fund, and the aggregate remaining fund information, In conformlity with acconuting
principles generally accepted in the United States of Amerien

b,  The falr prosentation of the required supplementary information, including Management’s
Discussion and Annlysis, and supplemental seliedules accompanying the basis fisancial statements
that ave presented for the pirpose of additional nualysis of tie basic financial statements

e. ‘The design and fmplementation of programs sud controls to prevent and detect frand, including
fraud refated to federa! awards

d.  Establishing and malntaining offective internal control over financial reporiing.

Certaln ropreséntations in this letter ave described as belng limited to matters that are materinl. ltems are
considered mnterin, regardless of sixe, ¥ they involve an omission or misstatement of nccounting
information that, in light of surrotmding olrcumstances, makes it probable that the judgment of a
reasonable person relying on the information wonld be changed or influenced by the omission or

misstatoment.

1

ERIE COUNTY OFFIGE BUILDING » 55 FRAHNLIN STREET, HUFFALO, HEVW YORK 14202
YRLEPHOMNE: {714) 852-3400 » FAX: [716) 8528507 » fHYEﬂHER wiweHe.goy
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We confiim, to the best of our knowledge and belfof, the following representations made to you during
your audits,

1. The basi¢ finanolal statements referred fo above are fakrly presented in conformity with accounting
principles generally accepted I the United States of Amerlca. In ndditlon:

h

]l

The financial statements inclitde all component units as well as joint ventures with an equity
Interest, and properly disclose al! other joint ventures and other related organizations,

The financlal statements properly classify all funds and acﬂvlties, including specinl nnd
sxtraordinary items,

Al fands that meet e quantitative criterfa In Statement No. 34 and Statement No. 37 of the
Goveramental Accounting Standards Boayd (GASB), Basie Finaneldal Statements —
Menzagement’s Disenssion end Analysts — for State and Loval Governments, for proscatation
as major avs Identified and presented ns such and all other fitnds that are prasented as major
are partienimly imporiant to financlal statement nsers,

et asset compguems (invested in caplial assets, net of refated debl; résirlcted, and
unrestricted) end fund balance reserves and deslgnations are properly classified and, if

applicable, approved,

Expenscs have been approprintely classified in or aloeated to functions and pnigrams In the
statement of activities, and allocations have been made on a reasonabls basls.

Revenues nre appropriately classified in the statement of actlvities within program revenues.
general revenues, contributions to term or permanent endowments, or contributions to
permanent fund principal,

Interfund, internal, and in:m-entity activity and balances have been appropriateiy classified
and reported.

Deposits and mveshnent securitles ave properly classified In the category of custodial credit
visk,

Capital assets, including infrastruchire assets, are properly capitalized, reported, and, if
applicable, depreciated.

Required supplenientnry information Is messured and presented within presctibed guidelines.
Applicable Imws and regnlations are followed in adopting, approving and amending budgets.

Costs to federal awards have been charged In accordance with applicable cost principles.

1 PN e R &
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Ths County has made avallable to you all;

8. Swmmaries of actions of the Coundy Legislalure,

b,  Finauclal recordsand velated data for nlf financlal transactlons of the Connty and for all funds
administered by the County. The reconds, books, and accounts, as provided to you, record the
finnnedal and fiscal operatlons of all funds adwinistered by the County and provide the audit
trall fo be used I a review of aecountablifity. Infornntlon presented in financlal reports Is
supported by the books and records from which the financial statements have been prepared.

¢. Contracts and grant ngreements (including amendments, if any) and any ofher correspondence

that has taken place with federal agencles,

There has been no: o .o

A Action taken by County management that contravenes the provislons of federal laws and Now
York State laws and rogulations, or of contracts and grants applicable to the County.

b. Communication from other reglatory agencies concerning noncomplinnce with or
deficiencies in Financlal reparling practices or other matters that could have a materiat effect
" on the financlal statements,

The County has not performed a risk assossment, including the nssessment of the risk that the
financial statoments may be materially misstated as a result of fraud.

We have 1to knowledge of any fraud or suspected frand affecting the County involving:
A, Management. |

b. Bmployees who have significant roles in inteinal control over financial reporting,
c.  Others If the fraud could have a material effect on the financinl statements.

