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INDEPENDENT AUDITORS' REPORT

To the Board of Directors
Herkimer County Industrial Development Agency
Herkimer, New York

We have audited the accompanying statements of financial position of Herkimer County Industrial
Development Agency as of December 31, 2011 and 2010, and the related statements of activities
and cash flows for the years then ended. These financial statements are the responsibility of the
Agency's management. Our responsibility is to express an opinion on these financial statements
based on our audit.

We conducted our audits 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 audits to obtain reasonable assurance about whether the
financial statements are free of materiai misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Herkimer County Industrial Development Agency as of December 31, 2011
and 2010, and the changes in its net assets and cash flows for the years then ended in conformity
with accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated March
05, 2012, on our consideration of Herkimer County Industrial Development Agency’s internal
control over financial reporting and on our tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements and other matters. The purpose of that report is to
describe the scope of our testing of internal control over financial reporting and compliance and the
resuits of that testing and not to provide an opinion on the internal control over financial reporting or
on compliance. That report is an integral part of an audit performed in accordance with
Government Auditing Standards and should be considered in assessing the results of our audit.
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Management's Discussion and Analysis is not a required part of the financial statements, but is
supplementary information required by accounting principles generally accepted in the United
States of America. We applied limited procedures, consisting principally of inquiries of
management regarding the methods of measurement and presentation of the supplementary
information. We did not audit the information and express no opinion thereon.

Our audit was conducted for the purpose of forming an opinion on the financial statements of
Herkimer County industrial Development Agency taken as a whole. The accompanying schedules
listed in the table of contents are presented for purposes of additional analysis and are not a
required part of the financial statements. The accompanying schedule of expenditures of federal
awards is presented as required by U.S. Office of Management and Budget Circular A-133, “Audits
of States, Local Governments and Non-Profit Organizations,” and is also not a required part of the
basic financial statements. Such information has been subjected to the auditing procedures applied
in the audit of the basic financial statements and, in our opinion, is fairly stated, in all material
respects, in relation to the basic financial statements taken as a whole.

Ganowey Lhonsard ¢ o EPH: 2o

BARONE, HOWARD & Co., CPAs, P.CC

March 05, 2012
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HERKIMER COUNTY INDUSTRIAL DEVELOPMENT AGENCY
Management Discussion And Analysis (Unaudited)
For the years ended December 31, 2011 and 2010

This section of the Agency’s financial statements presents management’s overview and analysis of
the Agency's financial performance for the year ended December 31, 2011, This section should be
read in conjunction with the financial statements which follow this section.

FINANCIAL HIGHLIGHTS

The change in net assets in 2011 was approximately $839,000. The change this year was primarily
caused by grant funds ($764,000) received from Herkimer County that was used to bring gas and
electric service to the Frankfort 55 South Business Park. While the receipt of these funds are
recognized as current revenues in 2011 the expenditure of these funds have been capitalized and
will be amortized over time once the business park becomes occupied.

Future operating results depend upon how successful the Agency and Herkimer County are in
developing its various business parks within the County. This activity, along with the administration
of revolving loans to area businesses, generates fees and interest income for the Agency. In
addition to these activities the Agency is expected to continue to need operating subsidies from
Herkimer County. :

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction fo the Agency’s basic financial
statements. The notes fo the financial statements aiso contain more detail on some of the
information presented in the financial statements. The financial statements of the Agency report
information about the Agency using accounting methods similar to those used by private sector
companies. These statements offer shortterm and long-term financial information about its
activities. The Statement of Financial Position presents information on all of the Agency's assets
and liabilities, with the difference between the two reported as net assets. Over time, increases
and decreases in net assets may serve as a useful indicator of whether the financial position of the
Agency is improving or deteriorating. The Statement of Activities presents information showing
how the Agency's net assets changed during the fiscal year. All changes in net assets are reported
as soon as the underlying event giving rise to the change occurs, regardiess of the timing of related
cash flows. Thus, revenues and expenses are recorded in this statement for some items that will
result in cash flows in future periods.

