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INDEPENDENT AUDITOR’S REPORT
June 5, 2012

To the Board of Directors

Chautauqua Tobacco Asset Securitization Corporation
3163 Airport Drive

Jamestown, New York 14701

We have audited the accompanying financial statements of the governmental activities
and each major fund of Chautauqua Tobacco Asset Securitization Corporation
(CTASC), as of and for the year ended December 31, 2011 and 2010, which collectively
comprise CTASC's basic financial statements as lisied in the table of contents. These
financial statements are the responsibility of CTASC’s management. Qur responsibility
is to express opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the
United State of America and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United
States. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material
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 managementi, as well
as evaluating the overall financial statement presentation. We believe that our audit
and the report of other auditors provide a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the respective financial position of the governmental activities and each major
fund of Chautauqua Tobacco Asset Securitization Corporation, as of December 31,
2011 and 2010, and the respective changes in financial position for the year 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 June 5, 2012, on our consideration of CTASC's internal control over financial
reporting and our tests of its compliance with certain provision of laws, regulations,
contracts, and 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 results of that testing and not to provide an opinion on the internal control over
financial reporting or compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards and should be considered in
assessing the results of our audit.

Accounting principles generally accepted in the United States of America require that
the management’s discussion and analysis information on page 3 and 4 be presented to
supplement the basic financial statements. Such information, although not a part of the
basic financial statements, is required by the Governmental Accounting Standards
Board, who considers it to be an essential part of financial reporting for placing the basic
financial statements in an appropriate operational, economic, or historical context. We
have applied certain limited procedures to the required supplementary information in
accordance with auditing standards generally accepted in the United States of America,
which consisted of inquiries of management about the methods of preparing the
infformation and comparing the information for consistency with management's
responses to our inquiries, the basic financial statements, and other knowledge we
obtained during our audit of the basic financial statements. We do not express an
opinion or provide any assurance on the information because the limited procedures do
not provide us with sufficient evidence to express an opinion or provide any assurance.

 Quhmans Wanchewisks § Caasciatsad, LLP,

- —InTE

Johnson, Mackowiak and Associaies, LLP



CHAUTAUQUA TOBACCO ASSET SECURITIZATION CORPORATION
MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE YEAR ENDED DECEMBER 31, 2011

This discussion and analysis of the Chautauqua Tobacco Asset Securitization Corporation
(CTASC) financial performance provides an overview of CTASC’s financial activities for the
year ended December 31, 2011. This document should be read in conjunction with CTASC’s
financial statements which begin on page 5.

FINANCIAL HIGHLIGHTS

¢ CTASC’s net deficit increased $551,942 as a result of this year’s activity.

o Total assets decreased by approximately $850,000 from 2010 to 2011, primarily as a result of
decreases in unamortized bond discount costs on capital appreciation bonds. Total liabilities
decreased by approximately $298,000, as a result of the amortization of the bond discount
costs of the capital appreciation bonds, net of repayments of debt totaling approximately
$255,000.

e Tobacco settlement revenues decreased by approximately $116,000 or 5.2% from 2010 to
2011, :

e Dividend distribution to Chautauqua County totaled $15,000 and $115,000 for the years
ended December 31, 2011 and 2010 respectively. Future distributions are expected to remain
similar going forward as available cash is projected to be used to accelerate the retirement of
the Turbo Capital Appreciation Notes,

USING THIS REPORT

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

REPORTING CTASC AS A WHOLE

The Statements of Net Assets and Statements of Activities

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

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

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



REPORTING CTASC’S MOST SIGNIFICANT FUNDS
Fund Financial Statements

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

Governmental Funds

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

FACTORS BEARING ON THE CORPORATION’S FUTURE

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

o As of April 2012, the three Original Participating Manufacturers (“OPM”) in the Master
Settlement agreement with a market share totaling 80% were rated at Baa3 or above by
Moody’s Investors Service. As discussed in the notes to the financial statements, the tobacco
settlement revenues are dependent upon the volume of cigarettes shipped in the United States,
which is primarily a function of domestic cigarette consumption.

e CTASC was previously downgraded to a BBB+ rating by Fitch, Inc. as a result of the
downgrading of the aforementioned Original Participating Manufacturers. As of July 29,
2011, this rating remains in effect.