We have no knowledge of any aﬂégatiens of fiaud or suspected fraud ﬁffecling flis County
recelved in communications from employees, former employees, analysts, regulators, shoit sellers,
or others,

There are 110 unasserted clalms or assessments that legnl counse! has advised us are probable of
assertion aind must be disclosed in accordance Financial Accounting Standards Board (FASB)
Accounting Standards Codification (ASC) 450, Contingencies (formery FASB Statement No. §,
Accaunting for Coniingencles), except for those described in Note XV to the County’s bsle
financlal statenents. )

The Scheduls of Expenditures of Federal Awards was prepared In accordance with the
requirements of OMB Circular A-133, dudits of States, Local Govermments, and Nou-Profit
Organizations. We have identified In that schedule all awavds provided by federal agencles In the
form of grants, confracts, ioans, loan gunrantees, properly, cooperative agreements, interest
subsidles, Insurance, or direct appropriations. In addition, we have accurately completed the
appropriate sections of the data collection form.

Comm. 9D-2
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10,

ill

12,

We ave responsible for compiiance with [oca), state, and federa] lnws, rules and regulations,
Including compliance with the requirements of OMB Circular A-133, and provisions of grants and
contracts relating to the County’s operations. We are responsible for establishing and maktaining
the companents of internal control relating to our activities in order to achieve the objectives of
providing refiable financial reports, offective and efficlent aperations, and compliance with faws
and regulations. The County Is rosponsible for malntaining necounting and administrafive contrel
over revenues, obligaticns, cxpendituves, assets, and liabilities,

We are responsible for establishing aud mainiaining, and have established and maintained,
effective internal control over complinnce for federal programs thal provides reasonnble assurance
that we are managing federal ewvards in complisnce with laws, vegulations, and provislons of
contracts or grant agreentents that could have a material effect on its federal programs,

We have disclosed to you all deficiencies in the design or opsratlon of fiternal control over
financial reporting Identified as part of owr evaluation, Including separately disclosing to you all
such deficiencies that nro sipnificant deficiencies or material weaknesses in internal control over

financial reporting.
We have: p

a, [Identified tho requirements of laws, regulations, and the provislons of contracts and grant
agreements that are considered to have a direct and material effect on each federal progran: as
Identified In Part 3 of the Compliance Supplement dated March 2009

b, Complied, in all material respects, with the requirements ideutified ahdve in conneotion with
Fedleral awards

¢, [dentified and disclosed Interpretations of sny complisnce requirements that have varying
{nterpretations

d. Made available ali Information related to federal financial reports and cfalims for advances and
relinbursements, Federal financial reports and claims for ndvances and reimbursements ave
supported by the books and records from which the financial statemients have been prepared
and are prepaved on & basis consistent with that presented in the Schedule of Bxpendifuses of
Pedera! Awards, The coples of federal program financlal veports provided are true coples of
the reports submitted, or electronically transmilted, 1o the fedeyal ngency or pass-through

Entity, as applicable

s. Monitored subreciplents to determine that they have expended pass-through assistance in
nccordance with applicable Inws and regulations and have met the vequiventents of Clreular A-

133

“f, Teken appropriate cosrective actlon on a timely basis after recelpt of o subreciplent’s auditor's

report that identifies noncompliance with laws, vegulations, or the provisions of contencts or
granf agreements

g Considered the results of the subrecipient’s audits and made any necessary adjustments to the !

auditee’s own bocks and records
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13.

14,

15,

16,

17

18.

h, Tdentified and disclosed all amoumts questioned and any known noncompliance with the
requirements of federal awards, incliding the results of other nudits or program reviews
refated to flie ohjectives of the andit

I ldentified provious financial audits, attestation engagements, performancs audits, or ofher
studies rolated to the objectives of the audit and the comective actions taken to adilress
significant findings and reconymendations, including the status of follow-up on prior audit
findings (and Informnsion nbout al} management decisions) by federal awarding sgoncies and
pass-through Butitles

. Provided to yov our views on the reported findings, concluslons, and recommendations for
your report,

We are responsible for follow-up on alj prior-year findings. We have prepared a summary
schedule of prior-yenr findings repoiing the status of our effoits i implenentation of the prior.

year's corvective action plan,

Manngement has Identified and disclosed to you all laws and regulations that have a direct and
matetial effect on the determination-of financlal statement amounts,

We have adopted the provisions of Statement No, 39 of the Governmental Accounting Standards
Board {GASB), Delermining Whether Certal Orgamizations Are Component Unlis, o
amendment of Statement No. 14 of the GASP, The Fiwmclal Reporiing Entily, as of December 31,
2008, We beliove that we have properly idemiﬁed and reported as & component unit of the Cotinly
ench organization that meets the cilteria established In GASB Statement No. 39.

