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Aaron M. Saykin, Esq. — Chairman
Joshua P. Heim, Vice — Chairman
Steven Sanders, CPA

Hon. John J. Mills

Hon. Thomas A. Loughran

Scott W. Kroll, Secretary

December 2, 2016

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

Ladies and Gentlemen:

The Audit Committee for Erie County (Committee) is pleased to present its annual report for Erie
County’s (County) fiscal year ended December 31, 2015.

The Committee was established in 1985 pursuant to Section 2517 of the Erie County Charter (Charter).
The establishment of this committee was approved by the citizen’s of the County in the November 1984
general election. The major functions of the Committee are described in the Charter as follows:

e Prepare Requests for Proposals for audits of the County and Erie Community College (ECC).
e Evaluate responses and make a recommendation to the Erie County Legislature (Legislature) for
the selection of an accounting firm for the County’s independent annual audit.

e Review the annual audits with the independent accountants.

s Prepare and submit an annual report to the County Executive and the Legislature. The annual
report is to contain findings, comments, and recommendations with respect to each audit of
financial statements.

e Monitor implementation of the recommendations contained in the Management Letter.

County management is responsible for the financial reporting process; the preparation of basic financial
statements in accordance with accounting principles generally accepted in the United States of America;
the system of internal controls, including the internal controls over financial reporting; and procedures
designed to ensure compliance with accounting standards and applicable laws and regulations. Our
Committee has oversight responsibilities only and our role is not meant to be as experts in accounting
and auditing. We rely without independent verification on the information provided to us and on the
representations made by management regarding the effectiveness of internal control over financial
reporting, that the financial statements have been prepared in conformity with accounting principles
generally accepted in the United States of America. The Committee also relies on the opinions of the
independent auditors on the basic financial statements and the effectiveness of internal controls over
financial reporting.
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AUDIT COMMITTEE FOR ERIE COUNTY

Concerns of the Committee

1. Capital Assets

The county’s auditor, Drescher & Malecki, LLP {(“D & M”) found that certain items were not
transferred from certain departments’ construction in progress (CIP) to their appropriate capital
asset category during the proper accounting period. Further, certain items were added to the
County’s capital asset listing which were below the County’s established threshold for that
category. D & M notes that the effect of this on financial statements is inconsequential,
however stressed that it is important to emphasize timely review and communication by
departments surrounding assets.

The Comptroller’s office will work with departments to clarify guidelines and expectations
regarding CIP items. This will include ensuring that the procedures are universa! for closing out
CIP projects and adding capital asset purchases.

2. Succession Planning

Because certain key accountants will soon be eligible to retire, the County faces the challenge
of ensuring continuity and consistency of service delivery due to employee turnover. The
auditors recommended that the County develop strategies concerning succession planning as
recommended by the Government Finance Officers Association.

The Comptroller’s office is aware of its accountants turnover potential. Policies and procedures
are in place in the Comptroller's office for all accounting tasks. Such policies and procedures
facilitate knowledge transfer from departing employees to new employees. The Comptroller’s
office is examining additional opportunities for recruitment, in addition to methods already
employed. Civil Service exams are periodically given for accounting and auditing positions.
Active Civil Service lists are available for accountants and auditors.

3. Cash Reconciling Items
D & M noted several accounts with reconciling items, including stale dated checks, cancellation
errors, returns and other minor adjustments. D& M recommended that reconciling items be

investigated and all discrepancies between general ledger and bank balances be resolved on a
timely basis.
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AUDIT COMMITTEE FOR ERIE COUNTY

In furtherance of this recommendation, the Comptrolier’s office will utilize its audit staff to
review reconciliations. These reviews will be conducted on a monthly basis in order to ensure
timely reconciliations.

Subrecipient Determination and Monitoring

The Uniform Guidance 200.330 states that, “the non-Federal entity may concurrently receive
Federal awards as a recipient, a subrecipient, and a contractor, depending on the substance of
its agreements with Federal awarding agencies and pass-through entities. Therefore, a pass-
through entity must make case-by-case determinations whether each agreement it makes for
the disbursement of Federal program funds casts the party receiving the funds in the role of a
subrecipient or a contractor.” Per review of the criteria as stated in the Uniform Guidance
200.330, characteristics which support the classification of a subrecipient include when the
entity:

Determines who is eligible to receive what Federal assistance;
Has its performance measured in relation to whether objectives of a Federal
program were met;

3. Has responsibility for programmatic decision making;

4. s responsible for adherence to applicable Federal program requirements specified
in the Federal award; and

5. In accordance with its agreement, uses the Federal funds to carry out a program for
a public purpose specified in authorizing the statute, as opposed to providing goods
or services for the benefit of the pass-through entity.

Although D & M identified no findings as a result of its testing procedures, it noted that
employees did not have an understanding of the determination for a subrecipient based on this
criteria. The Comptroller’s office will further strive to make County employees aware of this
section of the Uniform Guidance to the departments handling Federal awards and encourage
them to document procedures to justify their determined relationships.

Tax Cap Override

D & M discussed the implications of New York State’s real property tax cap and its implications
on revenue for the County. D & M recommends that the County thoroughly evaluates the
implications of the cap on the services it provides.

The elected officials responsible for making spending and revenue decisions for the county seem
keenly aware of the tax cap. We recommend that the County review the property tax cap to
ensure that the County abides by New York State law in the submission and execution of its
budget.
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Committee Responsibilities

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

The Committee reviewed and discussed with management limited aspects of year-end results contained
in the financial statements and reports.

As stated on page 3 of this report, the Committee has limited responsibilities and relies on the
representations of management and the independent auditors. Accordingly, the Committee does not
provide an independent basis to determine that the County’s financial statements have been prepared
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 been 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 Committee is in
accordance with the requirements established by the Statement on Auditing Standards No. 114, The
Auditor’'s Communication With Those Charged With Governance.

Although the Sarbanes Oxley Act applies primarily to publicly traded companies, and not to government
entities, we have recommended and continue to recommend that all component units of 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. As a minimum, both the CEO and CFO of each government unit involved with
the preparation of the financial statements should certify the accuracy, correctness, and completeness
of the financial statements relating to his/her respective units.