The financial statements can be found on pages 7 {0 9 of this report. The notes to the financial
statements provide additional information that is essential to a full understanding of the data
provided within financial statements. The noies to the financial statements can be found on pages
10 to 13 of this report.
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HERKIMER COUNTY INDUSTRIAL DEVELOPMENT AGENCY
Management Discussion And Analysis (Unaudited)
For the vears ended December 31, 2011 and 2010

FINANCIAL ANALYSIS

This section summarizes information and data as related to the Statements of Financial Position as
of December 31, 2011 and 2010, and the Statement of Activities for those years then ended.

Statement of Net Assets

Table | shows all of the assets and liabilities of the Agency and is presented on the accrual basis.
Total net assets are up approximately $839,000 from the prior year. See the FINANCIAL
HIGHLIGHTS section for some of the details relating to this gain.

Table 1
Net Assets
December 31, 2011 December 31, 2010
Current assets $ 1,465,080 $ 1,315,109
Capital and other assets 9,189,209 8,591,147
Total assets $ 10,664,269 $ 9,906,256
Current liabilities $ 18,209 3 42 081
Long-term liabllities 2,376,887 2,494 279
Total liabilities $ 2,395,096 $ 2,536,360
Total net assets $ 8,269,173 $ 7,369,896

Statement of Activities

Table 2 summarizes the revenue and expenses of the Agency and is also presented on the accrual
basis. Operating revenues in 2011 were comparable to 2010. Other forms of revenue were also
similar o 2010 except for grant funds received and paid out. These funds were used for economic
development activities at local companies and improvements to the Frankfort 58 South Business
Park. This change in assets is also described in the FINANCIAL HIGHLIGHTS section.
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HERKIMER COUNTY INDUSTRIAL DEVELOPMENT AGENCY
Management Discussion And Analysis {Unaudited)
For the years ended December 31, 2011 and 2010

Table 2
Change in Net Assets

December 31, 2011 December 31, 2010
Revenue:
Granis, fees and miscellaneous $ 2,000,028 $ 388,314
Rental and interest income 148,711 148,755
Herkimer County operating subsidy 110,000 110,000
$ 2,258,739 3 657,089
Expenses:
Operations and grants $ 1264108 3 505,897
Interest 3,519 3,737
Depreciation and amortization 89,835 87,135
3 1,357 462 $ 596,769
Change in net assets $ 899277 $ 60,300

CAPITAL ASSET AND DEBT ADMINISTRATION

This section includes a description of significant capital assets and long-term debt activity during
the year.

Capital Assets

The Agency owns property located in the Towns of Frankfort, Schuyler and Manhein. All of these
sites are intended to be sold or leased to new or existing businesses. The impetus is to develop
business growth and job opportunities for residents of Herkimer County. The foilowing schedule
shows the investment in these properties:

Frankfort Schuyler Manheim
Land and site improvements $ 6,434,810 $ 666,874 $ 91668
Buildings 2,143,642 - -

8,578,452 666,874 91,668
Accumulated depreciation 522,418 71,180 204
Net book value $ 8,066,034 $ 505,684 $ 91464

Long-Term Debt

The Agency has long-term debt associated with these properties. Details of these debt instruments
are more fully described in the footnotes to the financial statements.
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HERKIMER COUNTY INDUSTRIAL DEVELOPMENT AGENCY
Management Discussion And Analysis {Unaudited)
For the years ended December 31, 2011 and 2010

ECONOMIC FACTORS AND FUTURE OUTLOOK

The Herkimer County Industrial Development Agency, on behalf of Herkimer County, continues to
pursue business opportunities for the residents of Herkimer County. The Agency has taken a
proactive role in this regard by being the lead agency for Herkimer County in property development
to entice businesses to locate and grow in Herkimer County. While the success of these endeavors
is also affected by economic conditions outside the control of this Agency, it will still continue to
optimize Herkimer County’s opportunities for economic expansion.