We believe the effects of the uncorrected financlal stateinent misstatements detected In the current -

year that relate to the prior-year presented, when comblned with {hose imisstatements aggregated

by you dwing the prior-year audit engagement and pevtaining to the prior year presented, are

Inimaterial, both individunlly and in the eggregate, to the financial statements for the year ended
December 31, 2009 taken as a whole.

During the yenr ended December 31, 2009, the Counly adopied the provisions of GASB Statement
No. 52, Land enid Othsr Real Esiate Held as Frvestiients by Endowments; GASB Statement No,
55, The Hierarchy of Generally Accepted Acconnting Principles for State and Local Governments;
and GASB Statement No, 56, Codlfication of Accounting and Fiuancial Reporting Guidance
Contained in the ATCPA Statenienis on Auditing Standards, which had no effect on the County’s
financial positions or results of operations.

The County has not completed the process of ovaluating the impact that will resnl{ from adopting
GASB Statement No, 51, Aeconnting enrd Financlal Reporilug for Intangible Assets, effectivo for
the fiscal year ending December 31, 2010; OASB Stateinent No. 53, Accoimiing and Fhianclal
Reporting for Derlvalive Instrumenis, effestive for the fiscal year ending December 31, 2010
GASB Statement No. 58, dccouting and Fhnenetal Reporiing for Chapler 9 Bankrupielvs,
offective for the fiscal year ending December 31, 2010; GASD Statement No. 54, Fund Bolunee

 Reporilng and Goveriiinient Finidd Type Definitions, offective for ilie fiscal year endlug December

31, 2011; and GASB Statement No. 37, OPEB Megswrements by Agent Employers ane Agent
Muliiple-Employer Plans, effective for the fiscal year ending December 31, 2012, Therefore the
County is unable to disclose the mpact that adopting GASB Statement Nos, 51, 53, 54, §7, and 58
will have on its financlal position and results of aperations when such statements are adopted,

5
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. Bxeept whers otherwise stated below, matters less than $80,600 collectively are not considered to be

excepllons that require disclosure for the purpose of the following representations, This nmount is not
necessarily indicative of amounts that would requive adjustment to or dlsc!asure in the financial
statemenis, .

19,

20

2]

-

22,

23,

24.

There are no transactions that have not been properly recorded In the accounting records
underlying the financial statements,

The County has no plans or m!enﬂcns {hat may affect the carrylug vahie o c!nssiﬁeatlon of assels
and Habilities,

The f‘o!lowh:g, to fhic extent applicable, have been appropriately identified, properly recorded, and
disclosed in the financial statements:

#. Related-party transactions and associated amonats reeehfable or payab!e, including salas,
purchases, loans, transfers, leasing areangements, and guarantees (wiltten or oral)

b. QGuaraniees, whether swritten or oral, under which the County is contingently Hable,

In preparing the finafcial statements fn couformity with accounting principles generally sccopted
in the United States of Amerlen, management uses estimates. All estimates have been diselosed in
the financial statements for which known information available prior to the lssuance of the
financla) statements indicates that both of the followlng criterin are met:

a. Itis et least rensonably possible that the estimate of the effect on the financiat statoments of a
condition, sitoation, or set of circumstances that existed af the date of the financial statements
will change in the sear terin dus to one or more fuluse confitming events

b. Theeffect of the chaige would be moteriaf to the financinl statements,

Risks assooiated with concenfrations, based on information knowa to management, that meet all of -

the following cilteria have been disclosed hi'the financial stateinents:
a. ‘The concentration exists at the date of the finaneial statements -

b, The concentration makes the eaterprise vislnerable to the visk of a near-term severe finpact

¢ Itis ot least reasonably possible (hat the events that could cause the severe impact wiil oceur in

the nearterm.
There are no:

a. Violations or possible vislations of laws or regulations whose affects should be considered for
discloauve jis the financial statemonts or as & basis for recording & loss contingency :

b. Other tiabllitles or gain or loss contingencles that are required to bo aecmed or disclosed by
FASB ASC 450, Contingencles (formerly FASB Statement No. 5, Adcconnting for
Contingencles), except for those deseribed In Note XV tothe Conmy’s basic financial
statements,

.
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25,

26.

