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Introduction

This is the fourth annual report of the Buffalo Fiscal Stability Authority (BFSA), known
locally as the City Control Board. It covers the fourth fiscal year in which the City of
Buffalo and its covered organizations operated under the requirements of the Buffalo
Fiscal Stability Authority Act. This report focuses mainly on the period from July 1, 2006
through June 30, 2007, adding to the actions, accomplishments and progress cited in
BFSA's first three annual reports.

The combined efforts of the City and its covered organizations, in cooperation with
BFSA, have contributed greatly to Buffalo’s fiscal improvement to date. Since BFSA
was created in 2003, the City of Buffalo and its taxpayers have saved more than $236
million. These essential savings were brought about through the exercise of
extraordinary powers granted to BFSA by the State, and through the cooperation of the
City of Buffalo and its covered agencies. This has contributed to multiple upgrades in
the City’s credit rating: “improved outlook” from Standard & Poor’s (2003); “improved
outlook” from Moody’s (2006); improved rating to BBB-stable from Standard & Poor’s
(2006); and improved rating to Baa2 from Moody’s (2007).

Background

The Buffalo Fiscal Stability Authority Act was adopted in 2003 in response to a State
Comptroller’s report on the City of Buffalo’s financial condition, and a determination by
the New York State Legislature that the City was faced with a severe fiscal crisis that
could not be resolved without State assistance. Declaring the maintenance of a
balanced budget by the City of Buffalo a matter of “overwhelming State concern,” the
Legislature passed, and Governor George E. Pataki signed, Chapter 122 of the Laws of
2003 — the Buffalo Fiscal Stability Authority Act.

According to the BFSA Act and Resolution of the BFSA Board, the City of Buffalo is
understood to include certain “covered organizations,” currently including the City’s
fiscally dependent School District, the Buffalo Urban Renewal Agency (BURA), the
Buffalo Municipal Housing Authority (BMHA) and the Joint Schools Construction Board
(JSCB).

The BFSA Act, adopted with unanimous bipartisan support in the State Legislature,
included the following provisions to return the City of Buffalo to fiscal stability:

— Established BFSA as a fiscal control agency over the City and its covered
organizations;




— Required the annual development of a four-year financial plan for the City and its
covered organizations, and vested BFSA with the power to ensure compliance
with that plan;

— Granted BFSA the power to provide deficit financing assistance to the City and
its covered organizations over a four-year period, provided that recurring actions
were taken to close increasing percentages of the structural budget gap each
year;

— Established the legal basis for creation of a highly rated borrowing structure to
reduce City borrowing costs and provide short-term budgetary assistance; and

— Empowered BFSA to impose financial control mechanisms if the City and its
covered organizations are unable to adopt a balanced financial plan and / or
operate in accordance therewith.

Under the BFSA Act, the Authority began its existence during a “control period,” which
means that the Authority commenced operation with its maximum authorized
complement of financial control and oversight powers. During such a control period,
BFSA retains significant powers to protect the integrity of the City’s financial condition.
Among them are the power to review and approve or disapprove contracts, including
collective bargaining agreements entered into by the City or any covered organization;
to approve or disapprove the terms of borrowings by the City and covered
organizations; to approve, disapprove or modify the City’s financial plans and take any
action necessary in order to implement the financial plan; to impose a wage or hiring
freeze, or both, with respect to employees of the City or any covered organization; and
to review the operation, management, efficiency and productivity or the City and any
covered organization.

The BFSA Act provides that the Authority shall have different financial control and
oversight powers depending upon whether the City’s financial condition causes it to be
in a “control period” or an “advisory period.” In BFSA’s view, the control period would
end no earlier than the City’s fiscal year ending June 30, 2011. During such an advisory
period, BFSA is empowered, among other things: to review the operation, management,
efficiency and productivity of City operations and of any covered organization’s
operations, and to make reports and recommendations thereon; to audit compliance
with the City’s financial plans; to review and comment on the terms of any proposed
borrowing, including the prudence of each proposed issuance of bonds or notes by the
City; and to reimpose a control period if the City’s finances meet certain statutorily
defined conditions.



Governance

BFSA is governed by a nine-member Board of Directors. Seven are appointed by the
Governor, one of which is upon the recommendation of the State Comptroller and
another of which is upon the joint recommendation of the leaders of the State Assembly
and the State Senate. The Mayor of the City of Buffalo and the Erie County Executive
serve on the Board in ex officio capacities. The Governor designates the Chair and
Vice Chair.

As of June 30, 2007, the following individuals served on BFSA’s Board of Directors:

— Brian J. Lipke, Chair
Chairman and CEO of Gibraltar Industries

— Alair Townsend, Vice Chair
Columnist of Crain’s New York Business

— Rev. Richard A. Stenhouse, Secretary / Treasurer
Pastor of Bethel African Methodist Episcopal Church; Executive Director of
Bethel Head Start

— John J. Giardino, Deputy Treasurer
Partner at Lippes Mathias Wexler Friedman LLP

— Robert G. Wilmers
Chairman and CEO of M&T Bank

— Anthony J. Colucci, Jr.
Senior Attorney for Block, Colucci, Notaro & Laing, P.C.

— Wade S. Norwood
Director of Safety Net Initiatives for Finger Lakes Health Systems Agency

— Byron W. Brown
Mayor, City of Buffalo

— Joel A. Giambra
County Executive, Erie County

[Note: Subsequent to June 30, 2007, Brian J. Lipke and Robert G. Wilmers resigned
from the BFSA Board of Directors. At the time of this writing, Governor Eliot Spitzer had
appointed two new members — Wayne Mertz, President of Goergen-Mackwirth Co., Inc.
and George K. Arthur, former President of the City of Buffalo Common Council.]

As of June 30, 2007, BFSA had the following staff members:




— Dorothy A. Johnson, M.S. (Executive Director)
Former principal budget examiner for local government affairs in the State
Division of the Budget, and former investment officer in the Office of the State
Comptroller

— Joseph V. Stefko, Ph.D. (Deputy Director)
Former senior research associate in the government management and economic
analysis practices of the Center for Governmental Research Inc., a Rochester-
based public sector management consulting firm

— Bertha H. Mitchell, M.B.A. (Chief Financial Officer)
Former vice president and senior credit officer for corporate banking at Citibank
U.S. and Canada, and former vice president of credit policy at Royal Trust,
Toronto

— Michael P. Kelly, M.P.A. (Principal Analyst)
Former community planning specialist and presidential management fellow for
the Community Planning and Development Division, U.S. Department of Housing
and Urban Development, Washington, D.C.

— Margreta D. Mobley, M.B.A. (Principal Analyst)
Former finance manager, accounting policies and procedures and Sarbanes-
Oxley implementation, Controller’s Staff, General Motors Corporation and
treasurer of the General Motors Foundation

— Bryce E. Link, M.P.A. (Analyst)
Former budget fellow and examiner with the State Division of the Budget's
Expenditure Debt Unit

— Nathan D. Miller, B.S. (Executive Assistant / Office Manager)
Former administrative assistant with Child and Family Services

Summary of Accomplishments in 2006-07

In its fourth fiscal year of operation, BFSA continued to assist the City and its covered
organizations on the road to long-term fiscal stability. Tangible evidence of the City’s
progress continued to emerge in the 2006-07 fiscal year, including the following:

— Moody’s Investors Service upgraded the City’s credit rating to Baa2 from Baa3
with a stable outlook, based upon “significant improvement to the city’s financial
reserve and liquidity positions reflecting augmentation of reserves in each of the
last four years and a trend of structurally balanced operating performance...”




— Standard & Poor’s upgraded the City’s credit rating to BBB from BBB-minus,
citing “the city’s improving financial profile, good financial management, and
continued oversight provided by the Buffalo Fiscal Stability Authority.” S&P also
cited BFSA as “a primary factor behind the construction of structurally sound
fiscal 2006 and 2007 budgets, as well as a four-year financial plan that clearly
identifies out-year operating gaps and gap-closing measures,” as well as
“BFSA’s control mode status, which has the power to modify the city’s budget
and financial plan...”

— The City’s unreserved, undesignated fund balance grew from $39.2 million to
$56.1 million, and the School District’'s unreserved, undesignated fund balance
grew from $12.4 million to $16.4 million, as of June 30, 2006.

The significant financial oversight, monitoring and control actions taken by BFSA, the
City and its covered organizations in the fourth year of BFSA’s responsibilities fall into
the following categories:

Multi-Year Financial Planning

The multi-year financial planning process represents the core of BFSA's financial
oversight, and is one of the most critical components to Buffalo’s fiscal stability. With
BFSA's assistance, the City and covered organizations have developed and maintained
a comprehensive financial planning process that has helped to address structural
budget gaps as well as to recognize and prepare for future fiscal challenges.

In 2006-07, BFSA monitored implementation of the fourth four-year financial plan for the
City and its covered organizations. That plan covered fiscal years ending 2007 through
2010, and contained gap-closing actions valued at $16.2 million in 2006-07 (primarily for
the School District). The plan also froze $12.2 million in 2006-07 City spending (and
subjected those expenditures to express approval by BFSA), of which $5.1 million went
unspent.

BFSA also approved the fifth four-year financial plan for the City and its covered
organizations in June 2007, covering fiscal years ending 2008 through 2011. That new
financial plan was the first since 2003-04 that did not rely on the savings of a wage
freeze, a recognition of the progress made to date in addressing Buffalo’s fiscal
condition.

Monitoring Fiscal Health

Regular and aggressive monitoring of spending, budgetary processes and cost-savings
initiatives are essential to ensuring that Buffalo continues its progress towards fiscal
stability. Under BFSA, the City and covered organizations have developed a reliable
reporting process for revenues, expenditures, cash flow, workforce size and the status



of gap-closing measures. This process has yielded a more disciplined approach to
fiscal monitoring, and enabled immediate budget modifications as needed during the
fiscal year.

In 2006-07, BFSA continued the regular quarterly reporting process by the City and its
covered organizations to review financials, monitor implementation of gap-closing
initiatives and determine if modifications were required. The following summarizes
many, but not all, actions BFSA took in 2006-07:

— BFSA approved three School District budget modifications during the fiscal year.
In August 2006, the Board approved a budget revision to recognize savings
related to the District’s single health insurance carrier initiative. In November
2006, the Board approved a modification to increase the District's General Fund
by $4 million, to recognize a shift of State Magnet School funds from the Grants
Fund. And in January 2007, the Board approved a $5.3 million modification to
shift a State grant for school nursing services from the General Fund to the
Grants Fund.