CONTACTING THE AGENCY’S FINANCIAL MANAGEMENT

This financial report is designed to provide a general overview of the Agency’s finances for all those
who have an interest in this Agency's finances. Questions concerning any of the information
presented in this report or requests for additional financial information should be addressed to
Mark Feane, Executive Director, Herkimer County Industrial Development Agency, 320 North
Prospect Street, Herkimer, New York 13350.

Page 6




HERKIMER COUNTY INDUSTRIAL DEVELOPMENT AGENCY

Statements of Financial Position
December 31, 2011 and 2010

Current assets:
Cash and cash equivalents
Current portion of loans receivable
Total current assets

Property and equipment, at cost:
Land
Road and site improvements
Buitdings
Office contents

Less accumulated depreciation
Property and equipment, net

Other assets:
Noncurrent portion of loans receivable
Financing costs, net

Total Assets

Current liabilities:
Current portion of long-term debt
Accounts payable
Accrued interest
Total current liabilities

Other liabilities:
Note payable from USDA
Long-term debt
Advances from Herkimer County
Total other liabiiities

Net assets:
Unrestricted net assets
Restricted GOSC net assets
Total net assets

2011 2010
ASSETS
$ 1,324,668 $ 1,102,120
140,392 212,989
1,465,060 1,316,109
1,581,256 1,581,256
5,601,484 4,837,348
2,143,642 2,143,642
10,612 10,612
9,336,994 8,572,858
593,812 505,505
8,743,182 8,067,353
454,570 520,809
1,457 2,985
456,027 523,794
$ 10,664,269 9,906,256
LIABILITIES AND NET ASSETS

$ 17,392 17,220
- 24,000
817 861
18,209 42,081
299,872 317,264
1,354,365 1,354,365
722,850 822,650
2,376,887 2,494 279
7,809,450 6,984,183
459,723 385,713
8,269,173 7,369,886
$ 10,664,269 9,906,256

Total Liabilities and Net Assets

See accountants’ report and notes to financial statements.
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HERKIMER COUNTY INDUSTRIAL DEVELOPMENT AGENCY
Statements of Activities
For the years ended December 31, 2011 and 2010

2011 2010
Unrestricted Net assets:
Unrestricted revenue and gains:
Operating subsidy - Herekimer County $ 65,000 $ 65,000
Empire Zone grant - Herkimer County 45,000 45,000
Miscellaneous fees 257,933 238,986
Total unrestricted revenue 367,933 348,986
Operating expenses:
Salaries 192,246 188,723
Social security and medicare 14,632 14,346
Pension 30,492 25,509
Health insurance and other fringe benefits 52,336 56,286
Insurance - generat liability 11,116 6,392
Professional fees 40,981 21,158
Telephone, postage and office 7,703 11,882
Travel 2,347 2,950
Miscellaneous 5,695 4,282
Total operating expenses 357,548 331,528
Change in unrestricted net assets
from regular operations 10,385 17,458
Other unrestricted income (expenses):
Interest expense (3,519) (3,737)
Depreciation and amortization (89,835) (87,135)
Rental income 126,400 126,800
Iinterest income 20,311 21,856
Grants expended (881,723) (6,000)
Grants received 1,742,095 139,327
NYS assessment tax 24,000 (24,000}
Sale of iand - 20,000
Business park marketing (21,716) (66,474)
Business park site maintenance (27,121) (77,895)
Total other income (expenses) 888,802 42,842
increase in unrestricted net assets 899,277 60,300
Net assets at beginning of year 7,369,896 7,309,596
Net assets at end of year $ 8,269,173 $ 7,369,896

See independent auditors’ report and notes to financial statements.
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HERKIMER COUNTY INDUSTRIAL DEVELOPMENT AGENCY
Statements of Cash Filows
For the years ended December 31, 2011 and 2010