CONTACTING CTASC’S FINANCIAL MANAGEMENT

This financial report is designed to provide our citizens, customers, and creditors with a general
overview of CTASC’s finances and to show CTASCS’s accountability for the money it receives.
If you have any questions or need additional information, contact Darin Schulz, 3163 Airport
Drive, Jamestown, New York, 14701,



CHAUTAUQUA TOBACCO ASSET SECURITIZATION CORPORATION

STATEMENTS OF NET DEFICIT
DECEMBER 31, 2011 AND 2010

ASSETS
2011 2010
Restricted cash and cash equivalents $ 147,774 § 136,738
Restricted investments 3,427,221 3,222,014
Capital assets, net - -
Unamortized bond discount:
Series 2000 bonds 111,810 115,704
Series 2005 turbo capital appreciation bonds 444 537,352 445,567,455
Unamortized bond issuance cost 828,184 860,089
TOTAL ASSETS $ 449,052,341 $§ 449,902,000
LIABILITIES AND NET DEFICIT
LIABILITIES:
Bonds payable:
Due and payable within one year $ 260,000 $ 255,000
Due and payable after one year 28,080,000 28,340,000
Turbo Capital Appreciation Bonds payable 458,214,716 458,257 433
TOTAL LIABILITIES 486,554,716 486,852,433
NET DEFICIT:
Restricted for debt service 3,427,221 3,222,014
Restricted for capital program 147,774 136,738
Unrestricted deficit (41,077,370) (40,309,185)
TOTAL NET DEFICIT (37,502,375) (36,950,433)
TOTAL LIABILITIES AND NET DEFICIT $ 449,052,341 $ 449,002,000

See accompanying notes to financial statements,
-5



CHAUTAUQUA TOBACCO ASSET SECURITIZATION CORPORATION
STATEMENTS OF ACTIVITIES

YEAR ENDED DECEMBER 31, 2011 AND 2010

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

TOTAL EXPENSES
REVENUES:
Tobacco seftlement :
Revenue
Net tobacco settlement revenues
Investment income:
Interest income
Investment gain/(loss)
Total investment income
TOTAL REVENUES
CHANGE IN NET ASSETS
NET DEFICIT, beginning of year

NET DEFICIT, end of year

2011 2010
82,375 93,959
15,000 115,000

1,923,221 1,938,221

1,019,529 951,071
31,805 31,905

3,072,030 3,130,156

2,119,505 2,235,571

2,119,505 2,235,571

132,484 105,591
268,099 (70,308)
400,583 35,283

2,620,088 2,270,854

(651,942) (859,302)
(36,950,433) (36,091,131)

$ (37,502,375) §$ (36,950,433)

See accompanying notes to the financial statements.
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CHAUTAUQUA TOBACCO ASSET SECURITIZATION CORPORATION
RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEETS
TO THE STATEMENTS OF NET DEFICIT
YEARS ENDED DECEMBER 31, 2011 AND 2010

2011 2010

TOTAL FUND BALANCE - GOVERNMENTAL FUNDS 3 3,574,995 § 3,358,752

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

Property and equipment used in governmental

activities are not financial resources and therefore

not reported in the governmental funds.
Governmental property and equipment 34,189 34,189
Less accumulated depreciation {34,189) {34,189)

Costs of debt issuance are expenditures in
government activities. However, in the statement of
net assets, the costs of debt issuance are reported
as capitalized assets and amortized over the lives of
the related debt. 828,184 860,089

Bond discounts are reported as other financing uses
in governmental funds financial statements.
However, in the statement of net assets, bond
discounts are reported as a component of bonds
- payable and amortized over the lives of the related
debt. 444,649,162 445,683,159

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

Governmental bonds payable (486,554,716) {486,852,433)

NET DEFICIT OF GOVERNMENTAL ACTIVITIES $ (37,502,375) $  (36,950,433)

See accompanying notes to financial statements.
-9.



CHAUTAUQUA TOBACCO ASSET SECURITIZATION CORPORATION
RECONCILIATION OF THE STATEMENTS OF REVENUES, EXPENDITURES, AND CHANGES
IN FUND BALANCES OF GOVERNMENTAL FUNDS TO THE STATEMENTS OF ACTIVITIES
YEARS ENDED DECEMBER 31, 2011 AND 2010

2011 2010

NET CHANGE IN FUND BALANCES - '
TOTAL GOVERNMENT FUNDS $ 216,243 $ (111,719)

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

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

Governmental funds report bond proceeds net of
repayment of debt. However, in the statement of
activities, bond accretion, which results in an
increase in the amount of the bond due Is recognized. {1,019,529) (951,071)

Governmental funds report bond principal payments
as other financing uses. However, in the statement
of activities, bond principal payments are recognized
as liabilities and written down as they are paid. 297,720 250,000

Capital assets used in governmental activities are not
financial resources and therefore are not reported in
the governmental funds. Accordingly depreciation is
not recognized. - (136)

CHANGE IN NET DEFICIT OF
GOVERNMENTAL ACTIVITIES $ (551,942) $ (869,302)