— BFSA approved a modification to the Buffalo Municipal Housing Authority’s
budget and financial plan in September 2006. The update reflected additional
information received from the U.S. Department of Housing and Urban
Development (HUD).

— BFSA approved the City’s $29.6 million capital improvement budget in January
2007. The plan met the requirements contained in BFSA'’s prior-year approval
that the City develop a full five-year capital improvement program. BFSA’s
approval was conditioned on the City “continu(ing) to reduce its use of capital
borrowing for short-term operating expenses that are not supported by a long-
term physical asset with the goal of eliminating the practice...” and “continu(ing)
to rescind authorized but unissued debt whenever possible.”

— BFSA approved the Buffalo Municipal Housing Authority’s $9.8 million capital
budget in August 2006.

— BFSA lifted the wage freeze effective July 1, 2007, after determining “that the
fiscal crisis will have sufficiently abated for the City’s 2007-08 fiscal year to
warrant a lifting of the wage freeze,” and “that additional City resources, in the
form of increased levels of State aid to the City, as well as the pledge of the State
to continue to provide the City with such increased levels of State aid in the
future, are likely to be sufficient to offset the 2008-11 financial plan’s projected
additional labor costs of the City and its Covered Organizations resulting from
lifting the wage freeze, as well as additional cost contingencies that may result.”

— BFSA reviewed and approved 225 City contracts and obligations totaling $90.8
million; 168 School District contracts and obligations totaling $89.2 million; 15
BMHA contracts and obligations totaling $49.7 million; 43 BURA contracts and
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obligations totaling $17.4 million; and 2 Joint Schools Construction Board
contracts and obligations totaling $9.6 million.

Workforce Summary and Trends

Workforce costs represent the single largest expenditure category in the City and its
covered organizations. In the City in 2006-07, the costs of employee salaries, pensions,
health insurance (for active and retired employees) and other benefits accounted for 80
percent of budgeted spending. In the School District, it represented 60 percent. In
addition, workforce costs are among the fastest-growing budget categories due to
significant increases in fringe benefits — especially health insurance. The City’s liability
for its retiree health insurance costs — Other Post-Employment Benefit (OPEB) — must
be disclosed for the 2007-08 fiscal year, according to the Governmental Accounting
Standards Board (GASB). The City’s long-term fiscal stability remains directly tied to its
ability to manage the size and cost of its workforce.

In 2006-07, the City reduced its workforce by 83 filled positions, to 2,345, and BMHA
reduced its workforce by 2 filled positions, to 255. The School District and BURA did
not reduce their workforce sizes in 2006-07, but their staffing levels remain significantly
below the 2003-04 levels when BFSA was created.

City Workforce Size School District Workforce Size
(number of FTEs) (number of FTEs)
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Providing a More Cost-Effective Financing Framework

BFSA's highly-rated credit (Aa2/AA from Moody’s and Fitch, respectively) enables
savings for the City upon its Declaration of Need. Over four years, BFSA has been able
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to: reduce the City’s capital and cash flow debt costs; refund existing City debt at more
beneficial interest rates; and provide short-term budgetary relief through deficit financing
(although the statutory power to undertake deficit financing expired at the end of the
2006-07 fiscal year).

Pursuant to the BFSA Act, all of the City’s State aid, along with both the City and School
District’s portions of the local sales tax, are legally revenues of BFSA. The first call on
those revenues is to pay any debt service, so BFSA is able to achieve a rating superior
to the City’'s (AA/Aa2 compared to BBB/Baa2). BFSA has therefore been able to issue
debt more cost effectively than the City itself, producing savings.

Further, BFSA’s own credit rating has been upgraded by rating agencies in the past two
years. In 2006-07, Fitch Ratings upgraded BFSA from AA-minus to AA to reflect “the
demonstrated effectiveness of the Buffalo Fiscal Stability Authority in assisting the
recent improvement of the city of Buffalo’s fiscal condition.” This followed a rating
upgrade, from Aa3 to Aa2, by Moody’s Investors Service in late 2005-06. These
upgrades further enhance financing savings BFSA is able to produce for the City. The
following table illustrates credit rating comparisons between BFSA and the City of
Buffalo:

Moody’s Fitch / S&P
Aaa AAA
Highest Investment Grade Highest Investment Grade
) : Aa2 AA
BFSA’s Ratlng I::> High Investment Grade High Investment Grade
A A
Good Investment Grade Good Investment Grade
. : Baa2 BBB
Clty S Ratlng I:\> Satisfactory Investment Grade  Satisfactory Investment Grade
Ba BB
Speculative Speculative

In 2006-2007, BFSA took the following actions:

— BFSA sold $60 million in premium short-term Bond Anticipation Notes (BANS),
Series 2006 A-1 in September 2006 to cover City cash flow needs for 2006-2007.
The BAN received the highest credit rating from Moody’s (MIG 1) and Fitch (F1+)
and did not require letter of credit support (which cost the City in excess of
$800,000 in its 2003 cash flow borrowing). In all, BFSA'’s total costs of borrowing
were $484,000 less than estimates for what a City issuance would have cost. A
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$30 million note matured on May 15, 2007, and a $30 million note matured on
August 14, 2007. Both maturities were paid from the Authority’s revenues from
State aid to the City. Net interest cost of the issue was 3.72 percent. Issuance
costs were $187,579.

— BFSA completed a capital borrowing in the amount of $28.47 million for City and
School District capital projects (Series 2007A premium bonds) in April 2007. Net
interest cost of the issue was 4.12 percent. Issuance costs were $375,510
(excluding $90,105 incurred by the City to issue its mirror bonds).

- BFSA bid out contracts to invest debt service set-asides for Series 2007A debt.
The investment contract was structured to ensure it would earn the maximum
rate allowable by law (the arbitrage yield). The effect of these transactions is to
maximize the allowable earnings on these funds without major federal rebate
issues.

- BFSA earned or accrued a total of $1,006,595 in investment earnings from funds
held in various bond and note related accounts and from funds in its own
operating accounts. Additionally, BFSA earned $264,514 from a fiduciary fund
held for the benefit of the City, at its request.

The following calculations reflect the 2006-07 savings achieved on behalf of the City
through BFSA's issuance as a AA-rated credit vs. the City’s BBB rating. It should be
noted that the City of Buffalo issued a series of its own general obligation long term
bonds (mirror bonds) which were privately placed with the Authority for the 2007A
bonds. While this more complex structure adds to the cost of structuring the debt, the
transaction enabled the City to maintain its constitutional taxing capacity.

The more than $900,000 in debt-related savings generated in 2006-07 offset much of
the cost of BFSA operations ($1.04 million) in the fiscal year.
Issuance Savings

Cash flow issue savings through cost of issuance

savings and the use of BANSs that required no DA e
credit enhancement

Savings derived from the capital borrowing 2007A

issue (using City of Buffalo estimates and BFSA $416,100

actuals)

Total Savings to the City of Buffalo $ 900,026




13

The above numbers assume continuation of the City’s current credit rating which has
been established and maintained in part due to the presence of BFSA, and cost
comparisons have been calculated on that basis.

Since BFSA was created in 2003, the City’s credit rating has improved from BBB-minus
with negative outlook, to BBB-stable from Standard & Poor’s, and from Baa with
negative outlook, to Baa2-stable from Moody’s Investors Service. In its rating upgrade
report, S&P states that the upgrade reflects “the city’s improving financial profile, good
financial management, and continued oversight provided by BFSA.”

The following table contains a listing of all BFSA debt transactions since the Authority
was created, as well as amounts outstanding as of June 30, 2006:

BFSA Debt Table, as of 6/30/06 Issue Bond Par  Note (BAN) Bond Par Note Par
($ in million) Date Issued Par Issued Outstanding Outstanding

Sales Tax and State Aid Secured

Bonds (Series 2004A) June 2004 $25,745 $21,585
?S();r?eér]zté)%g,i\d-i(i;] Hotes Sept 2004 $84,000

gglr?dss-r(g);ﬁgg féggeA?id Secured June 2005 $28,030 $28,030
§§f§sT_a§§fmtnaﬁ§§ifse%[)esds&q July 2005 $47,065 $45,730

(Sores 20058 D) July 2005 90,000

S?Ir?;s@éﬁgg 2Sct)gt6eA/;id Secured April 2006 $27,270 $27,720
E;Q,?e’;”;gﬂgit_“j;‘ Notes Sept 2006 $60,000 $30,000
Sales Tax and State Aid Secured April 2007 $28.470 $28.470

Bonds (Series 2007A)

Total $156,580 $234,000 $151,085 $30,000
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Structural Reform and Savings Opportunities

The identification and implementing of new cost-savings initiatives is critical to the long-

term fiscal stability of the City and its covered organizations. By introducing new actions
each year through the financial plan, the City has made strides in resolving its structural

budgetary deficit.

Budgetary Control: In 2006-07, BFSA monitored financial plan actions that closed a
$16.2 million gap in the School District, continued to reduce an accumulated prior years
deficit in the Urban Renewal Agency, and controlled certain City expenditures to
mitigate year-to-year budget growth. The School District implemented a single health
insurance carrier initiative and certain staff reductions to achieve these savings. The
Urban Renewal Agency continues to underspend its administrative cost caps, as well as
close out prior year grant accounts. City savings were attributable to certain
expenditures relating to overtime and utilities, and capital outlay which were “frozen” by
BFSA. Of the total $12.2 million frozen by BFSA, $5.1 million remained unspent at
year-end.