2011 2010
Cash flows from operating activities:
Change in net assets $ 899,277 $ 60,300
Adjustments to reconcile change in net assets
to net cash provided by operating activities:
Depreciation and amortization 89,835 87,135
Changes in assets and liabilities affecting cash
flow from operating activities:
Accounts payable (24,000) 24,000
Pilot funds held - (95,518)
Accrued interest (44) (129)
Total adjustments 65,791 15,488
Net cash provided by operating activities 965,068 75,788
Cash flow from investing activities:
Purchase of business nroperty (764,136) -
Loans receivable collected 221,370 193,843
Loans receivable provided {82,534) (191,000)
Net cash provided (used) by investing activities (625,300) 2,843
Cash flow from financing activities:
Loan repaid to Herkimer County (100,000) {113,218)
Loan repaid to USDA (17,220) {17,049)
Net cash used by financing activities (117,220) (130,265)
Net increase (decrease} in cash 222,548 (51,634)
Cash at the beginning of year 1,102,120 1,153,754
Cash at the end of the year $ 1,324,668 $ 1,102,120
Supplemental disclosures of cash flow information:
Cash paid during the year for:
Interest expense $ 3,563 $ 3,737

See accountants' report and notes to financial statements,
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Note 1

Note 2

HERKIMER COUNTY INDUSTRIAL DEVELOPMENT AGENCY
Notes to Financial Statements - continued
For the years ended December 31, 2011 and 2010

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of the Herkimer County Industrial Development Agency have
been prepared in conformity with generally accepted accounting principles. Significant
accounting policies are:

Organization and Purpose

The Agency was created on October 5, 1970 by the New York State Legislature under
the provisions of Chapter 410 of the 1970 Laws of New York State for the purpose of
encouraging economic growth in the County of Herkimer. The Agency is exempt from
federal, state and local income taxes. The Agency, although established by the New
York State Legislature, is a separate entity and operates independently of the County of
Herkimer.

Property and Office Contents

Property and office contents acquired by the Agency are stated at cost (or esiimated
historical cost) including interest capitalized during construction where applicable.
Contributed assets are recorded at fair market value at the date received. There are no
reversionary interests by the granior in the assets. Depreciation is recognized on a
straight-line basis over the estimated useful lives of the assets. It is the Agency's policy
{o capitalize expenditures for these items in excess of $1,000.

Adveriising Costs '
it is the Agency’s policy to expense currently advertising costs as they are incurred.

Financing Costs
Costs incurred to obtain long-term debt are being amortized over a 15-year period.

Use of Estimates

Management uses estimates and assumptions in preparing financial statements in
accordance with generally accepted accounting principles. Those estimates and
assumptions affect the reported amounts of assets and liabilities, the disclosure of
contingent assets and liabilities, and the reported revenues and expenses. Actual results
could vary from the estimates that were used.

Reclassifications
Certain amounts appearing in the 2010 financial statements have been reclassified to
facilitate comparison with the 2011 financial statements.

Subsequent Events
Management has evaluated subsequent events through March 05, 2012, the date which
the financial statements were available to be issued.

ALLOWANCE FOR DOUBTFUL ACCOUNTS

Loans that have been made are not always collected in full. At year-end management
makes an assessment of its loan portfolio {o estimate which loans might not be collected
in full. With this estimate an allowance for potential uncollectable loans is recorded with
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Note 2

MNote 3

Mote 4

Note 5

Note 6

HERKIMER COUNTY INDUSTRIAL DEVELOPMENT AGENCY
Notes to Financial Statements - continued
For the years ended December 31, 2011 and 2010

ALLOWANCE FOR DOUBTFUL ACCOUNTS — continued

a corresponding charge to bad debt expense. As loans are determined to be totally
uncollectable they are written off against this provision.

Loan allowances at year-end were affected as follows:

2011 2010
Beginning loan alfowances $ 56,444 $ 80,000
New allowances provided for - -
Loans written off {34,459) (23,556)
Ending loan allowances $ 21985 $ 56,444

GRANT ACTIVITY FROM HERKIMER COUNTY

The Agency receives on a recurring basis grant amounts from Herkimer County used for
current operating expenses. The Agency also has been awarded grants from Herkimer
County to assist in the development of business parks located in Herkimer County.