See accompanying notes to the financial statements.
-10 -



CHAUTAUQUA TCBACCO ASSET SECURITIZATION CORPORATICON
NOTES TO FINANGCIAL STATEMENTS
NOTE 1 - ORGANIZATION

Overview

Chautauqua Tobaccs Asset Securitization Corporation ("CTASC"), a component unit of Chautauqua County, New York (the County},
is a special purpose, bankruptcy remote local development corporation organized under the provisions of Section 1411 of the New
York State Not-For-Profit Corporation Law. CTASC is governed by a Board of three directors, consisting of the County Executive for
Chautauqua County, New York; the Director of Finance for Chautauqua County, New York; and an independent director. Although
legally separate from the County, the Corporation Is a component unit of the County, and accordingly, is included in the County's
financial statements as a discretsly presented component unit.

Pursuant lo a Purchase and Sale Agreement with the County, CTASC purchased from the County all of its future rights, tille and
interest in the Tobacco Seiflement Revenues (TSR's) under the Master Settlement Agreement ("MSA"). The MSA was entered into
on November 23, 1998, amaong the attorneys general of 46 states (including New York}, the District of Columbia, the Commonwealth
of Puerto Rico, Guam, the U.S. Virgin Istands, American Samoa and the Territory of the Northern Marianas and the four largest
United States tobacco manufacturers: Philip Morris Incorporated, R.J. Reynolds Tobacco Company, Brown & Williamson Tobacco
Corporatlon and Lorillard Tobacco Company. The MSA resolved cigarette smoking-related litigation between the Settling States. The
MSA also imposed certain tobacco advertising and marketing restrictions, among other things, Neither the Gounty nor CTASC is a
party to the MSA.

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

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Measurement Focus/Basis of Accounting

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

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

Property, Equipment and Depreciation
Property and equipment are recorded at cost. Depreclation is computed over the estimated useful lives of the property and
equipment on the straight-line method in the entity-wide financial statements. The governmental funds financial statements recognize
properly and equipment acquisifions as an expense in the period in which they are acquired. Depreciation is not recognized in the
governmental funds financial statements.

Bond Premiums, Discounts and Issuance Costs

Bond premiums, discounts and issuance costs are capitalized and amortized over the lives of the related debt using the straight-line
method in the entity-wide financial statements. The governmental funds financial statements recognize bond premiums and
discounts, as well as bond issuance costs, during the current period. The face amount of debl issued is reporied as other financing
sources while discounts on debt issuance are reported as other financing uses. issuance costs, whether or not withheld from the
actual debt proceeds received, are reported as debt service expenditures.

Inferest Expense
Interest expense is recognized on the accrual basis in the entity-wide financial statements. Interest expenditures are recognized
when paid in the individual governmental funds financial statements.

-1 -



NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, continued

Use of Estimates

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

Tax Status

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

Cash and Cash Equivaleht_s_

CTASC's cash and cash equivalents are currently limited to bank deposits, U.S. Government securities, and Insured Money Market
funds. At December 31, 2011, the Corporation's cash and cash equivalents consisted of insured Money Market funds of $947,020
and bank deposits of $153,460. At December 31, 2010, the Corporation's cash and cash equivalents consisted of Insured Money
Market funds of $1,058,754 and bank deposits of $99,811. Investments with an original maturity date of three months or less are
classified as cash and cash equivalents. Bank deposits up tc $250,000 are insured by Federal Depository Insurance Corporation.

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

Accounting and Reporting Changes

During February 2009, GASB issued Statement No. 54 - Fund Balance Reporting and Governmental Fund Type Definitions. This
statement enhances the usefulness of fund balance information by providing clearer fund balance classifications that can be more
consistently applied and by clarifying the existing governmental fund type definitions. This statement establishes fund balance
classifications that comprise a hierarchy based primarily on the axtent fo which CTASC is bound to obsarve constraints Imposed upon
the use of the resources reported in the governmental funds. CTASC implemented Statement No. 54, effective for the fiscal year
ending December 31, 2011, with retroactive application for the fiscal year ended December 31, 2010.

During June 2010, GASB issued Statement No. 59 - Financial Instruments Omnibus. This statement’s objective s to improve
existing standards regarding financial reporting and disclosure requirements of certain financial instruments and external investment
pools for which significant issues have been identified in practice. CTASC implemented Statement No. 59, effective for the fiscal ysar
ending December 31, 2011, with refroactive application for the fiscal year ended December 31, 2010. The adoption of Statement No.
59 had no effect on CTASC's financial statements.