2n
28,

29,

30

The County has satisfactory title to all owned assels, and there are 1o Heus or encumbrances on
such assels nor hias any asset been pledged ns collateral, .

The County has complied with all aspects of contractual agreements that may have an offect on the
financial statements in the event of noncompliance,

No department or agency of the County has roported a material Inslance of noncompliance (o us,

Othar thian those described iy Note XV to the fnancial stalements, no events ave occarved sfter
December 31, 2009 but before September 24, 2010, the date the financlal statements were fssued
that requive consideration as adjushnents to or disclosures In the financial stalements,

Management hias disolosed whother, subsequent to December 31, 2009, any changes In internal
control or other fctors that might sigaificantly affect internal control, including sany corrective
getion taken by management with regard to significant deficlencies and matetial wenknesses, have
ocowred,

With regard to Hhe fahr value measurements and disclosures of ceriain assets, habilsﬂcs, and
spegific components ;sf' squity, we belisve that;

a.  The mensurement methods, including the related assumptions, used In deiermimng fair value
were appropriate and were consistently apphed

b, The comp!e!euess andl adequacy of the disclosures related to falr values are In conformity with
accounting principles generally rccepted in the United States of Americn

¢. Noevenis have nccurred after December 31, 2009 but bofore Séptember 24, 2010, the date the
finanela! statements were lssied that require adjustiment to the fair value measurements nid
disclosives ineiuded jni the financlal statements.

31, The County has determined whether a capltal nsset has been lmpalred In accordance with GASB

Statement No. 42, decoimtiug and Financial Reporiing for Impaivment of Capltal Assels and for
Jusurance Recoverles. n making this determination, the County considered the following Factors:

8. The magaitude of the decline In serﬁce utllity Is significant

32

33.

b, The deeline iu service utllity Is unexpected

We agree with the findin gs of the specialist in evaluating the actuarial valuations of post-
employment heaith caro benefits and workers® compensation and have adequately considered the
quallifications of the specialist In determining amounts and disclosures used in the financlal
statements and underlying accounting records, We did not give any instructions, nor cause any
instructions o be given, to the speckatist with respoct to valuos or amounts devtved fit an attempt fo
bias thelr work, and were not aware of nny matters that have nffected the independence or
objectivity of the specialist,

We have approptiately identified and properly recorded and disclosed In the financial statements
nll Interfund teansactions, Including repayment terms.
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34’

35

M

36.

37

38,

39,
40.

41,

42,

43,

Arrangenents with financlal institutions involvlng compensating balances or other arrangements
Involving restvictions on cashi balancos, Hie of eredi st, or simitar an‘augements have been properly
disolosed in the finnnclal statements.

Financia instruments with sigaificant Indivldun] or group concentration of credit visk have been
appropriately ldentified, properly recorded, and disclosed In the financlal statements,

Recelvables recorded In the financial statements represent valld clahns agalnst deblors for sales or
other charges atlsing oh or before the balance-sheet date and have been approprintely reduced to
thelr estimated net realizable value,

All Impaired Joan recelvables have been propesly recorded and disclosed In the financlal
statements.

+

The County has properly classified the exchange of an Interest In expected future cash flows
receivables for mmediate cash paynients as & sale in accordance with GASB Statement No, 48,
Stles and Pledges of Recelvables and Fuiture Revenutes and Iniva-Entify Trangfers of Assets and
Future Revemyes,

We believe that all e€penditures thal have bieen defemed to futtire perlods are recoverable,

We believe that tho eotuarial assumptions and methods used to measuve posl-smployment
liabilitles and costs for financial accounting purposes are appropriate in the circwmstances. These
amounts have been appropriately recognlzed and displayed as assets, liabilities, and, where
applicable, nel assets and changes In net assets in the entity-wide financlal statements In
accordance with GASB Statement No, 43, Fincinclal Reporting for Post Linployment Benefit Plans

Other Than Penslon Plans and GASB Statement No, 45, Accommiing and Financial Repa: ting by

Employers for Postenployment Beneftis Otier Than Penstons,

We are unable to determine the possibifity of a withdrawn Hability In a mulﬁcmp!oycr benefit
plan,

We do not plan to make frequent amendnionts to our penslon or other post-employment benefit
plans. .