CONCENTRATIONS OF CREDIT RISK

The Agency heavily depends upon Herkimer County to provide operating grants to allow
for the continuation of the Agency. Additionally, the offices occupied by the Agency are
provided free of charge by Herkimer County.

The Agency maintained cash balances above FDIC insurance limitations amounting to
approximately $837,136 at December 31, 2011. These cash amounts were collateralized
by the banks’ pledge agreements.

RESTRICTED GOSC NET ASSETS

This amount represents the cash being held at year-end that is only available for making
revolving loans to qualified businesses. The source of these funds is from federal grants
previously awarded to the Agency through the New York State Governor's Office for
Small Cities (GOSC).

OCCUPANCY EXPENSES
The Agency occupies office space in the Village of Herkimer, New York. The office
space and utilities are provided free of charge by Herkimer County. The value of these

services have not been estimated nor recorded on the accompanying financial
statements.

Page 11




MNote 7

Note 8

HERKIMER COUNTY INDUSTRIAL DEVELOPMENT AGENCY
Notes fo Financial Statements - continued
For the years ended December 31, 2011 and 2010

CAPITAL ASSETS

Capital asset activity for the year ended December 31, 2011 was as follows:

Beginning Ending
Balance increases Decreases  Balance
Assets not being depreciated:
Land $ 1,681,256 § - $ - 31,581,256
Property improvements
not yet in service 3,809,591 764136 - 4573727
Assets being depreciated:
Buildings and infrastructure 3,171,399 - - 3,171,399
Office contents 10,612 - - 10,612
Total property and office
contents 8,572,858 764,136 - 9,336,994
Accumulated depreciation:
Buildings and infrastructure 494,893 88,307 - 583,200
Office contents 10,612 - - 10,612
Total accumulated depreciation 505,505 88,307 - 593,812
Total property and office
conients, net $8067,363 % 675829 $ - $ 8,743,182

PENSION PLAN

The Agency participates in the New York State and Local Employees’ Retirement
System. This is a cost sharing multiple public employer retirement system.

Obligations of employers and employees to contribute and benefits to employees are
governed by the New York State Retirement and Social Security Law (NYSRSSL). The
System offers a wide range of plans and benefits which are related to years of service
and final average salary, vesting of retirement benefits, death and disability benefits and
optional methods of benefit payments. All benefits generally vest after ten years of
credited service.

The NYSRSSL provides that all employers in each system are jointly and severally liable
for any actuarial unfunded amounts. Such amounts are collected through annual billings
to afl participating employers. Generally, all employees, except certain part-time
employees, participate in the System. The System is noncontributory except for
employees who joined the Employees’ Retirement System after July 27, 1976. These
employees contribute 3% of their salary. Employee contributions are deducted by
employers from employees’ paychecks and are sent currently to the Employees’
Retirement System.
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HERKIMER COUNTY INDUSTRIAL DEVELOPMENT AGENCY
Notes to Financial Statements - continued
For the years ended December 31, 2011 and 2010

Note 8 PENSION PLAN - continued

Employee Groups Covered

Substantially all of the Agency's employees are eligible for membership in the system.
Employees employed in a full-time position who commenced employment after June 30,
1976, are mandatory members. Retirement expense charged to operations was $30,492
and $25,509 for the years ended December 31, 2011 and 2010, respectively.

Note 9 NOTES PAYABLE
2011 2010
Note payable, dated August 21, 1998, from
Herkimer County, at 0% interest. Repayment
of this note will occur as the Agency sells land
and buildings to the public. $ 1,354,365 $ 1,354,365

Note payable, dated September 29, 1998, from

the United States Department of Agriculture,

interest at 1%. Annual payments commenced

on September 29, 2001, for thirty years.