Future Impacts of Accounting Pronouncements

CTASC has not completed the process of evaluating the impact that will result from adopting Governmental Accounting Standards
Board {(GASB) Statement No. 57 - OPEB Measurements by Agent Employers and Agent Multiple-Employer Plans, effective for the
year ending December 31, 2012; GASB Statement No. 60 - Accounting and Financial Reporiing for Service Concession
Arrangements, effactive for the year ending December 31, 2012; GASB Statement No. 81 - The Financial Reporting Enlity - an
amendment of GASB Statements No. 14 and No. 34, effective for the year ending December 31, 2013; and, GASB Staternent No. 62 .
Codification of Accounting and Financial Reporting Guidance Contained in Pre-November 30, 1983 FASB and AICPA
Pronouncements, effective for the year ending December 31, 2012, GASB Statement No. 63 - Financial Reporting of Deferred
Qutflows of Resources, Deferred Inflows of Resources, and Net Posifion, effective for the year ending December 31, 2012; GASB
Statement No. 64 - Derfvalive Instruments: Application of Hedge Accounting Termination Provisions - an amendment of GASB
Staternent No. 53, effective for the year ending December 31, 2012; GASB Statement No. 65 - lems Previously Reported as Assels
and Liabilities, effective for the year ending December 31, 2013; and GASB Statement No. 86 - Technical Corrections - 2012 - an
amendment of GASB Statements No. 10 and 62, effective for the year ending December 31, 2013.

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

NOTE 3 - INVESTMENTS
Investments are reported at fair value. The Corperation’s trustee holds investments for the funds included in the financial statements.

The Corporation invests in authorized investments as described in the bond resolution such as obligations of the United States of
America.

Custodial Credit Risk - For an investment, custodial credit risk is the risk that, in the event of the failure of the counterparty, the
Corporation will not be able to recover the value of its investments or collaterat securities that are in the possession of an outside
parly. The Corporation's investments at December 31, 2011 and 2010 were In U.S. Government and NYS municipal obligations.

-12-



NOTE 3 - INVESTMENTS, continued

Concentration of Credit Risk - The Corporation places no limit on the amount that it may invest within any one issuer. The
Corporation's investments at December 31, 2011 and 2010 were in the U.S. Government and Municipal Obligations.

Interest Rate Risk - The Corporation does not have a formal investment policy that limits investment maturities as a means of
managing ifs exposure to fair value losses arising from interest rates.

Fair Value Measurements - Fair values of assefs measured on a recurring basis at December 31, 2011 and 2010, are as follows:

2011 2010
Investment Descripfion Cost Fair Value Cost Fair Value
Cash and Cash Equivalents $ 063291 % 963,281 § 1,016201 § 1,015,201
Debt Service -
U.8. Government Agencies 62,343 65,343 800,107 805,693
Municipal Obligations 2,255,142 2,398,587 1,635,703 1,400,120
Total Invesiments $ 3280776 § 3,427,221 ¢ 3,351,011 § 3,222,014

Credit Quality Ratings - Municipal Obligations - The Corporation invested in various NYS Municipal Obligations during 2011 and
2010. The credit quality ratings of these investments as of December 31, 2011, are as follows:

Rating per
Municipal Obligation Fair Value CUSIP No. Maturity Date Moody's
New York, NY $ 297,069 B4966HMT4 10/01/34 Aa2
NY Gity Transitional Finance Authority 444 658 64971MS80 0501130 Aai
NY City Transitional Finance Authority 328,867 64971M4NS 08/01/30 Aat
Metropolitan Transportation Authority, NY 530,213 59259YBF5 1115/38 A2
Metrepolitan Transportation Authority, NY 688,516 59258YGGB 1115/30 A2
Metropolitan Transportation Authorify, NY 108,264 59259NZNG 11115/40 A2
Total municipal obligations $ 2398587
The crecfit quality rating of these investments at December 31, 2010 are as follows:
Municipal Obligation . Fair Value CUSIP No. Maturity Date Moody's
NYS Dormitory Authority $ 277,635 6499202520 02/15/26 Aal
NY City Transitional Finance Authority 394,259 64971MS60 05/01/30 Aa1
NY City Transitional Finance Authority 295,597 G497 1M4NS 08/01/30 Aat
Metropolitan Transportation Authority, NY 432,629 59259YBF5 11/15/39 A2
Total municipal obligations $ 1,400,120
NOTE 4 - PROPERTY, EQUIPMENT AND DEPRECIATION
Preperty, equipment and depreciation consist of the following:
Year ended December 31, 20114
2010 ' 2011
Ending Retirements/ Ending
Balance Additions Reclassifications Balance
Governmental activities:
Property and equipment that is depreciated:
Office improvements . $ 3277 % - 3 - 3 3,277
Furniture and fixtures 30,912 - - 30,912
Total depreciable historical cost 34,189 - - 34,189
Less accumulated depreciation;
Office improvements 3,277 - - 3,277
Furniture and fixtures 30,912 - - 30,912
Total accumulated depreciation 34,189 - - 34,189
Total depreciable historical cost, net 3 - $ - 3 “ 3 -
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NOTE 4 - PROPERTY, EQUIPMENT AND DEPRECIATION, continued