Collective Bargaining Agreements: In January 2007, BFSA approved two collective
bargaining agreements for union employees — one proposed by the School District for
its operating engineers Local 409, and one proposed by the City for its firefighters union
Local 282. BFSA approved the agreements as exemptions to the wage freeze under
Section 3858,2(C)(ii) of the BFSA Act, which provides that the wage freeze “shall not be
applicable to employees of the City or employees of a covered organization subject to a
collective bargaining agreement or an employee of the City or a covered organization
not subject to a collective bargaining agreement where the collective bargaining
representative or such unrepresented employee has agreed to a deferment of salary or
wage increase, by an instrument in writing which has been certified by the Authority as
being an acceptable and appropriate contribution toward alleviating the fiscal crisis of
the City” (emphasis added). In both instances, BFSA approved proposed collective
bargaining agreements which, even after wage increases, saved money and contributed
to the alleviation of the fiscal crisis. The Local 409 contract proposal generated
aggregate savings of $3.1 million over the life of the agreement, while the Local 282
proposal generated $8.2 million in cumulative savings. [Note: Local 409’'s membership
subsequently approved the proposed collective bargaining agreement, enabling its
implementation. Local 282’s membership voted to reject its proposed agreement, so it
was not implemented.]

Efficiency Funding: The City also took steps in 2006-07 to draw down State funds
earmarked specifically for investments in efficiency cost-containment. In March 2007,
BFSA approved the City’s proposal to draw down and spend $10 million in State
efficiency incentive grants, to invest in a series of initiatives designed to better deploy
law enforcement resources, enhance service delivery and increase certain revenues.
At year's end, BFSA still held $12.8 million of $25.9 million in new State aid provided in
the 2006-07 Aid and Incentives to Municipalities program. Pursuant to State budget
language for 2006-07, the $12.8 million funds “shall be held by the authority for use by
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the city for initiatives to permanently reduce or minimize the cost of government.” No
such program has been proposed for the use of these funds.

BFSA Recommendations: BFSA also contributed to the identification of opportunities
for reform and savings through a number of projects and presentations to the Board
during the fiscal year. In particular, BFSA made presentations highlighting cost-savings
opportunities in: paid time off allocations given to employees; health insurance for active
employees and retirees; overtime; continued efforts by the City to fund certain operating
expenses (such as demolitions and tree-trimming) on a “pay as you go” basis rather
than through bonding; and reforms to certain State labor laws.

Legal Matters

Many of the initial legal challenges of the wage freeze imposed by BFSA in April 2004
were finally resolved in 2006-07 in BFSA'’s favor. In early 2007, several unions
challenged the wage freeze again, claiming that BFSA should lift the wage freeze due to
the City’s improving financial condition. After BFSA lifted the wage freeze, the claims
were amended to request a retroactive lifting of the wage freeze and to challenge how
the wage freeze was lifted. The pending cases against BFSA proceeded as follows:

— Buffalo Teachers Federation (BTF) and seven other School District unions: BFSA
successfully argued a Motion for Summary Judgment with a ruling that concluded
that the wage freeze was necessary and legal in federal court. That decision has
been affirmed by the United States Court of Appeals for the Second Circuit. The
Supreme Court declined to review the Second Circuit’s decision.

— AFSCME (covering five City and BMHA employee unions) and CSEA
(representing BMHA Public Safety and BURA employees): In these federal
actions, the two cases challenging the legality of the wage freeze were joined for
the purposes of scheduling. Discovery was completed and Motions for Summary
Judgment remain to be scheduled. The Court has requested supplemental
submissions in light of the lifting of the wage freeze and the Second Circuit
decision in Buffalo Teachers Federation v. Tobe. The CSEA matter is in active
settlement negotiations.

— Loncar, et al. (Police Managers): Upon a Motion to Dismiss before Justice
Siwek in State Supreme Court, BFSA prevailed and the case was dismissed. No
appeal was ever filed.

— International Association of Firefighters: The union appealed Justice Fahey's
dismissal of the firefighter union’s challenge to the wage freeze on Statute of
Limitations grounds. The New York State Appellate Division, Fourth Department
affirmed the dismissal. The Firefighters did not seek leave to appeal from the
New York State Court of Appeals and this matter therefore concluded in BFSA’s
favor.
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— International Association of Firefighters: In reaction to an interest arbitration
award, the firefighters’ union simultaneously sued BFSA to prevent raises
granted under the award from being frozen, and sued the City to vacate the
award since it broke precedent in terms of parity with the Police contract. The
first challenge against BFSA continues to be pending; in the second, State
Supreme Court Justice Michalek did vacate the award, which the City appealed
to maintain the status quo and the savings associated with the single health
insurance contract — a key component in the City’s financial plan. The parties
are awaiting the outcome of the City’s appeal.

— Police Benevolent Association (PBA): The PBA brought an action against the
City in State Supreme Court, contending that the Taylor Law was invalidated by
the application of BFSA Act. According to the PBA argument, this would give the
PBA (and other unions) the right to strike, an act specifically barred by the Taylor
Law. BFSA intervened and has now moved to dismiss the action as moot
because the wage freeze has been lifted.

— AFSCME (covering City employees), Police Benevolent Association (PBA) and
International Association of Firefighters: These unions brought lawsuits in the
Supreme Court, County of Erie initially challenging BFSA's failure to lift the wage
freeze. After the wage freeze was lifted, the unions amended their claims to
allege that the wage freeze should be lifted retroactively to January 31, 2007 and
to challenge the manner in which the wage freeze was lifted. BFSA has moved
to dismiss the claims, but the Court has not ruled on that motion other than to
address certain procedural issues. These cases continue.

Shortly after the close of 2006-07, the Buffalo Teachers Federation brought a
proceeding against the City in State Supreme Court, contending that the City has
improperly implemented BFSA's lifting of the wage freeze by refusing to pay the
teachers all of the step and longevity increases to which they feel they are entitled. As
the case is in the early stages, no substantive action has been taken.

Public Meetings and Internal Controls

BFSA held seven public meetings of the Board of Directors in 2006-07, fully complying
with the Open Meetings Law. In addition, two public meetings of the Board’s
Governance Committee and three public meetings of the Audit, Finance and Budget
Committee were convened. All meeting minutes and resolutions for every BFSA
meeting are available on the Authority’s website. In addition, BFSA began in May 2007
to offer via its website video webcast files of its Board meetings.

BFSA took a series of steps in 2006-07 to reinforce its system of internal controls and to
promulgate new policies regarding records management, procurement and property:
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In August 2006, the Board adopted by Resolution a BFSA Code of Ethics, stating
the Authority’s position on conflicts of interest, personal integrity, honesty, ethical
conduct and public trust.

In September 2006, the Board appointed by Resolution a new Records
Management Officer (to replace a departed employee), to comply with Section
57.19 of the Arts and Cultural Affairs Law in coordinating BFSA’s records
management program.

In September 2006, the Board adopted by Resolution a Prompt Payment Policy
Statement, to comply with Section 2880 of the Public Authorities Law.

In November 2006, the Board adopted by Resolution BFSA'’s property disposal
guidelines, to comply with Section 2896 of the Public Authorities Law regarding
the Authority’s operative policy on the disposal of personal property valued in
excess of five thousand dollars.

In June 2007, the Board completed its annual review of, and adopted by
Resolution, Guidelines Regarding the Use, Awarding, Monitoring and Reporting
of Procurement Contracts, to comply with Section 2879 of the Public Authorities
Law regarding the handling of procurement contracts.

In June 2007, the Board adopted by Resolution its annual review of, and adopted
by Resolution, Investment Guidelines to comply with Section 2925 of the Public
Authorities Law in establishing a set of basic procedures to meet investment
objectives, ensure that investment assets are adequately safeguarded and
collateralized, establish and maintain a system of internal controls including
adequate accounts and records which reflect investment transactions, and
provide for accurate reporting and evaluation of investments in conformance with
generally accepted accounting principles.

Regarding its own finances, BFSA received a clean, unqualified opinion from its
independent outside auditor, Lumsden & McCormick LLP. That audit report, along with
all previous independent audit reports of BFSA'’s finances, is available on the Authority’s
website.

BFSA took several actions regarding its budget during the 2006-07 fiscal year:

In January 2007, it amended by Board Resolution the BFSA budget to recognize
additional sales tax and State aid revenues.

In January 2007, the Board’s Audit, Finance and Budget Committee authorized
by Resolution the posting of BFSA’s proposed 2008-11 budget and four-year
plan in all City locations of the Buffalo and Erie County Public Library. This
action complied with regulations of the Office of the State Comptroller that BFSA
make available the proposed budget and financial plan for public inspection for at
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least 30 days before Board approval, and not less than 60 days before the
commencement of the next fiscal year, and for a period of not less than 45 days.
In addition, the proposed budget and financial plan was posted on BFSA’s
website to enhance public access.

— In June 2007, after the public review period had been completed, the Board
adopted by Resolution BFSA'’s budget for 2007-08 and four-year plan for 2008-
11.

BFSA took several steps regarding the procurement of outside services in fiscal year
2006-07:

— The Board renewed by Resolution BFSA’s engagement with Lumsden &
McCormick LLP, to provide independent auditor services.

— The Board renewed by Resolution BFSA's engagement with Mintz Levin Cohn
Ferris Glovsky and Popeo, PC, to provide bond and disclosure counsel services
on an as needed basis for one additional year.

— The Board renewed by Resolution BFSA’s engagement with Public Financial
Management, to provide financial advisor services on an as needed basis for one
additional year.

— The Board renewed by Resolution BFSA’s engagement with Lehman Brothers, to
provide senior managing underwriting services on an as needed basis for one
additional year.

— After a formal Request-for-Proposal (RFP) was issued in April 2006, the Board
approved by Resolution in September 2006 an engagement with Price
Waterhouse Coopers to conduct an analysis of the financial impact of charter
schools on the finances of the Buffalo Public Schools.

— BFSA also completed a formal RFP process for banking services and selected
HSBC.

BFSA'’s Deputy Director served as the Authority’s Internal Controls Officer in 2006-07.
The Internal Controls Officer reviews internal control policies and procedures on a
guarterly basis (or more often if required) and regularly meets with BFSA staff to ensure
internal control performance standards are being met and recommendations are being
executed. An Internal Management Committee consisting of the Executive Director,
Deputy Director and Chief Financial Officer provides accountability for internal control
and operations. In addition, the Chief Financial Officer works closely with BFSA’s
independent outside auditor, which also ensures that internal control and operational
responsibilities are being carefully reviewed by BFSA, and addressed as necessary.
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BFSA annually files with the State Division of the Budget an Internal Control Summary
and Internal Control Certification as required by Budget Policy and Reporting Manual
(BPRM) Item B-350.