Security consists of the entire portfolio of

investments derived from the proceeds of the

loan, including all funds in the Intermediary

Relending Fund. 317,264 334,484
1,671,629 1,688,849

Less current portion 17,392 17,220

Amount due after one year $ 1,654,237 $ 1,671,629

Maturities of notes payable for the next five years, and in the aggregate:

2012 $ 17,392
2013 17,600
2014 17,850
2015 18,150
2016 18,600
Thereafter 1,682,037

$ 1,671,629

In recent years, the Agency has received funds from Herkimer County that were used for
the development of business parks along route 5S in Frankfort, New York. These
advances are expected to be repaid to Herkimer County as cash is received by the
Agency. These advances presently bear no interest. The balance owed to Herkimer
County at December 31, 2011 and 2010 was $722 650 and $822,650, respectively.
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL
OVER FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER
MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Board of Directors
Herkimer County industrial Development Agency
Herkimer, New York

We have audited the financial statements of Herkimer County Industrial Development Agency, as
of and for the year ended December 31, 2011, and have issued our report thereon dated March 05,
2012. We conducied 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 Generat of the United States.

internal Control Over Financial Reporting

in planning and performing our audit, we considered the Agency’s internal control over financial
reporting as a basis for designing our auditing procedures for the purpose of expressing our
opinion on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the Agency's internal control over financial reporting. Accordingly, we do not
express an opinion on the effectiveness of the Agency’s internal control over financial reporting.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct misstatements on a timely basis. A material weakness is a
deficiency, or combination of deficiencies, in internal conitrol such that there is a reascnable
possibility that a material misstatement of the entity’s financial statements will not be prevented, or
detected and corrected on a timely basis. We do not consider the deficiency described in the
accompanying schedule of findings and questioned costs to be a material weakness.

Our consideration of internal control over financial reporting was for the limited purpose described
in the first paragraph of this section and was not designed to identify all deficiencies in internal
control over financial reporting that might be deficiencies, significant deficiencies or material
weaknesses. We did not identify any deficiencies in internal control over financial reporting that we
consider to be material weaknesses, as defined above. However, we identified certain deficiencies
in internal control over financial reporting, described in the accompanying schedule of findings and
questioned costs that we consider to be significant deficiencies in internal control over financial
reporting. A significant deficiency, is a deficiency, or a combination of deficiencies, in internal
control that is less severe than a material weakness, yet important enough to merit attention by
those charged with governance.
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Compiiance and Other Matiers

As part of obtaining reasonable assurance about whether the Agency's financial statements are
free of material misstatement, we preformed tests of it compliance with certain provisions of laws,
regulations, contracts and grant agreements, noncompliance with which could have a direct and
material effect on the determination of financiaf statement amounts. However, providing an opinion
on compliance with those provisions was not an objective of cur audit and, accordingly, we do not
express such an opinion. The results of our tests disclosed no instances of noncompliance that are
required to be reported under Government Auditing Standards.

The Agency's response to the findings identified in our audit is described in the accompanying
schedule of findings and questioned costs. We did not audit the Agency’s response and,
accordingly, we express no opinion on it.

This report is intended solely for the information and use of the Agency's Board of Directors,
management, and grantors and is not intended to be and should not be used by anyone other than

these specified parties. However, this report is a matter of public record and its distribution is not
limited.

(B tone, dredats o) LFAS BL
BARONE, HOWARD & Co., CPAs, P.C.

March 05, 2012
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INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE WITH REQUIREMENTS
APPLICABLE TO EACH MAJOR PROGRAM AND ON INTERNAL CONTROL
CVER COMPLIANCE IN ACCORDANCE WITH OME CIRCULAR A-133

To the Board of Directors
Herkimer County Industrial Development Agency
Herkimer, New York

Compliance
We have audited the Herkimer County Industrial Development Agency’s compliance with the types