We have no Intention of withdrawing from any multiemployer plans or taking other action that
could resut in an effective termination or reportable ovent for any of the plans, We are not aware
of any occurrenges fhat could resuit in the termination of any of our multiomployer plans to which

weé contribute,

M Bothi

Chris Collins, Brie County Executive
Il .

Mark C, Poloncarz, Esq., Brie Cmﬁuy Complroller

P
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AUDIT COMMITTIEE FOR ERIE COUNTY

EXHIBIT TWO

The 2009 Management Letter

95 Franklin Street Room 1128 Buffalo, New York 14202-3972 716/858-8430
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Del Oitte& ' . D;!olt!e&‘reur.ha Lp

Key Bank Towes, Ste 250
50 Fountaln Plaza
Ruffalo, NY 14202

USA

Tel: 41 746 843 7200
Faz +1 716 855 7760
wwndeloitte.com

Sepiember 24, 2010

The Honorable County Legislature,
County Execulive, and County Comptrolier
County of Erie, New York

. Dear Honorable Members, County Executive, and County Complroller;

In planning and performing our audit of the basic financial statements of the County of Eric, New York
{the “County”) as of and for the year ended December 31, 2009 {on which we have issued our report
dated September 24, 2010), in accordance with auditing standards generally accepted in the United States
of America, we considered the County’s internal conirol over finanolal reporting as a basis for designing
audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the County’s infemal contro! over financial reporting. Accordingly, we do
not express an opinion on the effectiveness of the County*s internal contro over financlal reporting.

Our consideration of internal control over financial reporting was for the limited purpose described in the
preceding paragraph and was not designed to Identify all deficiencies in internal control over financial
reporiing that might be significant deficlencies or material weaknesses, However, In connection with our
audit, we have identified, end included in the attached Appendix, certain matters jnvolving the County’s
internal controt over financial reporting that we consider {o be a significant deficfency under standards
established by the American Institute of Certified Public Accountants,

We have previously communicated certain maters noted during our audit of the financia! statements of
the County for the years ended December 31, 2008, 2007 and 2006, which we considered to bea
significant déficlency, in our reports to management and those charged with governance dated June 29,
2609, June 27, 2008, and June 27, 2007, respectively. As of the dale of this report, we believe the Counly
has pot remediated this significant deficlency. We have outlined in the attached Appendix those
previously-reported matters which we believe have not yet been remediated.

We have aiso identified, and included in the attached Appendix, ofher defictencies involving the County’s
internal confrol over financial reporting and other matters as of December 31, 2009 that we wish 1o bring
to yourr attention,

The definitions of & control deficiency and a significant deficiency are also set forth in the attached
Appendix.

This report Is Infended solely for the information and use of management, the County Legislature, and
others within the organization and i3 not intended to be, and should not be, used by anyone other than

these specified parties.
Yours traly,

W@%a/

Membar of
Delaltte Touche Yohmatsu
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APPENDIX

SECTION | — SIGNIFICANT DEFICIENCIES IDENTIFIED IN A PREVIOUS AUDIT THAT
HAVE NOT YET BEEN REMEDIATED

We identified and previously communicated the following deficiency that was concludedto be a
significant deficlency in the County’s internal control over financial reporting during eur audit of the
basic financial statements of the County for the years ended December 31, 2008, 2007 and 2006. As of
the date of this report, we believe this deficiency has not yet been remediated by the County:

QOverall Risk Assessment

Observation — The County cusrently has not performed an enterprise-wide risk assessiment of risks
facing the County, including fraud isks. The enterprise risk management framework of the Committes of
Sponsoring Organizations of the Treadway Commission includes five interrelated components of Infernal
confrols, one of which is risk assessment. A forma} risk assessment is (he cornerstone to an effective
Internat control program and provides the framework by which internal controls can be designed,
Implemented, and evaluated for effectiveness. As part of a risk assessment process, the consideration of
the risk of fraud is essentiel to evaluating whether or not the appropriate controls are in place,

We understand that management along with professional advisors have reviewed insurance-related risks
facing the County. We also understand that the County initiated a Request-for-Proposal to engage an
outside firm fo assist with a formally-documented enterprise-wide risk assessment process, but has not
secured funds within the budget to move forward with such a profect.

