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O’Connor Davies Munns & Dobbins, lip

ACCOUNTANTS AND COMNSULTANTS

INDEPENDENT AUDITORS' REPORT

To the Board of Directors of the
Sullivan County Tobacco Asset Securitization Corporation:

We have audited the accompanying statement of net assets of the Sullivan County Tobacco Asset
Securitization Corporation (“STASC"), a blended component unit of the County of Sullivan, New York, as
of December 31, 2009 and the refated statements of revenues, expenses and changes in net assets and
cash flows for the year then ended. These financial statements are the responsibility of the STASC's
management. Our responsibility is to express an opinion on these financial statements based on our

audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. These 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
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 STASC's internai control over financial reporting. Accordingly, we express no such opinion. An audit

audit provides a reasonable basis for our opinion.

not present fairly the financial position of the County of Sullivan, New York as of December 31, 2009 and
the changes in financial position and cash flows, thereof, for the year then ended in conformity with
accounting principles generally accepted in the United States of America,

Clomm Daio Mflmno § Dobiro, 44P

O’Connor Davies Munns & Dobbins, LLP
March 2. 2010
Bennett Kielson Storch DeSantis Division
One Barker Avenue, Whise Plains, New York 10401 914.421.5600 tel  914.421.5099 fax  www.odmd com



SULLIVAN COUNTY TOBACCO ASSET SECURITIZATION CORPORATION
(A BLENDED COMPONENT UNIT OF THE
COUNTY OF SULLIVAN, NEW YORK)

STATEMENT OF NET ASSETS
December 31, 2009

ASSETS

Current Assets:

Cash and equivalents $ 241,390
Accounts receivable 1,238,675
Prepaid expenses 3,757
Total Current Assets 1,483,822
Noncurrent Assets:
Restricted cash and equivalents 581,040
Restricted investments 1,274,964
Costs of issuance, net of
accumulated amortization of $138,763 290,606
Total Noncurrent Assets 2,148,610
Total Assets $ 3,630,432
LIABILITIES
Current Liabilities:
Accrued liabilities 68,384
Current portion of bonds payable $ 435,000
Total Current Liabilities 503,384
Noncurrent Liabilities -
Bonds payable, net of current maturities 13,956,409
Total Liabilities 14,459,793

NET ASSETS

Deficit $

(10,829,361)

See notes to financial statements.



SULLIVAN COUNTY TOBACCO ASSET SECURITIZATION CORPORATION
(A BLENDED COMPONENT UNIT OF THE
COUNTY OF SULLIVAN, NEW YORK)

STATEMENT OF REVENUES, EXPENSES AND CHANGES
IN NET ASSETS
YEAR ENDED DECEMBER 31, 2009

Operating Revenues - Tobacco settlement revenues $ 1,373,566

Operating Expenses:

Professional fees 24,957
Insurance expense 4,564
Amortization 16,514
Total Operating Expenses 46,035
Income from Operations ‘ 1,327,531

Non-Operating Revenues (Expenses):

interest income 99,930
Interest expense (836,959)
Total Non-Operating Expenses (737,029)
Change in Net Assets 590,502
Deficit - Beginning of Year (11,419,863)
Deficit - End of Year $ (10,829,361)

See notes to financial statements.



SULLIVAN COUNTY TOBACCO ASSET SECURITIZATION CORPORATION
(A BLENDED COMPONENT UNIT OF THE
COUNTY OF SULLIVAN, NEW YORK)

STATEMENT OF CASH FLOWS
YEAR ENDED DECEMBER 31, 2008

Cash Flows from Operating Activities:

Cash received from tobacco settlement revenues 1,351,889
Cash paid to vendors (29,465)
Net Cash Provided by Operating Activities 1,322 424
Cash Fiows from Investing Activities:
Increase in restricted cash and equivalents (130,284)
Purchase of restricted investments (1,274,964)
Sale of restricted investments 1,262,494
interest income 89,930
Net Cash Used in Investing Activities (42,824)
Cash Flows from Non-Capital Financing Activities:
Repayment of bonds payable (405,000)
interest paid {(831,119)
Net Cash Used in Non-Capitai Financing Activities (1,236,119)
Net Increase in Cash and Equivalents 43,481
Cash and Equivalents - Beginning of Year 197,909
Cash and Equivalents - End of Year 241,390
Reconciliation of income from operations fo
net cash provided by operating activities:
Income from operations 1,327,531
Adjustments to reconcile income from operations to
net cash provided by operating activities -
Amortization 16,514
Changes in Assets and Liabilities-
Accounts receivable (21,677)
Prepaid expenses 56
Net Cash Provided by Operating Activities 1,322,424
Noncash Investing Activities -
Increase in bonds payable from amortization of
criginal issue and underwriters discounts 7,582

See notes to financial statements.