Year ended December 31, 2010

2009 2010
Ending Retirements! Ending
Balance Additions Reclassifications Balance
Governmental activities:
Property and equipment that is depreciated:
Office improvements $ 3277 § - $ - $ 3,277
Furniture and fixtures 30,912 - - 30,812
Total depreciable historical cost 34,189 - - 34,189
Less accumulated depreciation:
Cffice improvements 3,277 - - 3,277
Furniture and fixtures 30,776 - 136 30,812
Total accumulated depreciation 34,053 - 136 34,188
Totat depreciable historical cost, net $ 136 § - $ i3 % -

NOTE 5 - BOND ISSUANCE COSTS AND DISCOUNT FEES

The Corporation has incurred issuance costs and discount fees associated with the Serles 2005 and Series 2000 Bond issues.
These costs are expensed as incurred in the Corporation's governmental fund financlal statements. Such costs and discount fees
are deferred and amortized over the life of related debt in the government-wide statements. Discount fees and bond Issuance costs
for the 2000 Series totaling $1,039,231 will be amortized over 40 years (8/15/2000 through 8/31/2040). The discount fees and bond
issuance cosis for the 2005 Series totaling $354,580 will be amortized over 21 years (12/01/05 - 11/20/20268). This will resuit in a
matching of the amortization of the asset related to the 2000 Serles Bonds with the related payment of the liability. Balances at
December 31, 2011 are as follows:

2000 Series 2005 Series
Issuance Costs  Discount Fees  Issuance Costs Discount Fees
Cost . $ 1023444 % 155,787 % 132616 $ 221,044
Less: Accumulated Amortization 289,061 43,977 37,915 65,219
Net ' $ 733483 § 111,810 & 94,701 § 166,726
Balances at December 31, 2010 are as follows: )
2000 Series 2005 Series
Issuance Costs  Discount Fees  Issuance Costs Discount Fees
Cost $ 1023444 ¢ 156,787 § 132,616 § 221,944
Less: Accumulated Amortization 264,374 40,083 31,597 54,643
Net $ 759070 § 115,704 & 101,018 § 167,301

NOTE 6 - BONDS PAYABLE
SERIES 2000 BONDS

Overview

The Series 2000 Bonds are issued In fully registered form in the name of Cede & Co. as nominee of The Depository Trust Company,
New York, New York {"DTC") who acts as Securities Depository for the Serles 2000 Bonds. Individual purchases are in book-entry
form only, in the principal amount of $5,000, or integral multiples thereof. Purchasers do not receive certificates representing thsir
ownership interest in the Series 2000 Bonds.

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

Security for the Series 2000 Bonds

Pursuant to a Purchase and Sale Agreement, dated September 1, 2000 {the "TSR Purchase Agreement”), the County scld to CTASC
alf of its rights, title and interest under the MSA and the Decree, including the County's right to be paid its portion of the State of New
York's {the "State") allocable shares of fulure initial Payments and Annuat Payments under the MSA (the "Tobacco Setifement

Revenuas"}.
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NOTE 6 - BONDS PAYABLE, continued

Debt Service Account :

Under the Indenture, CTASC is required to maintain a debt service account. The account is to contain an amount equivalent fo the
Interest and principal amounts due within the next fwelve months. At December 31, 2011 this fund was required to be at least
$2,153,450. The balance in the fund at December 31, 2011 fotaled $947,056, At December 31, 2010 this fund was required to be al
least $2,163,750. The balance In the fund at December 31, 2010 totaled $954,493, Any shortfall in this account is to be made up out
of the debt service reserve account.

Debt Service Reserve Account

Under the Indenture, the Indenture Trustee has established and holds a Debt Service Reserve Account which is funded from Series
2000 Bond proceeds. Except after an Event of Default, CTASC is required to maintain a balance in the Debt Service Reserve
Account to the extent of available funds equal to the maximum annual debt service on the Series 2000 Bonds in the current year or
any future year. ‘The amount in this account at December 31, 2011 and 2010 was $2,480,166 and $2,267,521, respectively.