Recommendation — We recommend that the County®s risk assessment process include fonnal
documentation of the risks related to fraud at the entity level. Implementing this formal process will
further assist management In determining whethier or not they have designed the appropriate controls
related to the areas of the County that are most suscepiible to risk, including fraud. This visk assessment
process will also provide an objective view of the County’s leve! of controls compared to the jevel of risk
and may provide opportunities for the County to develop a more efficient and effective conirol structure,
1t is important that this process specifically address the risks related to fraud in the financlal statements to
atiow the Couniy to assess if conirols are in place to effectively mitigaie risks related to frand.

SECTION Il — OTHER DEFICIENCIES

We identified the following other deficiencies involving the County’s internal control over financial
reporting as of December 31, 2009 that we wish to bring te your aitention:

ECMCC Transactions

Obscrvation — During our audit testing, a disputed payment for rent made by the County to the Erle
Caunty Medical Center Corporation (“ECMCC”) was brought to our attention by management. Payment
to BCMCC was initially made in December 2609 by the County, and subsequently the County has sought
to recoup such payment froim ECMCC as the County believes they did not owe this payment. We have
identified the following deficiencies in Internal controls related {o this transaction:

Payment Authortzatlon — The County made an advance payment for standard BCMCC rental Invoices
prior to receiving final formal authorization from the Office of Budget and Management ("Budget™) and
the County Health Department, More than five weeks afler the payment was made, Budget communicated
to the Comptroller’s Office and the Health Depariment thal payment was not required. This invoice was
one part of the overall reconcHiation of itemns owed to and from ECMCC at 12/31/05.

-2.
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Recommendation — All payments, regardless of the nature of the requested payment and the relationship
with the vendor, should undergo formal authorization procedures as per County policy prior fo processing
payment. Pertinent information must be shared on a timely basis between the County Administration and
the Comptroller’s Office to ensure that proper sceounting and payment actions ceeur,

Tnconclusive Contractiral Requiremenis — The County and ECMCC have a complex contractual
relationship in which each party is obligated to pay the other for certain ltemns under a 2006 judicial
consent decree, The aforementioned disputed rental payment was reversed in the County’s records as the
County’s Budget Depariment informed the County Comptrollers office that 2009 rent was not owed by
the County to ECMCC. A formal agreement or ether supporting documentation displaying the
cancellation of previously agreed-upon renfal payments was not available at the time and was
subsequently formally negotiated in 2010,

Reconrendation— In order to elearly and accurately represent the County’s financial operations inthe
basic financial statements, the County should have timely, conclusive, contractual evidence as supporting
documentation for entries booked related to such complex contractual relationships.

Year-End Bank Reconcliiation Corrections

Observation — We identified two cash account reconciling items which had not been recorded to the
general ledger in the proper year. Such deficiency was caused when the Depariment of Soclal Services
entered, and the Comptrolier’s Office approved and posted bank transaction information to the general

" ledger in January 2010 that had been properly identified on the December 2009 pre-audit bank
reconciliations, Failure {o record bank aclivity in the correct year could result in improperly stated cash
balance information in the basic financlal statements. .

Recommendation — The Counly should review pre-audit bank-to-book reconciliations at year-end and
make certain that corrections are made in the proper year and that reconciling items corrected are
removed from the final bank reconciliations in order to ensure the general ledger reflects the proper cash

balances for financial statement preparation purposes.
Revlew of Accrued Accaunts Recelvable

Observation — Cerlain revenue accruals in Soclal Services recorded from 2004-2005 were not reversed
after the related actual sevenue adjustment had indeed been realized in years 2005 and 2006. The error
was idenfified by the Comptroller's office at year-end 2009 as part of the financial closing process. The
balances were corrected within the County’s 2009 basie financial statements.