The Committee selects the County’s external auditors per Section 2517 of the Erie County Charter. The
initial three year term for D & M expired December 31, 2013. The contract provided for the extension of
the contract through the years 2014 and 2015. We recommend that the County extend the contract
with Drescher & Malecki through the year ending December 31, 2015. Further, in June of 2016, the
Committee recommended that D & M be selected for an additional term of three years. The Legislature
approved this recommendation.
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AUDIT COMMITTEE FOR ERIE COUNTY

New Reporting Requirements

The County of Erie is in the process of implementing the applicable portions of the following GASB
Statements:

e GASB Statement No. 72, Fair Value Measurement and Application;

e GASB Statement No. 73, Accounting and Financial Reporting for Pensions and Related Assets
That Are Not Within the Scope of GASB Statement 68, and Amendments to Certain Provisions of
GASB Statements No. 67 and No. 68,

e GASB Statement No. 74, Financial Reporting for Post-employment Benefit Plans Other than
Pension Plans;

e GASB Statement No. 75, Accounting and Financial Reporting for Post-employment Benefits Other
than Pensions;

e GASB Statement No. 76, The Hierarchy of Generally Accepted Accounting Principles for State and
Local Governments — an Amendment of GASB Statement No. 55;

e GASB Statement No. 77, Tax Abatement Disclosures;

e GASB Statement No. 78, Pensions Provided Through Certain Multiple-Employer Defined Benefit
Pension Plans;

e  GASB Statement No. 79, Certain External Investment Pools and Pool Participants;

e GASB Statement No. 80, Blending Requirements for Certain Component Units;

e  GASB Statement No. 81, Irrevocable Split-Interest Agreements; and

e GASB Statement No. 82, Pension Issues — an Amendment of GASB Statements No. 67, No. 68 and
No. 73.

Internal Control

An audit of financial statements includes consideration of internal control over financial 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 entity’s internal control over financial reporting. As
part of their audit D & M considered the internal control of the County solely for the purpose of
determining their audit procedures and not to provide any assurance concerning such internal control.
Accordingly, D & M did not express an opinion on the effectiveness of the County’s internal control over
financial reporting.

Auditor’s Opinion

Drescher & Malecki has rendered an opinion that the financial statements of the County of Erie for the
year ending December 31, 2015 present fairly, in all material respects, the respective financial position
of the governmental activities, the business-type activities, the aggregate discretely presented
component units, each major fund, and the aggregate remaining fund information of the County.

The Audit Committee for Erie County is not responsible for any matters relating to the budget
preparation and approval. Accordingly, we make no comment regarding the budget.
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Should you have any questions regarding the contents of this report, please contact me at 848-1345 or
Scott Kroll at 858-8843.

Respectfully submitted,

AUDIT COMMITTEE FOR ERIE COUNTY

Aaron M. Saykin, Esg.
Chairman
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Exhibit One — Representation Letter
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Erie County COMPTROLLER
HonN. STEFAN 1. MYCHAJLIW

REt

June 21, 2016

Drescher & Malecki LLP
3083 William Street, Suite 5
Cheektowaga, New York 14227

This representation letter is provided in connection with your audit of the basic financial
statements of the governmental activities, the business-type activities, the aggregate discretely
presented component units, each major fund, and the aggregate remaining fund information of the
County of Erie, New York (the “County™), as of December 31, 2015 and for the year then ended,
and the related notes to the financial statements, for the purpose of expressing opinions on
whether the basic financial statements present fairly, in all material respects, the financial
position, results of operation, and cash flows, where applicable, of the various opinion units of the
County in accordance with accounting principles generally accepted for governments in the
United States of America (“U.S. GAAP”).

Certain representations in this letter are described as being limited to matters that are material.
Items are considered material, regardless of size, if they involve an omission or misstatement of
accounting information that, in the light of surrounding circumstances, makes it probable that the
judgment of a reasonable person relying on the information would be changed or influenced by
the omission or misstatement.

We confirm that, to the best of our knowledge and belief, having made such inquiries as we
considered necessary for the purpose of appropriately informing ourselves as of June 21, 2016:

Financial Statements

e We have fulfilled our responsibilities, as set out in the terms of the audit engagement dated
November 23, 2015, for the preparation and fair presentation of the financial statements of
the various opinion units referred to above in accordance with U.S. GAAP.

¢  We acknowledge our responsibility for the design, implementation, and maintenance of
internal control relevant to the preparation and fair presentation of financial statements that
are free from material misstatement, whether due to fraud or error.

e We acknowledge our responsibility for the design, implementation, and maintenance of
internal control to prevent and detect fraud.
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We acknowledge our responsibility for compliance with the laws, regulations, and provisions
of contracts and grant agreements.

We have reviewed, approved, and taken responsibility for the financial statements and related
notes.

We have a process to track the status of audit findings and recommendations.

The effects of all known actual or possible litigation and claims have been accounted for and
disclosed in accordance with U.S. GAAP.

We have identified and communicated to you all previous audits, attestation engagements,
and other studies related to the audit objectives and whether related recommendations have
been implemented.

Significant assumptions used by us in making accounting estimates, including those
measured at fair value, are reasonable.

Related party relationships and transactions have been appropriately accounted for and
disclosed in accordance with the requirements of U.S. GAAP.

All events subsequent to the date of the financial statements and for which U.S. GAAP
requires adjustment or disclosure have been adjusted or disclosed.

There are no identified material uncorrected misstatements.

The effects of all known actual or possible litigation and claims have been accounted for and
disclosed in accordance with U.S. GAAP.

All component units, as well as joint ventures with an equity interest, are included and other
joint ventures and related organizations are properly disclosed.

All funds and activities are properly classified.

All funds that meet the quantitative criteria in GASB Statement No. 34, Basic Financial
Statements—and Management's Discussion and Analysis—for State and Local Governments,
GASB Statement No. 37, Basic Financial Statements—and Management's Discussion and
Analysis—jfor State and Local Governments: Omnibus as amended, and GASB Statement No.
65, Items Previously Reported as Assets and Liabilities, for presentation as major are
identified and presented as such and all other funds that are presented as major are considered
important to financial statement users.