SULLIVAN COUNTY TOBACCO ASSET
SECURITIZATION CORPORATION
(A BLENDED COMPONENT UNIT
OF THE COUNTY OF SULLIVAN, NEW YORK)

NOTES TO FINANCIAL STATEMENTS

Note 1 - Nature of Business and Summary of Significant Accounting Principles

Nature of Business

The Sullivan County Tobacco Asset Securitization Corporation ("STASC") is a special purpose
corporation. STASC was organized under the New York State Not-For-Profit Corporation Law and
pursuant to the Pubiic Authorities Law of the State of New York. The Board of Directors of STASC
consists of five members; the County Manager, the County's Commissioner of Financial Management,
the Chairman of the County’s Board of Legislators, the Majority Leader of the County’s Board of
Legislators and the Minority Leader of the County’s Board of Legislators.

An agreement among the attorneys general of 46 states and various territories (“Settling States”) and the
four largest United States tobacco manufacturers was entered into on November 23, 1998. The
agreement, known as the Master Settlement Agreement (*"MSA", resolved cigarette smoking-related

payments. Under the MSA, the State of New York is entitled to receive approximately 12.76% of the
initial and annual payments. The New York Consent Decree, which was entered into in the Supreme
Court of the State of New York for the County of New York in December 1998, ailocated 0.155% of this
State-wide share of the initial and annual payments to the County of Sullivan, New York ("County"y and
the remainder among the State, the City of New York and ali other counties within the State,

During 2001, the County sold all of jts future rights, titie and interest to receive Payments under the MSA
and the Consent Decree to STASC for $1 5,047,000. The debt issued by STASC to securitize these
revenues is not considered debt of the County and is secured only by future tobacco settlement
payments.

Entity Definition

Based on the guidance provided by Governmentsai Accounting Standards Board Technical Bulletin No.
2004-1, Tobacco Settlement Recognition and Financiaf Reporting Entity Issues, the STASC I8 reported
as a blended component unit of the County in its financial statements.

Basis of Presentation

fecorded when earned and expenses are recorded at the time liabilities are incurred. The STASC
applies ail applicabie Financial Accounting Standards Board pronouncements in accounting for and
féporting on its operations.



SULLIVAN COUNTY TOBACCO ASSET
SECURITIZATION CORPORATIGN
(A BLENDED COMPONENT UNIT
OF THE COUNTY oF SULLIVAN, NEW YORK)

NOTES TO FINANCIAL STATEMENTS (Continued)

Note 1 - Nature of Business and Summary of Significant Accounting Principles (Continued)

Use of Estimates

Cash and Equivalents

Cash and equivalents consist of demand deposit accounts, time deposit accounts, money market
accounts and certificates of deposit with original maturities of three months or less,

Restricted Cash and Equivalents and Investments

twenty six years.

Subsequent Events Evaluation by Management

Management has evaluated subsequent events for disclosure and/or recognition in the financial
statements through the date that the financial statements were available to pe issued, which date js
March 2, 2010.

Note 2 - Restricted Investments

Restricted investments at December 31, 2009 consisted of the following:

Commercial paper, at cost, which approximates faijr
value, due in June 2010, interest at .95%, 1,274 964



SULLIVAN COUNTY TOBACCO ASSET
SECURITIZATION CORPORATION
(A BLENDED COMPONENT UNIT
OF THE COUNTY OF SULLIVAN, NEW YORK)

NOTES TO FINANCIAL STATEMENTS (Continued)

Note 3 - Bonds Pavable

of $197,383, and bear interest at rates ranging from 5.00% to 6.00%, depending on maturity. A payment
schedule, based upon flexible maturities, is as foliows:

Year Ending
December 31, Principal Interest Total
2010 $ 435,000 5 809,056 $ 1,244,056
2011 480,000 784,756 1,264,756
2012 505,000 758,425 1,263,425
2013 540,000 730,306 1,270,306
2014 565,000 700,119 1,265,119
2015 and thereafter 12,000,000 4,964 559 16,964 559

14,525 000 $ _ 8,747 221 $_23272 221
Unamortized Original

Issue Discount (133,591)
$ 14,391,409

The required principal payments are as follows:

Year Ending
December 31, Amount
2010 $ 105,000
2011 120,000
2012 130,000
2013 145,000
2014 155,000
2015 and thereafter 13,870,000

$ 14,525 000

Note 4- Trapping Event




SULLIVAN COUNTY TOBACCO ASSET
SECURITIZATION CORPORATION
(A BLENDED COMPONENT UNIT
OF THE COUNTY OF SULLIVAN, NEW YORK)

NOTES TO FINANCIAL STATEMENTS (Conciuded)

Note 5 - Significant Contingencies

The bonds are payable only from the assets of STASC. The bonds are neither legal nor moral
obligations of the County or the State of New York, and no recourse may be had thereto for payment of
amounts owing on the bonds. STASC's only source of funds for Payments on the bonds is the
collections and amounts on deposit in pledged accounts pursuant to the indenture. STASC has no
taxing power and no significant assets other than the rights to receive tobacco settlement revenues.