BFSA follows the Internal Controls Manual, which describes internal control standards
and contains information on procurement guidelines, investment guidelines, purchasing
and reimbursement policies, operational policies for financial transactions, the travel
card reimbursement policy and a copy of BFSA's office technology and facilities
management handbook. BFSA is satisfied that this structure and these procedures are
sufficiently effective in monitoring the Authority’s internal controls.

Pursuant to Section 2800,2(a)(5) of the NYS Public Authorities Law, the following
compensation information is provided: BFSA is managed by Dorothy A. Johnson,
Executive Director. Her compensation is set forth as follows: salary, $114,019; health
benefits, $4,998 paid by BFSA; pension contribution (to New York State and Local
Retirement System), $13,822.
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Cumulative Financial impact of BFSA and the BFSA Act

(Table 1)

BFSA Actions

Deficit Borrowing

Wage Freeze Savings

Savings on Debt Issuance Costs
Participation in JSCB Phase Il Bond Pricing
Refinancing of City Debt

Subtotal
City and Covered Organization Actions

Fiscal Year 2003-04
City Financial Plan Actions in 2003-04
SD Financial Plan Actions in 2003-04
BURA Financial Plan Actions in 2003-04

Fiscal Year 2004-05
City Financial Plan Actions in 2004-05
SD Financial Plan Actions in 2004-05

$26.9 million
$57.8 million
$5.0 million
$1.0 million
$1.8 million

$92.5 million

$2.4 million

$22.9 million
$19.7 million

$2.9 million
$37.4 million

BMHA Financial Plan Actions in 2004-05 $1.0 million
Reduction of Proposed Capital Bond Sale $6.7 million
Fiscal Year 2005-06
City Financial Plan Actions in 2005-06 $4.9 million
SD Financial Plan Actions in 2005-06 $21.6 million
BMHA Financial Plan Actions in 2005-06 $4.0 million
Fiscal Year 2006-07
City Financial Plan Actions in 2006-07 $5.1 million
SD Financial Plan Actions in 2006-07 $16.2 million
Subtotal $144.8 million
Total Impact to Date $237.3 million
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Cumulative Financial impact of BFSA and the BFSA Act
(Table 2)

Other Actions

Credit Related:

Improved BFSA credit rating to AA from Fitch (2007)
Improved City credit rating to Baa2 from Moody’s (2007)
Improved City credit rating to BBB-stable from S&P (2006)
Improved BFSA credit rating to Aa2 from Moody'’s (2006)
Improved outlook on City debt from Moody’s (2006)
Improved outlook on City debt from Standard & Poor’s (2003)

Debt Related:
Reduced authorized-unissued City debt by $27.7 million (2005)

Labor Related:
Implemented new labor contract with SD Local 409 (2007)

Fund Balance Related: (as of 6/30/06)
Increased City unreserved, undesignated reserves to $56.1 million
Increased SD unreserved, undesignated reserves to $16.4 million
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Review of the Approved Four-Year Financial Plan for
Fiscal Years Ending 2008-2011

Introduction

On June 5, 2007, by Resolution No. 07-21, BFSA approved a new financial plan for the
City of Buffalo and its covered organizations as being complete and compliant with the
standards set forth in Sections 3857 and 3858 of the Buffalo Fiscal Stability Authority
Act and certified the revenue estimates in that plan. The plan contains projected
revenue and spending levels for fiscal years 2007-08 through 2010-11.

This section summarizes the financial plan of the City of Buffalo and its covered
organizations: the Buffalo School District, Buffalo Urban Renewal Agency (BURA),
Buffalo Municipal Housing Authority (BMHA) and Joint Schools Construction Board
(JSCB).

The proposed budget and financial plan was submitted by the Mayor to BFSA on May 1,
2007, in accordance with the requirements of the BFSA Act. Based on BFSA’s
preliminary review of the proposed budget and financial plan, at the May 9, 2007 Board
meeting the City and covered organizations were instructed to develop a modified
financial plan that showed the potential impact of lifting the wage freeze that had been
originally imposed on April 21, 2004. The modified financial plan was submitted by the
Mayor to BFSA on May 23, 2007. This report summarizes that modified plan, the fifth
such financial plan approved since BFSA was created by New York State in 2003 and
the first since 2003-04 to not rely on the savings of a wage freeze.

Lifting the Wage Freeze

BFSA first imposed the wage freeze by Resolution 04-35 on April 21, 2004, citing
budgetary imbalance and growth in projected budget gaps, and finding that the freeze
was essential to the adoption or maintenance of a balanced financial plan. Since that
date, the City’s fiscal crisis has sufficiently abated to enable a lifting of the freeze.
Significant increases in State aid have buttressed spending control to provide adequate
budgetary flexibility to enable BFSA to lift the wage freeze.

At BFSA'’s request, the City and its covered organizations modified the proposed May 1
financial plan to include the resources they estimated as sufficient to cover the costs of
paying out wage increases going forward. Following BFSA staff analysis, the BFSA
Board passed Resolution 07-21, which provided for a lifting of the wage freeze July 1,
2007. The costs of lifting the freeze are detailed in the following sections on the budget
and financial plan.




23

While the approved financial plan is balanced, outstanding lawsuits challenging the
timing and specific employee-impact of the lifting of the wage freeze could, if successful,
have a significant negative impact on the City and School District and require dramatic
financial plan modifications.

City of Buffalo Four-Year Financial Plan

The City’s four-year plan provides for spending of $418.3 million in 2007-08, growing to
$463.1 million in 2010-11, an increase of 10.7 percent over four years. The plan
contains no projected budget gaps over the period, as projected annual revenue growth
exceeds projected annual expenditure growth. The budget is balanced in 2007-08, and
the plan projects surpluses of $0.4 million in 2008-09, $7.1 million in 2009-10 and $14.3
million in 2010-11.

Summary of 2007-08 Budget

The 2007-08 budget provides for $418.3 million in spending. This total includes
transfers to both the School District ($70.3 million) and the Capital Debt Reserve ($27.2
million), both of which are funded out of the property tax levy. The $418.3 million figure
represents a 1.4 percent increase over the 2006-07 total budget of $412.4 million. The
following charts show a breakdown of the City’s total 2007-08 budget by major spending
and revenue category:

City Expenditures, 2007-08 City Revenues, 2007-08

Transfers
(Schools &
Debt Svc) Police

23% 16%

City (incl
prop tax)
41%

County (incl

sales tax)

16%

Utilities Public Works

4% 6% 3%
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When transfers are excluded from the total, the City’s spending on its own General
Fund services is $320.7 million, an increase of 3.2 percent over the previous year.
While this report focuses on the “all funds” City budget including transfers, it is important
to point out the significant role that State aid plays in funding the City’s own services.

Of the $320.7 million figure, $169.0 million is attributable to State revenues, including
$144.8 million in unrestricted State aid. In other words, unrestricted State aid will fund
45.1 percent of the City’s own services in 2007-08. By the final year of the plan,
unrestricted State aid would account for $184.2 million, or 52.4 percent of the City’s own

services.
City Revenues FYE 2004 FYE 2005 FYE 2006 FYE 2007 | FYE 2008
(% in million) Actual Actual Actual Budget Budget
State 126.6 143.2 146.8 162.2 169.0
City 173.8 174.8 177.5 168.1 172.1
County 60.5 58.6 59.9 62.8 65.5
Federal 6.9 1.8 1.0 2.6 2.5
Other 3.7 35 3.7 34 34
Deficit Borrowing/Fund Bal 7.8 19.1 0.0 7.1 0.0
Transfers In 55 6.9 5.8 6.2 5.8
Total 384.8 407.9 394.7 412.4 418.3

Continuing a trend, unrestricted State aid remains the City’s primary growth revenue.
The $142.3 million in unrestricted aid budgeted for 2007-08 is 39 percent higher than
the $102.7 million it received in 2003-04, the year BFSA was created. Furthermore, the
City’s 2007-08 budget does not include two other sources of State funding that will be
made available: $12.8 million in “Aid and Incentives to Municipalities” funding which the
City has set aside for future economic development purposes, and $12.0 million in
Efficiency Incentive Grants. While State aid continues to grow at a significant rate, the
other major City revenue items have been relatively flat. Thus, the City is vulnerable to
changes in the State’s ability and willingness to sustain increases in aid.

The budget keeps the City’s property tax levy flat at $146.3 million for the fourth
consecutive year. The levy is split between the City ($76.0 million) and the School
District ($70.3 million). Modest growth in assessed values has increased the City’s
constitutional property taxing margin to $21.7 million, up from a low of $12.4 million in
2003-04. At present, the City is using 87 percent of its constitutional taxing capacity.

City Expenditures FYE 2004 FYE 2005 FYE 2006 FYE 2007 | FYE 2008
(% in million) Actual Actual Actual Budget Budget
Fringe Benefits 82.4 85.1 87.8 98.4 101.1
Police 69.8 64.4 64.1 66.8 68.0
Fire 53.0 50.9 51.3 54.0 52.0
Public Works 21.8 17.8 174 22.4 24.2
Utilities 12.3 13.7 151 17.7 171
Transfers Out (Schools/Debt) 99.1 107.5 100.7 101.7 97.6
All Other 39.5 45.8 41.0 51.4 58.3
Total 377.9 385.2 377.4 412.4 418.3
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On the spending side, aside from transfers the largest category remains fringe benefits.
The $101.1 million budgeted for fringes is an increase of $2.7 million over the 2006-07
budget, with increases in health insurance premiums being partially offset by year-over-
year decreases in pension costs. Health insurance costs for both active employees and
retirees are budgeted at $56.4 million, while pension payments total $24.0 million.

The budget for police is increased over the 2006-07 budget, to reflect a significant
increase in overtime costs. By contrast, the budget for fire is down $2.0 million from the
previous budget since overtime came in below budget in 2006-07. In public works,
where spending is up $1.8 million over the previous year’s budget, growth is being
driven mainly by supplies, services and capital outlay in the Division of Engineering, as
well as a significant increase (191 percent, or $375,000) in hourly wages for the Division
of Sanitation. This increase is attributable to the City shifting certain hourly positions
from the Refuse and Recycling Enterprise Fund to the General Fund for a more proper
accounting treatment.