All components of net position, nonspendable fund balance, and restricted, committed,
assigned, and unassigned fund balance are properly classified and, if applicable, approved.

Our policy regarding whether to first apply restricted or unrestricted resources when an
expense is incurred for purposes for which both restricted and unrestricted net position/fund

balance are available is appropriately disclosed and net position/fund balance is properly
recognized under the policy.



e  All revenues within the statement of activities have been properly classified as program
revenues, general revenues, contributions to term or permanent endowments, or contributions
to permanent fund principal.

*  All expenses have been properly classified in or allocated to functions and programs in the
statement of activities, and allocations, if any, have been made on a reasonable basis.

e Allinterfund and intra-entity transactions and balances have been properly classified and
reported.

* Deposit and investment risks have been properly and fully disclosed.

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

*  All required supplementary information is measured and presented within the prescribed
guidelines.

»  With regard to investments and other instruments reported at fair value:

e The underlying assumptions are reasonable and they appropriately reflect management’s
intent and ability to carry out its stated courses of action,

e The measurement methods and related assumptions used in determining fair value are
appropriate in the circumstances and have been consistently applied.

» The disclosures related to fair values are complete, adequate, and in accordance with U.S.
GAAP.

®  There are no subsequent events that require adjustments to the fair value measurements
and disclosures included in the financial statements.

Information Provided
e We have provided you with:
¢ Access to all information, of which we are aware that is relevant to the preparation and
fair presentation of the financial statements of the various opinion units referred to above,
such as records, documentation, meeting minutes, and other matters:

¢ Additional information that you have requested from us for the purpose of the audit; and

¢ Unrestricted access to persons within the entity from whom you determined it necessary
to obtain audit evidence.

e All transactions have been recorded in the accounting records and are reflected in the
financial statements.

®  We have disclosed to you the results of our assessment of the risk that the financial
statements may be materially misstated as a result of fraud.

-
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We have no knowledge of any fraud or suspected fraud that affects the entity and involves:
e Management;
e Employees who have significant roles in internal control; or
o  Others where the fraud could have a material effect on the financial statements.

We have no knowledge of any allegations of fraud, or suspected fraud, affecting the entity’s
financial statements communicated by employees, former employees, vendors, regulators, or
others.

We have disclosed to you all known litigation, claims, and assessments whose effects should
be considered when preparing the financial statements.

We have disclosed to you the identity of the entity’s related parties and all the related party
relationships and transactions of which we are aware.

There have been no communications from regulatory agencies concerning noncompliance
with or deficiencies in accounting, internal control. or financial reporting practices.

The County has no plans or intentions that may materially affect the carrying value or
classification of assets and liabilities.

We have disclosed to you all guarantees, whether written or oral, under which the County is
contingently liable.

We have disclosed to you all nonexchange financial guarantees, undér which we are
obligated and have declared liabilities and disclosed properly in accordance with GASB
Statement No. 70, Accounting and Financial Reporting for Nonexchange Financial
Guarantees, for those guarantees where it is more likely than not that the entity will make a
payment on any guarantee.

For nonexchange financial guarantees where we have declared liabilities, the amount of the
liability recognized is the discounted present value of the best estimate of the future outflows
expected to be incurred as a result of the guarantee. Where there was no best estimate but a
range of estimated future outflows has been established, we have recognized the minimum
amount within the range.

We have disclosed to you all significant estimates and material concentrations known to
management that are required to be disclosed in accordance with GASB Statement No. 62
(GASB-62), Codification of Accounting and Financial Reporting Guidance Contained in
Pre-November 30, 1989 FASB and AICPA Pronouncements. Significant estimates are
estimates at the balance sheet date that could change materially within the next year.
Concentrations refer to volumes of business, revenues, available sources of supply, or
markets or geographic areas for which events could occur that would significantly disrupt
normal finances within the next year.

We have identified and disclosed to you the laws, regulations, and provisions of contracts and

grant agreements that could have a direct and material effect on financial statement amounts,

including fegal and contractual provisions for reporting specific activities in separate funds.
-4-



¢ There are no;

e Violations or possible violations of laws or regulations, or provisions of contracts or grant
agreements whose effects should be considered for disclosure in the financial statements
or as a basis for recording a loss contingency, including applicable budget laws and
regulations.

e Unasserted claims or assessments that our lawyer has advised are probable of assertion
and must be disclosed in accordance with GASB-62.

e Other liabilities or gain or loss contingencies that are required to be accrued or disclosed
by GASB-62.

s Continuing disclosure consent decree agreements or filings with the Securities and
Exchange Commission and we have filed updates on a timely basis in accordance with
the agreements (Rule 240, 15¢2-12).

e The County has satisfactory title to all owned assets, and there are no liens or encumbrances
on such assets nor has any asset or future revenue been pledged as collateral, except as
disclosed to you.

* We have complied with all aspects of grant agreements and other contractual agreements that
would have a material effect on the financial statements in the event of noncompliance.

Single Audit and Draft Part 43 of NYCRR
e  With respect to federal awards, we represent the following to you:

e We are responsible for understanding and complying with and have complied with the
requirements of the audit requirements of Title 2 U.S. Code of Federal Regulations
(CFR) Part 200, Uniform Administrative Requirements, Cost Principles, and Audit
Requirements for Federal Awards (“Uniform Guidance™), as applicable.

e We are responsible for the preparation and presentation of the schedule of expenditures
of federal awards in accordance with the Uniform Guidance.

*  We believe the schedule of expenditures of federal awards, including its form and
content, is fairly presented in accordance with the Uniform Guidance.

e The methods of measurement or presentation have not changed from those used in the
prior period.

s We are responsible for including the auditor’s report on the schedule of expenditures of
federal awards in any document that contains the schedule and that indicates that the
auditor has reported on such information,

¢ We have notified you of federal awards and funding increments that were received before
December 26, 2014, and differentiated those awards from awards and funding increments
received on or after December 26, 2014, and subject to the audit requirements of the
Uniform Guidance.
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When the schedule of expenditures of federal awards is not presented with the audited
financial statements, management will make the audited financial statements readily
available to the intended users of the schedule of expenditures of federal awards no later
than the date of issuance by the entity of the schedule of expenditures of federal awards
and the auditor’s report thereon.