Maturity
The following is a summary of maturity of indebledness:
Oulstanding at
Description of [ssue Issue Date Final Maturity Interest Rate December 31, 2011
~ Serial Bonds : 09/15/2000 07/1/2040 8.0-6.75% $ 28,340,000

The following is a summary of maturing debt service requirements for the year ending December 31:

Year Principal interest Total
2012 $ 260,000 1,803,450 2,163,450
2013 265,000 1,877,850 2,142,850
2014 270,000 1,661,288 2,131,288
2015 280,000 1,844,413 2,124,413
2016 285,000 1,826,912 2,111,912
2017 - 2021 2,690,000 8,743,900 11,433,900
2022 - 2026 _ 3,775,000 7,706,788 11,481,788
2027 - 2031 5,235,000 6,265,012 11,500,012
2032 - 2036 7,340,000 4,233,600 11,573,600
2037 - 2040 7,940,000 1,384,762 9,324,762

$ 28340000 $ 37637975 § 65977975

Sinking Fund Redemption

The Series 2000 Bonds maturing on July 1, 2012 are subject to mandatory sinking fund redemption in part of July 1 of the years, and
in the aggregate principal amounts, shown below, at a redemption price equal to the principal amount thereof to be redeemed, without
premium.

Redemption Principal to be
Date (July 1} Redeemed
2012 $ 260,000

The Series 2000 bonds maturing on July 4, 2016 are subject to mandatory sinking fund redemption in part on July 1 of the years, and
in the aggregate principal amounts, shown below, at a redemption price equal fo the principal amount thereof fo be redeemed, without
premium,

Redemption Principal to be

Date {July 1) Redeemed
2013 $ 265,000
2014 $ 270,000
2015 5 280,000
2016 3 285,000

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

Redemption Principal to be

Date (July 1) Redeemed
2017 $ 295,000
2018 $ 560,000
2019 $ 585,000
2020 $ 610,000
2021 § 640,000
2022 3 675,000
2023 $ 710,000
2024 $ 745,000
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NCTE 6 - BONDS PAYABLE, continued -

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

Redemption Principal to be

Date {(July 1} Redegemed
2025 $ 795,000
2026 $ 850,000
2027 $ 910,000
2028 $ 975,000
2029 $ 1,040,000
2030 $ 1,115,000
2031 $ 1,195,000
2032 $ 1,275,000
2033 $ 1,365,000
2034 $ 1,460,000
2035 3 1,565,000
2036 $ 1,675,000
2037 $ 1,790,000
2038 $ 1,815,000
2039 $ 2,045,000
2040 $ 2,190,000

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

SERIES 2005 BONDS

Overview

The New Yark Counties Tobacco Trust V issued $202,792,505 aggregate principal amount of Tobacco Settlement Pass-Through
Bonds in four series, These Series 2005 NYCTT Bonds represent direct, pass-through interest in corresponding bonds of certain
series of tobacco sefflement asset-backed bonds issued by one or more of the 24 tobacco asset securitization corporations of which
CTASC Is one. These bonds are subordinate to the Series 2000 bonds discussed above.

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

Security for the Series 2005 Bonds

in ordsr to secure payment of its Prior Bonds and Series 2005 TASC Bonds, each TASG has pledged 1o the TASC Trustes all of the
TASC's rights, fitle, and interest whether now owned or hereafter acquired, in (i) the TSR Purchase Agreement and the TSR's (i) the
Pledged Series 2005 Accounts, and all invesiment eamings on amounts on deposit in or credited to the Pledged Series 2005
Accounts; and (jii} all present and future claims, demands, and causes in action in respect to the foregoing.

Serigs 2005 Bond Fund

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

Maturity
CTASC issued bonds out of three series of the 2005 issuances. The total bonds issued and their terms are summarized as follows:
ssuance Maturity Interest
Series Amount Amount Rate Maturity
Series 82 § 2,400,150 3,481,000 6.10% Juns 1, 2050
Series 83 § 1,820,337 51,090,000 6.85% June 1, 2085
Series S4B § 5,617,440 373,500,000 7.85% Juns 1, 2080

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

Series Series Series

Year 2005 §2 2005 83 2005 84B Total

2006 $ 378318 8§ - $ - $ 378,318
2007 408,240 - - 409,240
2008 467,544 - - 467,544
2009 504,906 - - 504,906
2010 545,026 - - 545,026
2011 588,230 - - 588,230
2012 243,271 382,070 - 625,341
2013 - 665,574 - 665,674
2014 - 704,235 - 704,235
20158 - 737,862 - 737,882
2016 - 482,076 302,978 785,054
2017 - - 825,034 825,034
2018 - - 976,276 976,276
2019 - - 1,022,406 1,022,406
2020 - - 1,085,048 1,065,048
2021 - - 1,113,048 1,113,048
2022 - - 1,156,688 1,156,688
2023 - - 1,208,000 1,206,000
2024 - - 1,256,956 1,256,956
2025 - - 1,282,225 1,292,225
2026 - - 1,334,049 1,334,049
2027 - - 1,374,477 1,374,477
2028 - - 1,421,550 1,421,550
2029 - - 1,467,695 1,467,695
2030 - - 1,512,116 1,512,116
2031 - - 1,554,384 1,554,384
2032 - - 1,593,830 1,583,830
2033 - - 1,642,880 1,642,880
2034 - - 1,689,578 1,689,578
2035 - - 1,733,388 1,733,388
2036 - - 1,757,407 1,757,407
2037 - - 991,629 991,629