Utility costs are down slightly over the previous year to reflect actual experience in
2006-07, and transfers are down by $4.1 million to reflect lower capital debt service for
the City ($3.7 million) and the School District ($0.4 million). The category of “all other”
spending is up $6.9 million as a result of a series of departmental increases, the largest
of which are: City Clerk up $0.9 million to fund the Council’'s Action Plan; Management
Information Systems up $0.8 million to fund new services and capital equipment;
Human Resources up $0.8 million to fund new services including medical case
management; and Law up $0.6 million to fund additional staffing and outside legal
services.

Regarding the cost of lifting the wage freeze, the City’s revised financial plan
incorporated $850,045 into the 2007-08 budget to pay for employee step increases
($534,200) and longevity increments ($315,845).

In general, staffing levels are up in the new budget. Whereas in 2006-07 the City
budgeted 2,508 positions and ran a high number of vacancies (100 as of the third
guarter), the 2007-08 budget provides for a total of 2,518 positions as shown in the
following table:
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City Workforce Size FYE 2007 FYE 2008  Yr-to-Yr
Budget Budget Change
Police (non-uniform) 159 169 +10
Law 26 30 +4
Public Works 295 298 +3
Mayor & Executive 42 45 +3
Permits & Inspections 90 93 +3
Audit & Control 43 45 +2
Parking 42 44 +2
Fire (non-uniform) 42 44 +2
Police (uniform) * 779 780 +1
Assessment & Taxation 31 32 +1
Management Info Systems 30 31 +1
Administration & Finance 65 66 +1
Human Resources 20 21 +1
City Clerk 17 18 +1
City Council 36 36 n/c
Community Services 57 57 n/c
Fire (uniform) ** 734 710 -24
Total 2,508 2,519 +11

* The budget provides for the hiring of 40 additional police officers to
augment the current force. The figures shown in this table reflect the
net impact of those new hires balanced against retirements that
occurred throughout the 2006-07 fiscal year. As discussed later in
the report, the out-years of the financial plan also provide for the
hiring of additional uniformed police personnel.

** Uniformed fire positions are budgeted down by 24 only to reflect
retirements that occurred throughout the 2006-07 fiscal year and
anticipated to occur during 2007-08. As discussed later in the report,
the out-years of the financial plan provide for the hiring of additional
uniformed fire personnel.

Summary of Financial Plan through 2010-11

The City’s financial plan for fiscal years 2008-09, 2009-10 and 2010-11 shows no
projected budget gaps, as annual revenue growth exceeds projected annual
expenditure growth. The financial plan projects surpluses of $0.4 million, $7.1 million
and $14.3 million in the three years, respectively.

City Financial Plan FYE 2008 FYE 2009 FYE 2010 FYE 2011 | 2008-11
(% in million) Budget Projected  Projected  Projected Change
Revenues 418.3 430.3 446.1 463.1 +10.7%
Expenditures 418.3 429.9 439.0 448.8 +7.3%
Surplus / (Deficit) - 04 7.1 14.3
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Revenues are projected to grow by approximately 3 percent each year, driven mainly by
increased State aid. With the exception of sales tax (which is projected to grow 2.6
percent annually) and State aid, every other revenue category in the City’s financial plan
is assumed to remain flat for the four years. State revenues are assumed to grow to
$204.5 million by 2010-11, including $184.2 million of unrestricted aid. The City has
built its projections of State aid on the Governor’'s 2007 Executive Budget which
pledged, in addition to a $12.8 million increase in Aid and Incentives to Municipalities
funding for the City’s 2007-08 fiscal year, an additional $44 million in recurring aid over
the next three City fiscal years.

City Revenues FYE 2008 FYE 2009 FYE 2010 FYE 2011 | 2008-11
($ in million) Budget Projected  Projected  Projected Change
State 169.0 179.2 193.3 208.5 +23.4%
City 172.1 172.1 172.1 172.1 -
County 65.5 67.3 69.1 70.9 +8.2%
Federal 25 25 25 25 -
Other 3.4 3.4 3.4 3.4 -
Deficit Borrowing/Fund Balance 0.0 0.0 0.0 0.0 -
Transfers In 5.8 5.8 5.8 5.8 -
Total 418.3 430.3 446.1 463.1 +10.7%

The City has conservatively projected its unrestricted State aid in the financial plan. As
shown in the following table, the amount of unrestricted aid built into the plan is lagged
by one year, meaning that pledged aid increases to the City are underestimated in each
fiscal year of the financial plan. If pledged increases in State aid continue through
2010-11, the City will have significant additional resources in each year. Given the
possibility of an economic downturn and the fact that the pledged aid may not be
realized, BFSA believes the City has budgeted prudently.

Unrestricted State Aid FYE 2008 FYE 2009 FYE 2010 FYE 2011
($ in million)

Amount in City Financial Plan 142.3 155.1 169.0 184.2
Aid pledged by Governor 155.1 169.0 184.2 199.0
Additional Amount 12.8 14.0 15.2 14.7

On the expenditure side of the ledger, the City is projecting 2.8 percent growth in 2008-
09, 2.1 percent in 2009-10 and 2.2 percent in 2010-11. The largest growth over the
period continues to be concentrated in fringe benefits, which are projected to increase
from $101.1 million to $120.8 million over the four years of the plan (19.4 percent).
Utilities are projected to grow by 16 percent over the four years, reflecting trends in
natural gas and electricity prices.
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City Expenditures FYE 2008 FYE 2009 FYE 2010 FYE 2011 | 2008-11
(% in million) Budget Projected  Projected  Projected Change
Fringe Benefits 101.1 107.3 113.7 120.8 +19.5%
Police 68.0 70.7 711 715 +5.1%
Fire 52.0 52.9 53.8 54.6 +5.0%
Public Works 24.2 23.3 234 235 - 2.9%
Utilities 17.1 18.0 18.9 19.8 +15.8%
Transfers Out (Schools/Debt) 97.6 97.6 97.6 97.6 -

All Other 58.3 60.1 60.5 61.0 +4.6%
Total 418.3 429.9 439.0 448.8 +7.3%

Most departmental budgets are projected to remain fairly flat, except for police and fire.
The Police Department budget is projected to grow from $68.0 million in 2007-08 to
$71.5 million in 2010-11, while the Fire Department will increase from $52.0 million to
$54.6 million over the same period. In both cases, these projected increases reflect the
impact of plans to grow the City’s public safety staffing in the coming years:

Budgeted Staffing Levels

Uniform Police and Fire
850
; ; 820
825 _I-‘-Pohce e=§==TFire ! Q10
800
800
779 780
770
775
750
750 - e
725 710
700
2006-07 2007-08 2008-09 2009-10 2010-11

Note: Budgeted staffing levels in 2006-07 do not reflect the actual size of the force as of the end of the
2006-07 fiscal year. Due to retirements, the City was running vacancies in both the Police and Fire
Departments. As of June 30, 2007, there were 730 filled positions in uniformed police (i.e. 49 vacancies)
and 701 in uniformed fire (i.e. 33 vacancies). The financial plan would add police officers beginning in
2007-08, and firefighters beginning in 2008-09.

Except for the increases to uniformed police and fire personnel, staffing levels in every
other City department will remain flat (at the 2007-08 level) through the financial plan.
Total staffing in the City’s General Fund will be 2,519 in 2007-08, growing to 2,559 in
2008-09, 2,589 in 2009-10 and 2,619 in 2010-11.

Any multi-year financial plan contains some risk, and the City’s is no different. While the
plan is balanced, it does contain some degree of speculation in the following areas:
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- The financial plan projects continued growth in State aid. The assumed rate of
growth is within the parameters Governor Eliot Spitzer's 2007-08 Executive
Budget provided for (i.e. $57 million over four years), but will require annual
action in each State budget through 2010-11.

- The financial plan assumes that $5.9 million in additional sales tax sharing, first
provided in January 2007, will continue each year. This revenue is subject to
State legislative action to continue Erie County’s one-cent additional sales tax,
and that it will include the stipulation that the current sharing be continued.

- The financial plan projects fringe benefit costs to grow by approximately 6
percent each year from 2007-08 through 2010-11. The addition of new
uniformed police officers and firefighters could drive this total higher, as the City
continues to pay health insurance for retirees and assumes health and pension
obligations for new hires.

- There remain outstanding lawsuits challenging BFSA'’s wage freeze actions.
Legal defeats could drive the City’s wage obligation higher than what is currently
contained in the financial plan. Additionally, all City unions are operating under
expired contracts. The uncertainty of these pending labor agreements adds
significant risk to the City’s financial plan, making it imperative that new
settlements be within the City’s ability to pay.

These risks notwithstanding, the City’s conservative budgeting of anticipated State
revenues in each year of the financial plan provides insurance against these risks, as
does the fund balance the City has built up since 2003.
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Buffalo Public Schools Four-Year Financial Plan

The School District’s financial plan provides for spending of $796.4 million in 2007-08,
growing to $917.9 million in 2010-11, an increase of 15.2 percent over four years.
Unlike the City, the School District’s portion of the financial plan grapples with baseline
budget gaps of $8.0 million in 2008-09, $12.3 million in 2009-10 and $13.6 million in
2010-11. However, the gaps are considerably less than projected in previous financial
plans and reflect both increased State aid and management steps taken to control costs
within the District. The financial plan identifies steps to be taken to close the baseline
gaps in each year. As noted earlier, outstanding lawsuits challenging the lifting of the
wage freeze would, if successful, dramatically increase these baseline gaps and have
significant negative impacts on the District.

Summary of 2007-08 Budget

The School District’'s 2007-08 budget contains $796.4 million in spending: $673.5 million
in the General Fund, $102.2 million in the Special Projects/Grants Fund and $20.7
million in the Food Service Fund. The overall District budget is 5.9 percent greater than
the 2006-07 budget, while the General Fund portion alone is 17.4 percent higher. The
large year-to-year jump in General Fund spending is attributable to a shifting of certain
State revenues from the Grants Fund into the General Fund. The State’s new
Foundation Aid formula merges several types of categorical aid (formerly considered
“categorical grants”) into the District’'s base General Fund aid. As a result, more than
$50 million and 715 staff positions previously accounted for in the Grants Fund will now
be shown in the General Fund.