We have, in accordance with the Uniform Guidance, identified in the schedule of
expenditures of federal awards, expenditures made during the audit period for all awards
provided by federal agencies in the form of grants, federal cost-reimbursement contracts,
loans, loan guarantees, property (including donated surplus property), cooperative
agreements, interest subsidies, food commodities, direct appropriations, and other
assistance.

We are responsible for complying with the requirements of laws, regulations, and the
provisions of contracts and grant agreements related to each of our federal programs and
have identified and disclosed to you the requirements of laws, regulations, and the
provisions of contracts and grant agreements that are considered to have a direct and
material effect on each major federal program; and we have complied, in all material
respects, with these requirements.

We have provided to you our interpretations of any compliance requirements that have
varying interpretations.

We are responsible for establishing and maintaining effective internal control over
compliance requirements applicable to federal programs that provide reasonable
assurance that we are managing our federal awards in compliance with laws, regulations,
and the provisions of contracts and grant agreements that could have a material effect on
our federal programs. Also, no changes have been made in the internal control system to
the date of this letter that might significantly affect internal control, including any
corrective action taken with regard to significant deficiencies, including material
weaknesses, reported in the schedule of findings and questioned costs.

We have made available to you all contracts and grant agreements (including
amendments, if any) and any other correspondence with federal agencies or pass-through
entities relating to federal programs.

We have received no requests from a federal agency to audit one or more specific
programs as a major program.

We have identified and disclosed to you all amounts questioned and any known
noncompliance with the requirements of federal awards, including the results of other
audits or program reviews. We also know of no instances of noncompliance occurring
subsequent to the end of the period audited.

We have charged costs to federal awards in accordance with applicable cost principles,
including amounts claimed or used for matching determined in accordance with relevant
guidelines in the Uniform Guidance (for grant awards and funding increments received
on or after December 26, 2014) or U.S. Office of Management and Budget Circular A-87,
Cost Principles for State, Local and Tribal Governments (for grant awards and funding
increments received before December 26, 2014),

-6-



We have made available to you all documentation related to the compliance
requirements, including information related to federal program financial reports and
claims for advances and reimbursements.

Federal program financial reports and claims for advances and reimbursements are
supported by the books and records from which the basic financial statements have been
prepared (and are prepared on a basis consistent with the schedule of expenditures of
federal awards).

The copies of federal program financial reports provided to you are true copies of the
reports submitted, or electronically transmitted, to the respective federal agency or pass-
through entity, as applicable.

We have monitored subrecipients to determine if they have expended pass-through
assistance in accordance with applicable laws and regulations and have met the
requirements of the Uniform Guidance (for grant awards and funding increments
received on or after December 26, 2014) or OMB Circular A-133 (for grant awards and
funding increments received before December 26, 2014).

We have issued management decisions timely after the receipt of subrecipients® auditor
reports that identified noncompliance with laws, regulations, or the provisions of
contracts or grant agreements, and have ensured that the subrecipients have taken the
appropriate and timely corrective action on findings.

We have considered the results of subrecipients’ audits and have made any necessary
adjustments to our own books and records.

We have properly classified amounts claimed or used for matching in accordance with
related guidelines in the Uniform Guidance (for grant awards and funding increments
received on or after December 26, 2014) or U.S. Office of Management and Budget
Circular A-87, Cost Principles for State, Local and Tribal Governments (for grant awards
and funding increments received before December 26, 2014), as applicable.

We have charged costs to federal awards in accordance with the provisions of the
Uniform Guidance (for grant awards and funding increments received on or after
December 26, 2014) or U.S. Office of Management and Budget Circular A-87, Cost
Principles for State, Local and Tribal Governments (for grant awards and funding
increments received before December 26, 2014), as applicable.

We are responsible for and have accurately prepared the summary schedule of prior audit
findings to include all findings required to be included by OMB Circular A-133, and we
have provided you with all information on the status of the follow-up on prior audit
findings by federal awarding agencies and pass-through entities, including all
management decisions.

We have disclosed to you the findings received and related corrective actions taken for
previous audits, attestation engagements, and internal or external monitoring that directly
relate to the objectives of the compliance audit, including findings received and
corrective actions taken from the end of the period covered by the compliance audit to the
date of the auditor’s report.



e We are responsible for and will accurately complete the appropriate sections of the Data
Collection Form as required by the Uniform Guidance, and we are responsible for
preparing and implementing a corrective action plan for each audit finding.

e We have disclosed all contracts or other agreements with service organizations and
disclosed to you all communications from these service organizations relating to
noncompliance at the organizations.

e We have reviewed, approved, and taken responsibility for the financial statements and
related notes and an acknowledgment of the auditor’s role in the preparation of this
information.

e We have disclosed to you the nature of any subsequent events that provide additional
evidence with respect to conditions that existed at the end of the reporting period that
affect noncompliance during the reporting period.

e The Schedule of Expenditures of New York Department of Transportation Assistance
was prepared in accordance with the requirements of Draft Part 43 of the “New York
State Codification of Rules and Regulations.”

Other Specific Representations

The County is responsible for determining and maintaining the adequacy of the allowance for
doubtful notes, loans, interfund receivables, and accounts receivables, as well as estimates
used to determine such amounts. Management believes the allowances are adequate to absorb
currently estimated bad debts in the account balances.

No department or agency of the County has reported a material instance of noncompliance to
us.

We agree with the work of specialists in evaluating the liabilities for workers’ compensation,
Jjudgments and claims liability, other postemployment benefits and the net pension liability
and have adequately considered the qualifications of the specialists in determining amounts
and disclosures used in the financial statements and underlying accounting records. We did
not give any instructions, nor cause any instructions to be given, to specialists with respect to
value or amounts derived in an attempt to bias their work, and we are not aware of any
matters that have impacted the independence or objectivity of the specialists.