$ 3136535 $ 2971847 $ 28289742 $ 34,398,124

NOTE 7 - EQUITY CLASSIFICATIONS

A. Government-wide Statements
In the government- wide statements, there are three classes of net assels:

Invested in Capital Assets, Net of Related Debt - This class consists of net capital assets {cost less accumulated depreciation)
- reduced by outstanding balances of refated debt obligations from the acquisition, construction or improvements of these assets.

Restricted Net Assets - Restricted net assets report constraints placed on assets that are either legally imposed by creditors (such
as through covenants), grantors, or [aws or regulations of other governments, or imposed by law through constitutional provisions or
enabling legislation.
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NOTE 7 - EQUITY CLASSIFICATIONS, Continued

Restrictions of net assets have been recorded in the government-wide financial statements of the Corporation at December 31, 2011
and 2010 as follows: ‘ '

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

Restricted for Debt Service - represents resources that are committed fo refiring the ouistanding obligatiens of the
corporation,

Unresfricted Nat Assets - Designations are not legally required restrictions, but are segregated for a specific purpose. At December
31, 2011 and 2010, the Corporation had not designated any unrestricted net assets. The deficit unrestricted net asset balance
represents the outstanding bond iiability to be paid off with future rights to receive tobacco revenues. -

B, Fund Statements
In the fund basis statements there are five classifications of fund balance:

Nen-Spendable - includes amounis that cannot be spent because they are either not in spendable form or legally or contractually
required to be maintained intact. The Corporation does not have any nenspendable fund balance at December 31, 2011 and 2010.

Restricted - includes amounts with constraints placed on the use of resources either externally imposed by creditors, grantors,
cantributors or laws or regulations of other governments; or imposed by law through constitutional provisions or enabling {egislation.
The Corporation has establishad the following restricted fund balances.

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

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

Other Fund Activities - represents resources accumulated by special revenue and or capital project funds dedicated
to be used for the purpose for which the fund was created.

Committed - includes amounts that can only be used for the specific purposes pursuant to constrainis imposed by formal action of
the Corporation's highest level of decision making authorily, i.e., the Common Council. At December 31, 2011 and 2010 the
Corporation did not have any committed fund balances.

Assigned - includes amounts that are constrained by the Corporalion's intent to be used for specific purposes, but are neither
restricted nor committed. The Corporation did not have any assigned fund balances at December 31, 2011 or 2010,

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

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

NOTE 8 - INTERFUND TRANSACTIONS

The operations of the Corporation give rise to certain transactions befween funds, Interfund transfers of $2,343,381 and $2,286,706
were made from Capital Projecis to Debt Service for accrued interest for 2011 and 2019, respectively.

NOTE 9 - OPERATING LEASE

The Corporation leased office space entered info a two-year operating lease with the Jamestown Alrport that expired in December
2011 and was renewed for an additional year through December 2012. The future minimum lease payments under this leass are
$8,000 for 2012.

NOTE 10 - RELATED PARTY TRANSACTIONS

As part of the purchase price of the MSA, CTASC has created a residual frust that is funded by Tobacco Seitlement Revenues
received by CTASC that are not required to pay expenses, debt service or required reserves with respect to the Series 2000 Bonds.
During the years ended December 31, 2011 and 2010, no residual proceeds were transferred to the trust. The County appoints the
governing board of CTASC but is not responsible for the operations of the Corporation.
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NOTE 11 - ECONOMIC DEPENDENCY

The primary security and source of payments for the principal and interest on the Series 2000 bonds is Tobacco Settlement
Revenues pursuant to the Master Seltlement Agreement and the decree. The Tobacco Seftlement Revenues are primarily
dapendent upon the volume of cigarefles shipped in the United States, which is primarily a function of domestic cigarette
consumption.

NOTE 12 - CONTINGENCIES

Future tobacco sefilement revenues are subject to adjustment based upon tobacco consumption, inflation and other potential
reductions. Pursuant o the Purchase and Sales Agresment these adjustments and other events could trigger additional debt service
reserve reguiremenis.