The following charts show a breakdown of the School District’s total 2007-08 General
Fund budget by major spending and revenue category:
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State aid to the District continues to grow significantly. Although the above-referenced
shift of certain grant revenues into the General Fund artificially increases the year-to-
year growth in General Fund State aid, the vast majority of the total revenue increase
over the previous year is funded by State aid. Total State aid to the District is up more
than $40 million from 2006-07, funding virtually all of the $44.9 million budget-to-budget

increase.

School District Revenues FYE 2004 FYE 2005 FYE 2006 FYE 2007 | FYE 2008
(% in million) Actual Actual Actual Budget Budget
Local Sources

Property Tax 68.7 68.8 68.7 70.8 70.3

Sales Tax 30.1 31.1 32.1 31.5 33.0
Subtotal 98.8 99.9 100.8 102.3 103.3
State Aid (Gen Fund) 342.7 382.7 408.7 454 .5 550.6
Federal Medicaid 6.2 5.7 5.3 5.6 4.4
Other General Fund 12.6 7.8 10.7 11.1 15.2
Grants 155.7 154.5 153.5 157.2 102.2
Food Service 19.3 19.8 20.5 20.7 20.7
Subtotal 536.5 570.6 598.6 649.2 693.1
Total 635.3 670.5 699.4 751.5 796.4

Aside from State aid and the shift of grant funds, all other major revenue sources in the
District’s budget are expected to be relatively flat. The City’s property tax contribution is
down slightly to $70.3 million, reflecting a decrease in certain District debt service paid
out of the property tax levy. Sales tax is budgeted up $1.5 million to reflect a higher rate
of receipts in 2006-07. Federal Medicaid reimbursements are down slightly, while
“other General Fund” revenues — including interest earnings, tuition and local share
contributions for the Joint Schools Construction Board — are budgeted up a combined
$4.1 million. The Food Service Fund shows flat on a year-to-year basis. Non-local
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funding sources constitute 87.0 percent of the School District budget in 2007-08, up
from 84.4 percent in 2003-04.

On the spending side, the category with the largest increase is General Fund employee
compensation. A large portion of that increase reflects the above-referenced shift in
certain grant funds to the General Fund, along with the direct costs for 715 employees
supported by those grants.

School District Expenditures FYE 2004 FYE 2005 FYE2006 FYE 2007 | FYE 2008
(% in million) Actual Actual Actual Budget Budget
General Fund
Employee Compensation 206.5 193.3 185.8 195.7 248.4
Fringe Benefits 87.6 107.3 101.9 117.1 145.8
Transportation 28.6 31.9 34.1 35.8 36.1
Utilities 10.7 12.1 18.2 16.5 15.3
Tuition 22.0 24.2 24.6 26.9 29.0
Custodial Contracts 15.3 155 15.7 15.9 16.5
Charter Schools 26.4 40.1 50.2 61.3 65.0
Debt Service (incl JSCB) 28.7 37.6 47.8 59.3 60.2
Other 32.8 31.6 34.8 45.0 57.2
Subtotal 458.6 493.6 513.1 573.5 673.5
Special Projects / Grant Fund 155.7 154.5 153.5 157.2 102.2
Food Service Fund 19.3 19.2 19.4 20.7 20.7
Total 633.6 667.3 686.0 751.5 796.4

Aside from the grant funds shift, the largest cost driver in the District’s budget is health
insurance premiums. In 2005-06, the District implemented a single carrier health
insurance initiative to save millions of dollars. Despite ongoing arbitrations by unions
challenging the initiative, the District maintained the single carrier program for its entire
2006-07 fiscal year. However, the 2007-08 budget no longer assumes the related
savings, since the District may be forced to shift back to a multiple carrier offering. As a
result, the District’'s General Fund health insurance costs are expected to escalate more
than $16 million in the new budget. The District estimates that if the single carrier
program were retained in 2007-08, the cost increase would have only been $5 million.
In other words, a reversion to a multiple carrier program from the single carrier program,
if mandated, will cost the District approximately $11 million in lost savings.

Regarding the cost of lifting the wage freeze, the School District’s revised financial plan
incorporated $5.7 million into the 2007-08 budget to pay for employee step and
longevity increases. The District’s budget is able to absorb this impact without creating
a shortfall in 2007-08, however the costs of lifting the freeze pose critical out-year
challenges for its financial plan (as discussed in the following section).

Staffing levels are up slightly in the 2007-08 District budget. A total of 5,460 positions
are provided for across all funds (4,509 in the General Fund, 888 in the Grants Fund
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and 63 in the Food Service Fund), an increase of 14 positions over the previous year’s

budget.
School District Workforce Size FYE 2007 FYE 2008  Yr-to-Yr
Budget Budget Change
Teachers 3,458 3,446 -12
Administrators 201 198 -3
White Collar / Clerical 544 555 +11
Teacher Aides 944 956 +12
Trades 48 48 n/c
Blue Collar 154 155 +1
Engineers 68 68 n/c
Exempt / Board 29 34 +5
Total 5,446 5,460 + 14

Summary of Financial Plan through 2010-11

The District’s financial plan, while balanced in 2007-08, shows baseline budget gaps for
fiscal years 2008-09, 2009-10 and 2010-11. However, largely as a result of significant
State aid growth and pledged increases in State support over the next four years, those
gaps are considerably smaller and more manageable than in any previous financial plan
since BFSA was created in 2003.

With the four-year cost of lifting the wage freeze included in its projections, the financial
plan shows baseline budget shortfalls for the District of $8.0 million in 2008-09, $12.3
million in 2009-10 and $13.6 million in 2010-11. In order to achieve annual budget
balance, the financial plan identifies specific gap-closing actions the District will
implement in each of those years, such as downsizing staff, closing school buildings
and reducing certain vendor contract payments, supplies and programs. The District is
also relying on its available fund balance to ensure budgetary balance through the
financial plan.

School District Financial Plan ~ FYE 2008 FYE 2009 FYE 2010 FYE 2011 | 2008-11
(% in million) Budget Projected  Projected  Projected Change
Revenues 796.4 820.7 860.6 904.3 + 13.5%
Expenditures 796.4 828.7 872.9 917.9 +15.3%
Surplus / (Deficit) - (8.0) (12.3) (13.6)

As noted above, this financial plan shows considerably smaller projected gaps than any
previous plan. The primary reason is State aid. Not only did the 2007-08 State budget
provide a large increase for the District's new budget, but it also provided (for the first

time) minimum aid guarantees through 2010-11. This aid pledge enables the District to
include specific increases in State revenues in its financial plan, helping to offset annual
cost increases. The largest component of State aid to the District — Foundation Aid — is
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projected to grow from $410.1 million in the 2007-08 budget to $515.5 million in 2010-
11, a four-year increase of 25.7 percent.

Total revenues are projected to grow 3 to 5 percent each year, although aside from
State aid, most revenues are projected to remain relatively flat. Natural growth in sales
tax is projected at 2 percent each year (recent annual increases have been
approximately 3 percent on an accrual basis). The City’s contribution to the District
from the property tax levy is projected flat at $70.3 million throughout the financial plan.
Revenues in the Grant Fund are flat-lined at $102.2 million through 2010-11, and Food
Service Fund revenues are projected to grow approximately 1 percent each year.

School District Revenues FYE 2008 FYE 2009 FYE 2010 FYE 2011 | 2008-11
(% in million) Budget Projected  Projected  Projected Change
Local Sources

Property Tax 70.3 70.3 70.3 70.3 -

Sales Tax 33.0 33.7 34.3 35.0 +6.1%
Subtotal 103.3 104.0 104.6 105.3 +1.9%
State Aid (Gen Fund) 550.6 574.3 613.3 658.1 +19.5%
Federal Medicaid 4.4 4.4 4.4 4.4 -
Other General Fund 15.2 14.9 14.9 12.9 —15.1%
Grants 102.2 102.2 102.2 102.2 -
Food Service 20.7 20.9 211 214 + 3.4%
Total 796.4 820.7 860.6 904.3 + 13.5%

The School District’'s baseline expenditures, before gap-closing actions are
implemented, grow by approximately 4.8 percent per year through the financial plan. Of
the projected $121.5 million increase in baseline spending from 2007-08 to 2010-11, the
largest component is employee and retiree health insurance premiums (estimated to be
up $44.2 million over the period). Pass throughs to charter schools are also expected to
grow over the period, from $65.0 million in 2007-08 to $110.6 million in 2010-11, in part
reflecting the recent lifting of the statewide cap on the number of charter schools.

School District Expenditures FYE 2008 FYE 2009 FYE 2010 FYE 2011 | 2008-11
(% in million) Budget Projected Projected Projected | Change
General Fund
Employee Compensation 248.4 253.7 258.7 261.7 +5.4%
Fringe Benefits 145.8 157.4 172.5 189.6 +3.0%
Transportation 36.1 36.9 37.7 38.5 +6.6%
Utilities 15.3 16.0 16.9 17.7 +15.7%
Tuition 29.0 30.1 31.0 31.9 +10.0%
Custodial Contracts 16.5 16.9 17.4 17.4 +5.5%
Charter Schools 65.0 79.5 96.5 110.6 +70.2%
Debt Service (incl JSCB) 60.2 60.8 59.9 59.1 -1.8%
Other 57.2 54.3 59.0 67.8 +18.5%
Subtotal 673.5 705.6 749.6 794.3 +17.9%
Special Projects / Grant Fund 102.2 102.2 102.2 102.2 -
Food Service Fund 20.7 20.9 21.1 21.3 +2.9%
Total 796.4 828.8 873.0 917.9 + 15.3%
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In order to close its projected out-year budget shortfalls ($8.0 million in 2008-09, $12.3
million in 2009-10 and $13.6 million in 2010-11), the District’s financial plan contains a
series of gap-closing measures:

Gap-Closing Actions FYE 2009 FYE 2010 FYE 2011

($ in millions)

Eliminate Staff

Recurring savings produced through
elimination of 40 positions in 2009-10
and 10 positions in 2010-11

20 4.5

School Closings

Recurring savings produced through
closing of 3 schools in 2009-10 and 2
schools in 2010-11

1.9 3.2

Use of Fund Balance / Reserves
One-time resource produced through
draw-down of unreserved, undesignated
fund balance reserve

Reduce Contract Services
Recurring savings produced through cuts 1.0 1.0 1.0
to non-mandated contract services

Reduce Supplies and Professional

Development

Recurring savings produced through cuts 0.7 0.7 0.7
in supplies and professional development

programming

Reduce Athletic Programs
Recurring savings produced through cuts

to District athletic department and junior 03 03 03
varsity programs

Total Savings 8.0 12.3 13.6
Gap After Savings 0.0 0.0 0.0

The District’s staffing level is projected to remain flat until 2009-10, when it begins
implementing staff cuts to balance its budget. A total of 5,460 staff (including 3,446
teachers) is included in the financial plan for 2007-08 and 2008-09. With the out-year
staff reductions, total personnel will fall to 5,419 in 2009-10 and 5,409 in 2010-11.