With respect to the required supplementary information accompanying the financial
statements:

e We acknowledge our responsibility for the presentation of the required supplementary
information in accordance with U.S. GAAP.

e We believe the required supplementary information, including its form and content, is
measured and fairly presented in accordance with accounting principles generally
accepted in the United States of America.

e The methods of measurement or presentation have not changed from those used in the
prior period.



We have no intention of withdrawing from multi-employer pension plans, or taking any other
action that could result in an effective termination or reportable events for any of the plans.
We are not aware of any occurrences that could result in the termination of any of our multi-
employer pension plans to which we contribute. We believe the actuarial assumptions and
methods used to measure pension liabilities and costs for financial accounting purpose are
appropriate in the circumstances,

We are unable to determine the possibility of a withdrawal liability in a multi-employer
benefit plan,

The County’s labor agreements provide for sick leave, vacations, and miscellaneous other
paid absences. The County’s policy is to pay employees for unused vacation, compensatory
time, and sick time based on the union agreements when there is separation from service. For
governmental activities, the amount is accrued in the government-wide statement of net
position as long-term liabilities. For business-type activities, the full liability is recognized in
both the governmental-wide statement of net position and the proprietary fund financial
statements. Estimated sick leave and compensatory time accumulated by governmental fund
type employees has been recorded. Payment of sick leave and compensatory time is
dependent upon many factors; therefore, timing of future payments is not readily
determinable. The value recorded in the government-wide financial statements at December
31, 2015 for primary government is $27,090,404 of which $22,997,060 has been recorded
within governmental activities as a non-current liability, and $4,093,344 for business-type
activities. Management believes that sufficient resources will be made available for the
payments of sick leave and compensatory time when such payments become due.

During the year ended December 31, 2015, the County implemented GASB Statements No.
68 and No. 71. These statements required the reconsideration of reporting the County’s share
of the net pension liability related to its pension plans. Accordingly, the County has restated
December 31, 2014 governmental activities and business-type activities net position by
$9,674,486 and $1,256,176, respectively.

During the year ended December 31, 2015, the County elected to change its method of
recording community development loans. These loans will be offset by nonspendable fund
balance. Previously, these loans were offset by a deferred inflow of resources. As a result of
this implementation, fund balance of the Community Development Fund and governmental
activities net position increased $31,051,544, and deferred inflows of resources decreased by
the same amount.

The E-911, Grants and the Community Development Special Revenue Funds reported an
unassigned deficit in the amounts of $43,442, $484,726 and $19,483, respectively. These
unassigned deficits are the result of nonspendable amounts reported for prepaid assets and are
expected to be remedied in the subsequent year.

The governmental activities reported a total net deficit of $4,873,000 at December 31, 2015
resulting primarily from ETASC’s net deficit of $277,116,468 that is caused by its
recognition of bonds payable with no offsetting capital assets. This deficit is planned to be
remedied through scheduled payments on the outstanding debt. Tobacco settlement bonds
are payable only from the assets of ETASC and are not legal obligations of the County.
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Management has evaluated subsequent events through June 21, 2016, which is the date the
financial statements are available for issuance, and have determined that there are no
subsequent events that require disclosure under generally accepted accounting principles.

In addition to audit services, Drescher & Malecki LLP has assisted the County in compiling
the County’s federal financial assistance schedules for the year ended December 31, 2015. In

conjunction with the compilation of the financial statements, the County has performed the
following functions:

¢ Made all management decisions and performed all management functions.

s Designated James B. Dziekan, Director of Accounting Services, whom we believe
has suitable skill, knowledge, and/or experience who has overseen this service.

e Evaluated the adequacy and results of the services performed.
e Accepted responsibility for the results of the services.

County management understands that Drescher & Malecki, LLP has not performed any
management functions or made management decisions on behalf of the County. Any
nonattest services were performed in accordance with the applicable professional standards
issued by the American Institute of Certified Public Accountants.

/ U@?t@&g‘ MDA~

Mark C. Poloncarz, Esq., County Executive

e . g s *

2F

Michael A. Siragusa, Esf., CWAnomey
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Drescher & Malecki LLP
3083 William Street, Suite 5
Buffalo, New York 14227
Telephone: 716.565.2299
Fax: 716.565.2201

Certified Public Accountants

June 21, 2016

Honorable County Legislature,
County Executive, County Comptroller and Audit Committee
County of Erie, New York:

In planning and performing our audit of the basic financial statements of the County of Erie, New York (the
“County”) as of and for the year ended December 31, 2015, 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, we considered the
County’s internal control over financial reporting (“internal control™) as a basis for designing audit
procedures that are appropriate in the circumstances for the purpose of expressing our opinions on the
financial statements, but not for the purpose of expressing an opinion on the effectiveness of the entity’s
internal control. Accordingly, we do not express an opinion on the effectiveness of the County’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 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.

Our consideration of internal control was for the limited purpose described in the first paragraph and was

not designed to identify all deficiencies in internal control that might be material weaknesses. Given these
limitations, during our audit we did not identify any deficiencies in internal control that we consider to be
material weaknesses. However, material weaknesses may exist that have not been identified.

In addition, during our audit we identified certain matters involving the internal control and other operational
matters that are presented for your consideration. This letter does not affect our report dated June 21, 2016
on the financial statements of the County. We will review the status of these comments during our next audit
engagement. Our comments and recommendations, which have been discussed with the appropriate
members of management, are intended to improve the internal control or result in other operating
efficiencies. OQur comments are summarized in Exhibit [.

The purpose of this communication, which is an integral part of our audit, is to describe for management
and those charged with governance, the scope of our testing of internal control and the results of that
testing. Accordingly, this communication is not intended to be and should not be used for any other
purpose.

Dot & MO A P

June 21, 2016



EXHIBIT I

Succession Planning

In instances where key employees are becoming eligible to retire, there is a concern that not enough
qualified or available workers will be prepared to replace them.