During 2009, the Corporation paid a bond rating agency $10,000 in an aftempt to seltle a dispute over previously unpaid professional
fees. Although management believes that this payment is sufficient to settle this dispute, the Corporation has not been formally
released by the bond rating agency from any additional liability. No further information was received from the bond rating agency
regarding this dispute through the date of the financial statements.

NOTE 13 - SUBSEQUENT EVENTS
Events and transactions which have cceurred from December 31, 2011 through June 5, 2012, the date of these financial statements,

have been evaluated by management for the purpose of determining whether there were any events that might require disclosure in
these financial statements. No such events or lransactions were noted.
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AND ASSOCIATES, LLP

Cerfified Public Accountants & Consultants

70 East Main Street / Fredonia, New York 14063 / 716672-4770 / Fox 7166791512

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERA BASED ON AN AUDIT OF FINANCIAL
STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING
STANDARDS

June 5, 2012

To the Board of Directors

Chautaugua Tobacco Asset Securitization Corporation
3163 Airport Drive

Jamestown, New York 14701

We have audited the financial statements of the governmental activities and each major
fund of Chautauqua Tobacco Asset Securitization Corporation (“CTASG”), as of and for
the year ended December 31, 2012, which collectively comprise CTASC’s basic
financial statements and have issued our report thereon dated June 5, 2012. We
conducted our audit in accordance with auditing standards generally accepted in the
United States of America and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United
States.

Internal Control Over Financial Reporting

Management of CTASC is responsible for establishing and maintaining effective internal
control over financial reporting. In planning and performing our audit, we considered
CTASC’s internal conirol over financial reporting as a basis for designing our auditing
procedures for the purpose of expressing our opinions on the financial statements, but
not for the purpose of expressing an opinion on the effectiveness of CTASC's internal
control over financial reporting. Accordingly, we do not express an opinion on the
effectiveness of the CTASC's internal control over financial 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 reporting 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 described in
the accompanying schedule of findings and questioned costs, we identified certain
deficiencies in internal control over financial reporting that we consider to be material
weaknesses and other deficiencies that we consider to be significant deficiencies.
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A deficiency in infernal 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 a combination of deficiencies, in internal control such that
there is a reasonable possibility that a material misstatement of the entity’s financial
statements will not be prevented, or detected and corrected on a timely basis. We
consider the deficiency described in the accompanying schedule of findings and
questioned costs to be material weaknesses. Finding 2011-2.

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. We consider the deficiency described in
the accompanying schedule to findings and questioned costs to be significant
deficiencies. Finding 2011-1.

Compliance and Other Matters

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

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

This report is intended solely for the information and use of management, the Board of

Directors and others within the entity and is not intended to be and should not be used
by anyone other than these specified parties.

QLW,W § Losssiatnd LLP

Johnson, Mackowiak and Associates, LLP
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CHAUTAUQUA TOBACCO ASSET SECURITIZATION CORPORATION
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED DECEMBER 31, 2011

Significant Deficiencies Not Considered Material Weaknesses:
20111 - Preparation of Financial Statements and Note Disclosures

Condition: The auditors prepared a draft of the financial statements and note disclosures which were accepted by the
organization for the year ended December 31, 2011.

Criteria: The organization should review and accept all proposed note disclosures and draft financial statements.
Effect: In October 2008, the American institute of Certified Public Accountants issued Statement on Auditing Standards
{SAS) No. 115, Communicating Internal Control Related Matters in an Aud#, effective for audit periods ending on or after
December 15, 2009. The standard requires the auditor to communicate significant deficiencies and material weaknesses
to management and those charged with governance. The standard considers assistance in preparing financial
statements and related notes to be indicative of a material weakness in the internal control over financial reporting.
Recommendation: We recommend that while the auditors may continue providing assistance with the preparation of the
financial statements, the organization should continue to review and accept all proposed financial statements and note
disclosures.
Management Response: The organization will continue to review and approve all proposed note disclosures and draft of
the financial statements.

Significant Deficiencies Considered Material Weaknesses:

2011-2 - Segregation of Duties

Condition: The auditors observed that due fo the limited number of peréonnel, the same individual was responsible for
initiating all cash disbursements, check signing, and reviewing the bank statements.

Criteria: To the extent possible, the functions of physical custody, processing, approving and recording of transactions
should be segregated to serve as a check and balance on infegrity and to maintain the best control system possible.

Effect. The internal control system is compromised when an individual has access to and control over multiple
financial tasks.

Recommendation: We recommend that the Corporation separate some of these duties between the Executive
Director and the Board o ensure that internal control procedures are in place to promote the safeguarding of assets.

Management Response. Due to the size of the Corporation, segregation of duties is not easily attainable. The
Corporation will attempt to separate some of these duties between the Executive Director and the Board.
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