District enrollment in the 2006-07 academic year was fairly stable, down only one-half of
one percent from 2005-06 to 36,536. This was the lowest year-to-year drop in
enrollment the District has experienced since 1998. In fact, the enrollment decline had
worsened in recent years, with an average yearly decline of 4.4 percent in the five
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preceding years. However, the lifting of the statewide cap for the number of charter
schools has the potential to result in additional educational outlets in Buffalo, thereby
further reducing the District’s enrollment. The financial plan is based on the assumption
that enrollment will decline by approximately 500 students per year, falling to 34,800 in
2010-11.

Buffalo Public School Enrollment
Based on District Projections
45,000

40,000

36,706 36,536

35,000 = —

30,000

25,000

2003-04 2004-05 2005-06 2006-07 2007-08 2008-09 2009-10 2010-11

The District’s financial plan, while balanced, is subject to at least three major risks:

The four-year plan is balanced contingent not only on a maintenance of State
aid, but substantial annual growth. Although the State has provided for minimum
multi-year Foundation Aid targets, State aid continues to be the District’s only
growth revenue of note.

Outstanding lawsuits challenging the lifting of the wage freeze would, if
successful, have a significant negative impact on the District. If the District were
forced to pay multiple step increases to its employees, its first-year costs of lifting
the freeze would increase 263 percent, to $20.7 million, and over the life of the
financial plan District costs would grow by an additional $55.1 million. Absent
offsetting additional State aid, the result would be massive cuts which would
dramatically undercut an already challenged School District. Additionally, all but
one of the School District’'s unions are operating under expired contracts. The
uncertainty of these pending labor agreements, particularly if coupled with the
current step differentials, adds significant exponential risk to the District's
financial plan, making it imperative that new settlements be within the District’s
ability to pay.

In order to close its projected out-year budget gaps, the District would exhaust
nearly all of its accumulated reserves, leaving it with virtually no fund balance to
guard against budgetary uncertainty. Under the current financial plan, the District
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would draw down 99 percent of its current $16.4 million fund balance to achieve
balance through 2010-11.
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Buffalo Urban Renewal Agency

The Buffalo Urban Renewal Agency (BURA) is a public benefit corporation established
pursuant to Title 71, Section 639 of the State General Municipal Law (GML) for the
purposes stated in Articles 15 and 15-A of the GML. Those functions include planning,
rehabilitation, remediation and redevelopment of both residential and commercial real
property within the City of Buffalo. In carrying out these responsibilities, BURA
administers grant revenues awarded to the City based on funding received primarily
from federal allocations.

Based on recent trends, BURA's financial plan assumes that funding will be relatively
stagnant over the next four years. Under the plan, BURA'’s total 2007-08 funding level
will be $26.8 million, falling to $24.9 million by 2010-11 (a 7.1 percent decline).
Expenditures are closely tied to the following programmatic funding levels: the
Community Development Block Grant (CDBG); HOME; Emergency Shelter Grants
(ESG); Housing Opportunities for Persons With Aids (HOPWA); and Lead Grant. All
these federal programs are restricted such that BURA recognizes revenue only upon
expenditure for eligible activities. Funding for reserves is generally prohibited by grant
regulations, and as such, BURA does not budget reserves in forecasts provided to
BFSA.

Aside from stagnant revenues, the primary financial issue for BURA continues to be an
effort to alleviate deficits that occurred prior to 2003, at a time when federal dollars are
decreasing. Those prior year deficits were created by over-budget spending under the
previous BURA administration. As the following graph illustrates, progress continues to
be made on retiring the prior year deficits, which as of March 31, 2007 totaled $1.5
million.

Retiring Prior Years Deficit
Buffalo Urban Renewal Agency Estimates, by Year
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Summary of 2007-08 Budget and Financial Plan

The following charts show a breakdown of BURA's total 2007-08 expenditures and
revenues by major categories:

BURA Expenditures, 2007-08 BURA Revenues, 2007-08

CDBG

Program

30% 9
Section 108

12%

CDBG
Public

Loan Service Lead Grant Restoration
6% 8%

3% 3% 4%

Federal grants to local urban renewal agencies continue to be precarious. The
Community Development Block Grant program, BURA's largest revenue source,
continues to contract. Since 2003, block grant funding to BURA is down approximately
17 percent and HOME funding is down approximately 10 percent. BURA's financial
plan forecasts decreases in revenue over the next four years, although both CDBG and
HOME funds are, optimistically and perhaps unrealistically, assumed to be maintained
at current levels. This trend appears inconsistent with recent experience. If federal
funding continues this downward trend, BURA could potentially be faced with difficult
management decisions regarding agency operations in the not-too-distant future.

BURA Revenues FYE 2005 FYE 2006 FYE 2007 | FYE 2008
(% in million) Actual Actual Budget Budget
CDBG 18.1 17.5 16.5 16.5
HOME 1.9 8.7 4.8 4.7
American Dream Downpayment - - 0.1 0.1
Lead Grant - 0.4 0.4 0.8
ESG 1.1 1.4 0.7 0.7
HOPWA 0.8 0.4 0.5 0.5
NYS Environmental Restoration - - - 1.0
CDBG Program Income 4.6 4.9 2.6 2.0
Loan Recovery / Asset Sales 0.3 - 0.2 0.3
HOME Program Income 0.5 0.3 0.3 0.3
Total 27.3 334 26.0 26.8
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BURA has two major categories of expenditures: Grant Expenditures, which are
program-related costs, and Administrative / Planning, sometimes referred to as “soft
costs.” The following chart shows both major categories of spending. Again, the recent
fluctuations to BURA's revenues have been mirrored on the expenditure side. Overall,
expenditures are expected to increase $0.8 million in 2007-08 from the 2006-07 budget.
That increase can be largely attributed to spending associated with the NYS
Environmental Restoration Project.

BURA Expenditures FYE 2005 FYE 2006 FYE 2007 | FYE 2008
($ in million) Actual Actual Budget Budget
Grant Expenditures
CDBG Public Service Costs 1.9 25 2.0 2.1
Section 108 Loan Repayments 3.7 3.7 3.3 3.2
Fannie Mae Loan Repayments - - 1.6 1.6
CDBG Payroll Reimb to City 1.2 0.5 0.9 0.4
CDBG Program Costs 13.0 12.2 7.7 8.0
HOME CHDO Set Aside - - 0.7 0.7
HOME Program Costs 1.8 8.4 3.8 3.8
Amer Dream Downpayment - - 0.1 0.1
Lead Grant - 0.4 0.4 0.8
ESG Program Costs 1.0 1.3 0.7 0.7
HOPWA Program Costs 0.8 0.4 0.5 0.5
NYS Envir Restoration Project - - - 1.0
Subtotal 23.5 29.4 21.6 22.8
Admin / Planning Expenditures
CDBG Indirect Reimb to City 0.2 0.2 0.2 0.2
CDBG Planning - - 0.3 04
CDBG Administration 3.0 3.2 34 2.9
HOME Administration 0.6 0.5 0.5 0.5
ESG Administration 0.05 0.04 0.04 0.04
HOPWA Administration 0.03 0.01 0.01 0.01
Lead Grant - 0.03 0.02 0.03
Subtotal 3.9 4.0 4.4 4.0
Total 27.3 33.4 26.0 26.8

Spending for employee salaries is expected to remain constant in the financial plan, at

about $1.9 million per year. Employment levels are projected to remain relatively flat at
around 60 full-time positions. BURA'’s current staffing levels remain significantly below
those of previous years. In 2003-04 BURA had 87 full time employees.
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Health insurance, which was previously consolidated under a single carrier for all City
personnel, is projected to experience a 12 percent cost increase in 2007-08. BURA's
pension costs are expected to be slightly down in 2007-08 as a function of rates
determined by the New York State Employees Retirement System, and the financial
plan anticipates these rates will continue.

BURA'’s financial plan contains declines of 6.7 percent in revenues and expenditures
through 2010-11:

BURA Financial Plan FYE 2008 FYE 2009 FYE 2010 FYE 2011
(% in million) Budget Projected  Projected  Projected
Revenues 26.8 254 25.6 25.0
Expenditures 26.8 25.4 25.6 25.0
Surplus / (Deficit) — — — —

As noted earlier, the plan assumes that BURA’s major revenue sources — CDBG and
HOME funds — will remain flat at the budgeted 2007-08 levels. The only revenue
categories to change over the four years are the Lead Grant (down from $0.8 million in
2007-08 to zero in 2010-11) and the NYS Environmental Restoration Project grant (only
a one-year grant of $1.0 million in 2007-08). The financial plan adjusts BURA'’s
expenditures accordingly to keep its grant costs in balance with available resources.

BURA's financial plan, while balanced, does contain a certain degree of risk in the
following areas:

- It assumes major federal grant programs — CDBG and HOME — will continue to
be funded at the same levels for the next four years, when recent history seems
to suggest otherwise. For example, CDBG funding allocations for Buffalo
decreased 17 percent (nearly $3.4 million) between 2003 and 2007, while HOME
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funding allocations decreased 10 percent ($0.5 million) during the same period.
ESG funds also declined over that period. Further, in addition to the program
funding levels determined by the federal government, population is another factor
influencing allocation formulae. The next decennial Census (2010) will further
impact Buffalo’s federal grant revenues.