The Government Finance Officers Association (“GFOA”) encourages governments to address the
following key issues and develop strategies concerning succession planning.

e Develop an integrated approach to succession management—OQrganizations with an integrated,
rather than “just-in-time,” approach to succession management experience higher retention rates,
increased employee morale, and an environment that stimulates innovation and organizational
change. There are some positions in an organization that are more critical than others. A
successful succession plan should place a high priority on planning for a smooth change in such
positions. It is a benefit to hire and train replacements prior to the separation of current
employees. Key components of an integrated succession management approach include:
workforce planning, succession planning, knowledge management practices, and recruitment and
retention practices.

o  Continually assess potential employee turnover—Making career planning discussions a part of a
regular and ongoing performance review process assists in assessing potential turnover.
Department heads are a good resource in helping to identify employees that may be planning to
leave.

e Provide a formal, written succession plan as a framework for succession initiatives—Without a
formal plan, workforce/succession planning tends to take place in a haphazard fashion. A formal
plan identifies risks and strategies, thereby providing a guiding framework for specific succession
initiatives, including how employees are eligible to participate and what being part of the
succession plan means. Plans that have been thoughtfully articulated and communicated to the
organization are more likely to be successful. Additionally, having a formal plan indicates
organization and leadership commitment to succession management, which is critical for success
and for sustaining successful planning across political and leadership transitions.

s Develop written policies and procedures to facilitate knowledge transfer—Knowledge transfer
is a critical component of succession management. There should be written procedures in place to
formalize the knowledge transfer. A meeting should be held with departing staff to document job
responsibilities.

e Design of better recruitment and retention practices may aid in the succession process—Many
organizations will focus more on recruiting the new employee and less on orienting the person to
the position and the ongoing development of the employee. Making sure pay levels are
competitive with the market place is one means of retaining employees. Providing career
advancement opportunities for employees is another means of retention.
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Tax Cap Override

New York State has implemented a tax cap for certain local municipalities, including the County of Erie.
While we salute the objective of the tax cap and its attempt to ensure a prudent use of tax payer resources,
we encourage municipalities to consider the potential effect on the services provided to citizens.

Taxpayer revenue is derived through the budget process from several factors that are not directly tied to
the value of services received by individual taxpayers. A vehicle such as the tax cap that focuses on only a
part of the budget equation could create dangerous constraints that threaten the level of service a
community is accustomed to.

Through democratic process the public has entrusted representatives to serve the practical needs of
taxpayers. The budget of a governmental entity serves as an expression of public policy outlining the
objectives and priorities for a community. Any constraint, such as a tax cap, placed on the budget of a
local municipality impedes the government’s ability to meet expectations of its residents.

In serving the practical needs of a jurisdiction, local governmental entities are obligated to invest in non-
revenue-producing capital assets such as buildings, roads, bridges, and sidewalks. Governments have an
implicit commitment to bear the expenditures associated with maintaining their infrastructure, whether or
not they are used directly to produce revenues. As a result, the objectives and priorities associated with
non-revenue-producing capital assets are often altered, suspended, and ignored when the resources
provided within a budget are limited.

Local legislative bodies are granted broad powers to adopt local laws in order to carry out their
governmental responsibilities (New York Constitution, Article IX, § 1(a)). The “Home Rule”, found
within Article 1X of the New York State Constitution, provides the constitutional and statutory powers of
a local government to carry out the functions and activities of local government without undue
infringement by the State. The government’s primary obligation is to promote the general welfare of all
its citizens by upholding the prevailing objectives and priorities of the people notwithstanding undue
infringement by State legislation.

We recommend that the County thoroughly evaluates the implications of the New York State tax cap on
the services it provides. Should the County find it necessary to override the New York State tax cap to
serve the practical needs of its residents, it should communicate to the public the reasoning for the
override and consider creating a local law utilizing the aforementioned “Home Rule” to self-impose its
own spending cap. A self-imposed spending cap would be established by first, identifying the practical
needs of the County and second, establishing minimum cost criteria to meet those needs.

Capital Assets

The County should require that each department reviews its construction in progress (“CIP”) at year end
and appropriately transfer completed CIP projects to their applicable asset category. Further, the County
should review purchases within the equipment and capital outlay object codes to ensure all purchases that
qualify as a capital asset are added to the capital assets listing during the year of purchase.

We found that certain items were not transferred from CIP to the appropriate capital asset category during
the proper accounting period. Further, certain items were added to the County’s capital asset listing which
were below the County’s established threshold for that category.
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Although the effect to the financial statements is inconsequential, it is important to emphasize timely
review and communication by departments surrounding capital assets. We recommend that the County
establish and communicate universal procedures for closing out CIP projects and adding capital asset
purchases. In addition, we recommend that the County revisit their capitalization thresholds and
determine whether those thresholds should be revised.

Subrecipient Determination and Monitoring

The County should communicate and monitor specific criteria to appropriately distinguish and document
their relationships between the County and pass-through entities involved in Federal grants as
subrecipient or contractor in accordance with the Uniform Guidance.

The Uniform Guidance § 200.330 states that, “the non-Federal entity may concurrently receive Federal
awards as a recipient, a subrecipient, and a contractor, depending on the substance of its agreements with
Federal awarding agencies and pass-through entities. Therefore, a pass-through entity must make case-by-
case determinations whether each agreement it makes for the disbursement of Federal program funds
casts the party receiving the funds in the role of a subrecipient or a contractor.” Per review of the criteria
as stated in the Uniform Guidance § 200.330, characteristics which support the classification of a
subrecipient include when the entity:

1. Determines who is eligible to receive what Federal assistance;

2. Has its performance measured in relation to whether objectives of a Federal program were met;

(8]

Has responsibility for programmatic decision making;

4. Isresponsible for adherence to applicable Federal program requirements specified in the Federal
award; and

5. Inaccordance with its agreement, uses the Federal funds to carry out a program for a public
purpose specified in authorizing statute, as opposed to providing goods or services for the benefit
of the pass-through entity.

During our testing of the County’s Federal grant activity, it was noted that employees did not have an
understanding of the determination for a subrecipient based on this criteria. Although no findings were
identified as the result of our procedures, it is essential that County employees responsibie for handling
Federal awards have a thorough understanding of the criteria and the compliance requirements in the
event pass-through funds confirm a subrecipient relationship with the County. We recommend that the
County communicate this section of the Uniform Guidance to the departments handling Federal awards
and document procedures to justify their determined relationships.