of compliance requirements described in the U.S. Office of Management and Budget (OMB)
Circular A-133 Compliance Supplement that could have a direct and material effect on the
Agency’s major federal program for the year ended December 31, 2011. The Agency's major
federal program is identified in the summary of audit results section of the accompanying scheduie
of findings and questioned costs. Compliance with the requirements of laws, regulations,
contracts, and grants applicable to its major federal program is the responsibility of the Agency’s
management. Our responsibility is to express an opinion on the Agency’s compliance based on our
audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in
the United States of America; the standards applicable to financial audits contained in Government
Auditing Standards issued by the Comptroller General of the United States, and OMB Circular A-
133, Audits of States, Local Governments, and Non-Profit Organizations. Those standards and
OMB A-133 require that we plan and perform the audit to obtain reasonable assurance about
whether noncompliance with the types of compliance requirements referred to above that could
have a direct and material effect on a major federal program occurred. An audit includes
examining, on a test basis, evidence about the Agency’'s compliance with those requirements and
performing such other procedures as we consider necessary in the circumstances. We believe that
our audit provides a reasonable basis for our opinion. Qur audit does not provide a legal
determination of the Agency’s compliance with those requirements.

In our opinion, the Agency complied, in all material respects, with the requirements referred to
above that are applicable to its major federal program for the year ended December 31, 2011.

internal Control Over Compliance

Management of the Agency is responsible for establishing and maintaining effective internal controi
over compliance with the requirements of laws, regulations, confracts, and grants applicable to
federal programs. In planning and performing our audit, we considered the Agency’s internal
control over compliance with the requirements that could have a direct and material effect on a
major federal program in order to determine our auditing procedures for the purpose of expressing
our opinion on compliance and to test and report on internal control over compliance in accordance
with OMB Circular A-133, but not for the purpose of expressing an opinion on the effectiveness of
internal control over compliance. Accordingly, we do not express an opinion on the effectiveness of
the Agency’s internal control over compliance.
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Our consideration of internal control over compliance was for the limited purpose described in the
preceding paragraph and would not necessarily identify all deficiencies in internal contro! that might
be significant deficiencies or material weaknesses and therefore, there can be no assurance that all
deficiencies, significant deficiencies, or material weaknesses have been identified. However, as
discussed below, we identified one deficiency in the intermal contrel over compliance that we
consider to be a significant deficiency.

A deficiency in internal control over compliance exists when the design or operation of a control
over compliance does not allow management or employees, in the normal course of performing
their assigned functions, to prevent or detect and correct, noncompliance with a type of compliance
requirement of a federal program on a timely basis. A material weakness in internal control over
compliance is a deficiency, or combination of deficiencies, in internal control over compliance, such
that there is a reasonable possibility that material noncompliance with a type of compliance
requirement of a federal program will not be prevented, or detected and corrected, on a timely
basis. We consider the deficiencies in internal control over compliance described in the
accompanying schedule of findings and questioned costs as items to be significant deficiencies.

The Agency’s response to the finding identified in our audit is described in the accompanying
schedule of findings and questioned costs. We did not audit the Agency's response and,
accordingly, we express no opinion on the responses.

This report is intended solely for the information and use of the Agency’s Board of Directors,

management, and grantors and is not intended to be and should not be used by anyone other than
those specified parties.

Grwre, Lenlards € Loy CPHST €
BARONE, HOWARD & Co., CPAs, P.C.

March 05, 2012

Page 17




HERKIMER COUNTY INDUSTRIAL DEVELOPMENT AGENCY
Scheduie of Expenditures of Federal Awards
For the year ended December 31, 2041

Federai
Prolect Tille CFDA # Revenues Expenditures

U.S. Department of Housing and Urban Development

Community Development Block Grant Program 14.228 $1,682,326 $1,682,326

Note A - Basis of Presentation
The accompanying schedule of Expenditures of Federal Awards presents the activity of all
Federal awards administered by the Herkimer County Industrial Development Agency, an
entity as defined in Noie 1 to the Agency’s financial statements.

Note B - Basis of Accounting

The accompanying schedule of Expenditures of Federal Awards is presented using the
accrual basis of accounting.

Page 18




HERKIMER COUNTY INDUSTRIAL DEVELOPMENT AGENCY
Schedule of Findings and Questioned Costs
For the year ended December 31, 2011

SUMMARY OF AUDIT RESULTS

1.

The independent auditors’ report expresses a unqualified opinion on the financial
statements of the Herkimer County Industrial Development Agency .