Recommendation — The Counly should koutmeiy review account bafances even after receiving
departmental certifications of thelr propricty to ensure the accuracy and completeness of the amounts
recorded in the financial statements, ,

Preparation for the Office of Management and Budget ("OMB”) Circular A-133 Single.
Audit

QObservation — During the current year Single Audit, we observed that the County experienced
significant timing delays in compiling the appropriate Information {o be presented in the Schedule of
Expenditures of Federal Awards (“SEFA”). The current year singte audit included new OMB Circular
A-133 compliance requirements specific to program expenditures funded by the American Recovery and
Relnvesiment Act (* *). Completion of the audit procedures to address these new compliance
requirements were unable fo be performed timely due to the aforementioned delays in compiling and

providing ARRA figures within the SEFA.
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Recommendation — The County should routinely communicate OMB Circular A-133 Single Aundit
reporiing requirements, including new requirements from the previous year, to the all County departments
in ordér to facifitate a more effective and timely accumnlation of data and preparation of the SEFA for the
OMB Circular A-133 Single Audit.

SECTION Hi— OTHER MATTERS

Our observations concerning other maiters related to operations, compliance with laws and regulations,
and best praclices involving internal control over financial reporting that we wish to bring to your
attention are as follows:

Department of internal Audit

Observation — During the course of our auditing procedures as of and for the year ended December 31,
2009, ws became aware of planned 2011 budget cuts to the County’s Depariment of Internal Audit,
Shouid the proposed budget be approved, the staffing levels of the Internal Audit department will be
substantially reduced, The proposed reductions may limit the County’s ability lo adequately address the
control environment and monitoring components of intemal control as ouilined by the risk management
framework of the Commiliee of Sponsering Organizations of the Treadway Commission. Additionally,
the Internal Audit department’s ability to respond to and investigate allegations or suspicions of fraud or
other Issues reporied to the County’s Waste, Fraud and Abuse Tipline may be diminished.

Recommendation — The County should consider benchmarking resources to assist in determining the
appropriateness of Infernal Audit departiment staffing levels in relation o the number of County
employees’and the abllity to maintain an adequate framework of intemal control.

SECTION IV — DEFINITIONS

The definitions of a deficiency and a significant deficiency that are established In Al 325,
Comntunicating Internal Conirol Related Maiters Hentifled in an Audit, are as foliows:

A deficlency In internal control over financial reporting exists when the design or operation of a control
does not allow management or employees; in the normal course of performing their assigned functions, to
prevent, or detect and correct misstatements on a {imely basis, A deficlency in design exists when (a) a
control necessary to meet the control objective is missing or (b) an existing control Is not properly
designed so that, even if the contro) operates as designed, the control objective would ot be met. A
deficlency in operation exists when (8) a properly designed control does not operale as designed, or

{b) the person performing the control daes not possess the necessary authority or competence to perform

the control effectively.

A material weakness is a deficiency, or combination of deficiencies, in internal control over financial
reporting, such that there is a reasonable possibility that a material misstatement of the entity's financia!
statements will not be prevented, or detected and corrected on a timely basis,

A significant deficiency is a deficlency, or combination of deficiencies, in internal contrel over financial
reporting that is less severe than & material weakness, yet important enough fo merit attention by those

charged with govemance.

LR R L
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AUDIT COMMITTEE FOR ERIE COUNTY

BXHIBIT THRER
Status of Audit Contracts

Erie County and Federal Single Aundit

On December 1, 2005, Deloitte and Touche was awarded the contract for the audit of the Erte
County consolidated financial statements and the Federal Single Audit for the fiscal years
ending December 31, 2005 through December 31, 2010, The minority firm of Conway
Porter was contracted by Deloiite and Touche LLP to assist in the Single Audit,

Erie County Community College

The firm of Deloitte and Touche LLP was under contract for the audit of BCC for the fiscal
years ending August 31, 2000 through August 31, 2005. The audit firm of Drescher and
Malecki is under contract for the years August 31, 2006 through August 31, 2009,

B3 Frankiin Strect Room 1128 Buftalo, New York 142023872 TI6/858.3430
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