Cash Reconciling Items

We noted there are several accounts with reconciling items, including stale dated checks, cancellation
errors, returns and other minor adjustments. In addition, the County was unable to provide us a
reconciliation of cash transactions between the Agency and General funds. Lastly, bank reconciliations
are not being reviewed in a timely manner.
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We recommend that reconciling items be investigated and all discrepancies between general ledger and
bank balances be resolved on a timely basis. Further, we recommend that an individual with a full
understanding of the bank reconciliation process be responsible for reviewing the bank reconciliations for
any unusual items and ensure reconciling items are being corrected on a timely basis. Additionally, the
County should require the individual responsible for reviewing bank reconciliations to initial and date the
form upon timely completion.

New Reporting Requirements

The Governmental Accounting Standards Board (“GASB”) has adopted several new pronouncements,
which may have a future impact upon the County:

GASB Statement No. 72—The County is required to implement GASB Statement No. 72, Fair
Value Measurement and Application, effective for the fiscal year ending December 31, 2016. The
requirements of this Statement will enhance comparability of financial statements among
governments by requiring measurements of certain assets and liabilities at fair value using a
consistent and more detailed definition of fair value and accepted valuation techniques. This
Statement will also enhance fair value application guidance and related disclosures in order to
provide information to financial statement users about the impact of fair value measurements on a
government’s financial position.

GASB Statement No. 73—The County is required to implement GASB Statement No. 73,
Accounting and Financial Reporting for Pensions and Related Assets That Are Not Within the
Scope of GASB Statement 68, and Amendments to Certain Provisions of GASB Statements No. 67
and No. 68, effective for fiscal year ending December 31, 2017. The requirements of this
Statement establish new reporting requirements for those pensions and pension plans that are not
administered through a trust meeting the requirements of GASB Statements No. 67 and No. 68.

GASB Statement No. 74—The County is required to implement GASB Statement No. 74,
Financial Reporting for Post-employment Benefit Plans Other than Pension Plans, effective for
the fiscal year ending December 31, 2017. The requirements of this Statement address the
financial reports of defined benefit OPEB plans that are administered through trusts that meet
certain criteria. This Statement replaces GASB Statement No. 43, Financial Reporting for Posi-
employment Benefit Plans Other than Pension Plans.

GASB Statement No. 75—The County is required to implement GASB Statement No. 75,
Accounting and Financial Reporting for Post-employment Benefits Other than Pensions, effective
for the fiscal year ending December 31, 2018. This Statement replaces GASB Statement No. 45,
Accounting and Financial Reporting by Employers for Post-employment Benefits Other than
Pensions, and will require more extensive note disclosures and required supplementary
information about their OPEB liabilities.

GASB Statement No. 76—The County is required to implement GASB Statement No. 76, The
Hierarchy of Generally Accepted Accounting Principles for State and Local Governments—an
amendment of GASB Statement No. 53, effective for the fiscal year ending December 31, 2016.
This Statement reduces the GAAP hierarchy to two categories of authoritative GAAP and
addresses the use of authoritative and nonauthoritative literature in the event that the accounting
treatment for a transaction or other event is not specified within a source of authoritative GAAP.
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GASB Statement No. 77—The County is required to implement GASB Statement No. 77, Tax
Abatement Disclosures, effective for the fiscal year ending December 31, 2016. This Statement
requires the disclosure of information about the nature and magnitude of tax abatements and will
make these transactions more transparent to financial statement users.

GASB Statement No. 78—The County is required to implement GASB Statement No. 78,
Pensions Provided Through Certain Multiple-Employer Defined Benefit Pension Plans, effective
for the fiscal year ending December 31, 2016. This Statement addresses a practice issue regarding
the scope and applicability of GASB Statement No. 68, Accounting and Financial Reporting for
Pensions.

GASB Statement No. 79—The County is required to implement GASB Statement No. 79,
Certain External Investment Pools and Pool Participants, effective for the fiscal year ending
December 31, 2016. This Statement establishes criteria for an external investment pool to qualify
for making the election to measure all of its investments at amortized cost for financial reporting
purposes.

GASB Statement No. 80—The County is required to implement GASB Statement No. 80,
Blending Requirements for Certain Component Units, effective for the fiscal year ending
December 31, 2017. The purpose of this Statement is to clarify the financial statement
presentation requirements for certain component units.

GASB Statement No. 81—The County is required to implement GASB Statement No. 81,
Irrevocable Split-Interest Agreements, effective for the fiscal year ending December 31, 2017.
This Statement will improve accounting and financial reporting by establishing recognition and
measurement requirements for irrevocable split-interest agreements.

GASB Statement No. 82—The County is required to implement GASB Statement No. 82,
Pension Issues—an amendment of GASB Statements No. 67, No. 68, and No. 73, effective for the
fiscal year ending December 31, 2017. This Statement addresses issues regarding (1) the
presentation of payroll-related measures in the supplementary information, (2) the selection of
assumptions and the treatment of deviations from the guidance in an Actuarial Standard of
Practice for financial reporting purposes, and (3) the classification of payments made by
employers to satisfy employee (plan member) contribution requirements.
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AUDIT COMMITTEE FOR ERIE COUNTY

THIS AMENDMENT, made this 30& day of NOVEMBER |, 2014 by and between

THE COUNTY OF ERIE, a municipal corporation of the State of New York, having its
offices and principal place of business at 95 Franklin Street, Buffalo, New York 14202

(hereinafter referred to as the "County"”,)

and

DRESCHER & MALECKI LLP, a New York limited liability partnership,

having its offices and principal place of business at 3083 William Street, Suite S,
Cheektowaga, New York 14227,

(hercinafter referred to as the “Accountant’)

WHEREAS, on or about November 10, 2011, the County entered into an agreement, on
file with the County Law Department as Doe. No.11-890-Co, with the Accountant pursuant to which the
Accountant perform independent audits of the County's Basic Financial Statements and related services

(the “Agreement”); and

WHEREAS, the term of the Agreement was for a period of three (3) years, commencing
with the fiscal years ending December 31, 2011, 2012 and 2013, with an option, upon mutual

agreement, to extend the agreement for the fiscal yvears ending December 31, 2014 and 2015; and

WHEREAS, the parties would like to exercise the extension option for the fiscal years

ending December 31, 2014 and 2015 on the same terms and conditions and at fees stated herein.