There was one significant deficiency noted during the audit of the financial statements as
described in the Report on Internal Contro! or Financial Reporting and in Compliance and
Other Matters Based on an Audit of Financial Statements Performed in Accordance with
‘Government Auditing Standards.” This condition is not reported as a material weakness.

No instances of noncompliance material to the financial statements of the Agency were
disclosed during the audit as described in the Report on Internal Control or Financial
Reporting and in Compliance and Other Matters Based on an Audit of Financial
Statements Performed in Accordance with “Government Auditing Standards.”.

There was one significant deficiency noted during the audit of the major federal award
program of the Agency that was reported in the Report on Compliance with Requirements
Applicable to Each Major Program and Internal Control over Compliance with OMB Circular
A-133. This condition is not reporied as a material weakness.

The auditors’ report on compliance for major federal award programs for the Herkimer
County Industrial Development Agency expresses an unqualified opinion.

Audit findings of major programs that are required to be reported in accordance with
Section 510(a) of OMB Circular A-133 are reported in this Schedule.

The program tested as a Type A major program was:
Community Development Block Grant - CFDA# 14.228
Amount of federal expenditures - $1,682 326
Percent of federal award program tested - 100%

The threshold for distinguishing Type A programs was $300,000.

The Agency was not determined to be a low-risk auditee.
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k.

HERKIMER COUNTY INDUSTRIAL DEVELOPMENT AGENCY
Schedule of Findings and Questioned Costs - continued
For the year ended December 31, 2011

FINANGIAL STATEMENT AUDIT — FINDINGS

A,

INTERNAL CONTROL OVER FINANCIAL REPORTING

Year ended December 31, 2011

2011-1 Adjusting Journal Entries, Required Disclosures and Draft Financial Statements

Condition and Criteria: During the current year, adjusting journal entries, along with
footnote disclosures were proposed by the auditors and accepted by the Agency to
properly reflect the financial statements in accordance with generally accepted accounting
principles. In addition, the draft of the financial statements was prepared by the auditors
and approved by the Agency.

Effect: The American Institute of Certified Public Accountants (AICPA) issued Statement
on Auditing Standards Number 115, entitled Communicating Internal Control Related
Matters in an Audit. This new standard considers the need for significant adjusting journal
entries and assistance when preparing financial statements to be indicative of an internal
control deficiency.

Auditors’ Recommendation:  Although auditors may continue to provide such
assistance both now and in the future, under the new pronouncement, the Agency should
continue to review and approve both proposed adjusting journal entries and footnote
disclosures, along with the draft financial statemenis.

Herkimer County Industrial Agency’s Response: The Agency will continue to review
and approve proposed adjusting journal entries, footnote disclosures and draft financial
statements prepared by our auditors. Additionally, the Agency will continue to seek
routine advice from its independent certified public accounting firm in providing journal
entries and in preparation of its financial statements.

Year ended December 31, 2010

This same condition existed for the year ended December 31, 2010,

COMPLIANCE AND OTHER MATTERS

Year ended December 31, 20114

There were no instances of noncompliance reported during the year ended December 31,
2011,

Year ended December 31, 2010

There were no instances of noncompliance reported during the year ended December 31,
2010.
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HERKIMER COUNTY INDUSTRIAL DEVELOPMENT AGENCY
Schedule of Findings and Questioned Costs - continued
For the year ended December 31, 2011

. MAJOR FEDERAL AWARD PROGRAWMS AUDIT — FINDINGS AND QUESTIONED COSTS

A. COMPLIANCE

Year ended December 31, 2011

There were no instances of noncompliance reported during the year ended December 31,
2011,

Year ended December 31, 2010

There was no single audit performed for the year ended December 31, 2010.

B. INTERNAL CONTROLS OVER COMPLIANCE

Community Development Block Grant CFDA #14.228
2011-2 Adjusting Journal Entries and Required Disclosures to the Financial Statements.

Year ended December 31, 2011

Same findings as ILA.2011-1 above.

Year ended December 31, 2010

There was no single audit performed for the year ended December 31, 2010.
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