NOW, THEREFORE, in consideration of the promises and covenants herein, the parties

agree as follows:

1. The Agreement between the County and Accountant is hereby extended for the fiscal

years ending December 31, 2014 and 2015,
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2. In consideration for services rendered during the term of this Amendment,
County shall pay the Accountant amounts not to exceed the fees hereinafter stated for services
set forth in the Agreement as follows:

Fiscal Year

ending 12/31 Audit of Financial Statements Single Audit
2014 593,500 358,000
2015 595,000 $59,500

Price of a “Due Diligence” letter will vary from $5,000 to $15,000,

The independent accountant will audit the state required reports of the Mental Health and Health
Departments at a per-report cost as follows:

Fiscal Year

ending 12/31 Mental Heslth Health Dept. Other Depts,
2014 54,050 54,050 54,050
2015 $4,150 54,150 54,150,

3. Except as otherwise provided herein, all other terms and conditions of the Agreement

shall remain in full forece and effect.

2of3
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4. This Amendment shall not be enforceable until signed by all parties and approved by
the Office of the County Attorney.

IN WITNESS WHEREOF, the parties hereto have executed this Amendment.

THE COUNTY OF ERIE DRESCHER & MALECKILLP

BY‘. W B}’l /T'L——-"“ e N IJ\M';
Name: Mark C. Poloncarz/Richard Tobe Name; Twoma s P Mpaeor)
Title: Coun Ex%ut‘ e/Deputy County Exceutive Tide: OF Hansompe Pagtasr
Date: {{ .?d! ¢ Date: "i! 1/

Approved as to content

Electronically Signad
By:
Name: Stefan T Mychajliw
Title: Erie County Comptroller
Date:

Approved as to form

Electronically Signed

Assistant County Attorney
Doc. No.
Date

3¢f3

Il 850- Co ( Ponenal . 1)
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STATE OF NEW YORK

LEGISLATURE OF ERIE COUNTY
CLERK'S OFFICE

BUFFALO, N.Y., July 21, 2011
TO WHOM IT MAY CONCERN:

1 HEREBY CERTIRY, That at the 16th Session of the Legislature of Erie County, held

in the Legislative Chambers, in the City of Buffalo, on the Twenty-First day of July, 2611 A.D., a
Resolutlon was adopted, of which the following &s a true copy:

WHEREAS, the contract for the audit of Erie County expires with the completion of the sudit for the
fiscal year ended December 31, 2010; und

WHEREAS, the Audit Comumittee for Erie County prepared and forwarded requests for propasal
(BREF) to pational and regional cartificd public i i 13 for the audits of the

g firms requesting prop
County for fiscal years 2011 through 2013, with an option to continue In year 2014 and 2015; and

WHEREAS, the Audit Commitiee’s RFP and evaluation of the resy
paragraph C. Section 1813 of the Erde County Charter; and

was in full compl with
WHEREAS, the winning proposal is as follows:

For the Year Ended December 31 Audit of Financial Statements Single Audit

2011 589,000 §57,500
2012 $90,500 358,000
2013 $92,000 §58,500

Prices of a “Due Diligence™ letter will vary from $5,000 through $15,000; and

WHEREAS, that the independent accountaht will audit the state required reports of the Mental Health
and Health Departments at & per-report cost as follows;

For the Year Ended

December 31 Mental Health Health Department  Other Departments
201t §3,750 83,750 $3,750

2012 $3,850 53,850 $3,850

2013 §3,950 33,950 £3,950

and

WHEREAS, the firm Drescher & Malecki LLP was the lowest responsible bidder; and

WHEREAS, the response from Drescher & Malecki LLP complied with gll aspects of the Audit
Committee's RFP.

NOW, THEREFORE, BEIT

RESOLVED, that the County Executive is authorized to enter into a contrect for the audit of Exrje

County's financial statements, to include the Federal Single Audit for fiscal years 2011 through 2013; end be
it further

RESOLVED, that the contract for the audit of Eric County's financial statements shall be paid from

the Comptroller's dues and fees eod will be negotiated o selected the lowest possible cost for each
audit each year; and be it further

ATTEST

ROBERT M. GRABER

Clerk of the Legislature of Erie County
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STATE OF NEW YORK

LEGISLATURE OF ERIE COUNTY
CLERK’S OFFICE

BUFFALO, N.Y,, July 21, 2011
TO WHOMIT MAY CONCERN:

VHEREBY CERTIFY, That at the 16th Session of the Legislature of Erle County, held

in the Legislative Chambers, in the City of Buffalo, on the Tweniy-First day of July, 2011 A.D., a
Resolution was adopled, of which the following is a true copy:

RESOLVED, aod that such fees will nlso apply in the event that New Yark Statz assigns special
reperting requirements to other County Departments; and be it further

RESOLVED, that should the County wish to extend the contract through the years 2014 and 2015,
the fexs apresd are as follows:

For the Year Ended December 31 Audit of Financinl Statements

Single Audit
2014 $53,500 $59,000
2015 $95,000 $59,500

Prices of & *Due Diligence” letter vill vary from £5,000 through $15,000; and be it further

RESOLVED, that the independent accountant will audit the state required reports of the Mental
Health and Health Departments at a per-report cost as follows:

For the Year Ended
December 31 Mental Healib Health Department  Other Departments
2014 £4,050 54,050 54,050
2015 $4,150 34,150 $4,150
and be it further

RESOLVED that certified copies of this resolution be provided to the County Executive, Budget
Director, Comptrolier and County Attomey,

REFERENCE: COMM. 16E-15 (2011) AS AMENDED

ATTEST
ROBERT M, GRABER :
Clerk of the Leglslature of Erle County
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