- BURA is assuming flat revenues over the life of the financial plan for program
income, despite recent experience of substantial declines. From 2004-05 to
2006-07, CDBG program income declined nearly 44 percent and HOME program
income declined nearly 52 percent over the same period.

- Pending lawsuits could change the financial landscape for BURA, as legal
setbacks could drive BURA's wage obligation higher than what is currently built
into the financial plan. Additionally, the uncertainty with BURA’s major labor
contract could also drive financial risks. It is imperative that new collective
bargaining agreements recognize BURA'’s contracting revenue base.

- On a cautionary note, BURA continues to use in excess of $3 million of its annual
CDBG allocation to pay off prior Section 108 loan guarantees, some of which
result from developer loan defaults. A look at successful Section 108 loan
guarantee projects from other communities across the country reveals that these
types of loan programs can produce sufficient program income to pay off loans
made for development activities, allowing the municipality to concentrate scarce
resources on additional development activities. In Buffalo’s case, CDBG funds
that could potentially be used for additional brick-and-mortar type projects are
being used to pay off prior Section 108 loans, taking away resources that could
benefit the community in the form of development activities or public services.

BURA'’s conservative budgeting and management practices since 2003 have continued
to reduce its prior years deficit and improve its financial outlook, providing assurances
against potential risks. However, lingering questions about federal funding of
organizations like BURA requires continued financial vigilance on the agency’s part.

Buffalo Municipal Housing Authority

The Buffalo Municipal Housing Authority (BMHA), established in 1934 by resolution of
the City’s Common Council, is responsible for the construction, rehabilitation and
modernization of all low-income public housing within the City of Buffalo. It is governed
by a seven-member board comprised of five mayoral appointees and two
representatives elected by the tenant population. BMHA was named a “covered
organization” in Section 3851 of Act that created the Buffalo Fiscal Stability Authority.

BMHA's finances have faced sustained pressure in recent fiscal years, in the face of
lingering questions regarding federal funding levels. BMHA'’s new financial plan for its
federal portfolio (as overseen by the U.S. Department of Housing and Urban
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Development) contains revenues of $31.9 million in 2007-08 growing to $33.3 million in
2010-11, an increase of 2 percent over four years. The financial plan is balanced in
every year with minimum annual surpluses. It is essentially a “steady state” plan, with
sustained services and minor annual growth. Section 8 and other grants add
approximately $5.7 million to its annual revenues, and capital funding adds another $9
million annually.

Summary of 2007-08 Budget

Federal Portfolio: BMHA'’s federal portfolio includes $31.8 million in spending for 2007-
08, an increase of slightly more than one-half of one percent from the previous year’s
budget. The following graphics illustrate major categories of revenue and expenditure
for BMHA’s 2007-08 fiscal year:

BM HA Expenditures, 2007-08 BM HA Revenues, 2007-08
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[Note: The fringe benefits number is only for the assets being managed and does not
reflect the Central Office benefit costs]

BMHA's operating subsidy from the U.S. Department of Housing and Urban
Development (HUD), the major source of funding for its low-income housing operations,
is budgeted at $20.2 million (63 percent of total revenues). This figure is $1.6 million
less than what was actually received in 2006-07. Since HUD announces its subsidies
on a calendar year basis, BMHA is certain of its federal subsidy for the first half of its
fiscal year, but does not yet know the funding level for the period from January through
June. Further, future subsidy levels are partially dependent upon HUD’s approval of
BMHA's level of compliance with its asset-based management requirements — with $1.6
million in 2007-08 funding at risk.

The second-largest component of BMHA's revenue base, rental income (both dwelling
and non-dwelling) is budgeted at $9.3 million (29 percent of total revenues), slightly less
than the 2006-07 budget.
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On the expenditure side, BMHA has budgeted using the asset-based model. This
means that central office services are budgeted only for those amounts that can be
reasonably allocated to the assets being reported under HUD operations. Central office
costs that are attributable to other areas, such as Section 8 and capital funding, are not
included. An Authority-wide reporting system combining asset-based and other grants
accounting is still in development.

Overall, BMHA'’s expenditure growth is expected to be minimal over the previous year.
However, line-by-line comparisons to prior years’ actuals and budgets are difficult as
costs have been reclassified. For example, tenant services costs have gone from $2.3
million in the 2006-07 budget to $0.7 million in the 2007-08 budget as many of the staff
involved in this work are now accounted for under the central office.

The largest single expense line for BMHA is utilities, at $12.5 million (39 percent of total
expenditures). This represents a minimal (1 percent) increase over the 2006-07 budget,
and is based on the fact that BMHA has now completed two phases of an energy saving
plan which is guaranteed to reduce consumption significantly over the course of the
year.

Staffing levels are up slightly, from 255 (as of June 30, 2007) to 257 for the new fiscal
year.

State Portfolio: In addition to the federal portfolio, BMHA maintains a smaller New York
State portfolio. For that component of the budget, the State has approved a $5.0 million
grant for the demolition of the Kensington Heights complex, which will allow
redevelopment to move forward. At the same time, the Marine Drive complex continues
to require intensive care. Marine Drive’s 2007-08 budget appears to be balanced, but
does not contain any expectation of generating sufficient additional funds to reduce its
high level ($1.8 million) of outstanding accounts payable, most of which are due to the
City of Buffalo. Vacancy rates remain unacceptably high (16 percent) and will require a
significant effort to reduce to levels necessary to achieve budgetary balance. The State
Division of Housing and Community Renewal has recently completed an audit of the
complex and found a variety of deficiencies that will require additional funds and
management attention to remedy. Continued close monitoring of the State portfolio is
required.

Summary of Financial Plan through 2010-11

The four-year financial plan for BMHA's federal portfolio assumes little year-to-year
change. The Authority is constrained as to its revenue sources, which are primarily
HUD subsidies and rents. The financial plan anticipates an increase of $1.0 million in
HUD subsidy through 2010-11, and increases in rent revenues of $0.5 million. The
rental income growth is attributed to assumed lower vacancy rates and rental increases.
On the expenditure side, cost growth is forecast at $1.5 million through 2010-11.
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In summary, this budget and financial plan represents BMHA's first attempt to estimate
the cost of operations under a new management model, and as such adjustments are
likely over the course of the next fiscal year and beyond. However, given BMHA'’s
inability to raise significant additional revenues, it is imperative that the Authority keep
its overall expenditures close to budgeted levels.

The primary risk in BMHA'’s budget and financial plan remains the Authority’s ability to
comply with HUD requirements regarding implementation of asset-based management,
and BMHA's ability to ensure union cooperation in the effort. Should BMHA be unable
to comply with the new management standards, it stands to lose $1.6 million in subsidy
during calendar year 2008 and significantly larger amounts in subsequent years. A
secondary risk involves projected spending levels for employee fringe benefits. BMHA'’s
financial plan anticipates a 5.0 percent annual rise in health insurance and a decrease
in pension contributions. These aggressive assumptions will add to the challenge in
achieving new BMHA labor contracts that are affordable and consistent with the
financial plan. Given the significant risks in BMHA's financial plan, it is imperative that
new collective bargaining agreements recognize and address BMHA's financial realities.

Joint Schools Construction Board

The Joint Schools Construction Board (JSCB) was created in 2000 by resolutions of the
Buffalo Board of Education and City Common Council, and given special powers under
State law, to manage the acquisition, design, construction, reconstruction, renovation
and financing of new public educational facilities in the City of Buffalo, and to create,
coordinate efforts to enable compliance with, monitor and report on a program-wide
diversity plan as part of the reconstruction effort. The JSCB is comprised of the Mayor,
the City Comptroller, the Buffalo Schools Superintendent, one designee of the Common
Council, two designees of the Buffalo Board of Education and the State Regent for the
Eighth District of the City (who serves in an ex officio capacity). JSCB was named a
“covered organization” in Section 3851 of the Buffalo Fiscal Stability Authority Act.

By the end of the 2006-07 fiscal year, JSCB had completed improvements to nine
schools from Phase | and nearly completed thirteen Phase Il projects at an aggregate
cost of $326.9 million. Of this, $18.9 million has been approved by the State Education
Department as an adjustment to the maximum cost allowance (MCA) for Phase Il, and
is to be included in a new money financing for Phase IIl. All thirteen Phase Il schools
will be open for the school year beginning in September 2007, although the gymnasium
at School 304 (Hutch Tech) will not be completed until November 2007.

Phase Il Update

The following table summarizes progress as of June 30, 2007 for Phase II:
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Status of Phase Il Projects* Project Spent as Percent
($ in million) Cost of 6/30/07 Completed
School 6 $18.78 $18.78 100%
School 33 $13.63 $13.19 97%
School 37 $14.64 $14.64 100%
School 39 $20.03 $17.60 88%
School 69 $13.62 $13.62 100%
School 82 $10.66 $10.66 100%
School 90 $9.17 $9.17 100%
School 91 $14.10 $14.10 100%
School 94 $16.52 $16.52 100%
School 95 $27.65 $27.65 100%
School 192 $35.79 $31.88 95%
School 200 $36.66 $32.75 95%
School 394 $36.06 $30.75 91%
All High Stadium $6.62 $6.18 93%
Districtwide Technology $50.28 $28.84 57%
Energy Performance $9.25 $9.25 100%
Totals $326.89 $295.64 90%

* Including additional approved MCA to be funded through Phase IlI financing

Phase Il Update

Phase Il consists of nine schools, and energy and technology components. The
District is dividing the Phase IIl work into two sub-phases, due to insufficient maximum
cost allowance having been approved by the State Education Department (SED) for
several of the projects. Where current MCA levels are adequate, the District will
commence work on four schools, as well as the energy and technology components.
This Phase Il1A will cost approximately $162 million (i.e. the amount of project costs)
and will allow contractors currently completing Phase Il schools to begin work on the
next phase of the reconstruction project.

To initiate Phase 1ll, JSCB sold $180 million in 2007 premium insured bonds in August
2007 to cover project costs and expenses for Phase IlIA. Net interest cost of the issue
was 5.10 percent. Issuance costs, including underwriters’ discount and New York State
charges, were $4.1 million. The BFSA Board approved the financing in early August,
and BFSA staff actively participated in the pricing of the transaction.

Phase IlIA includes two high schools (Burgard and South Park), two elementary schools
(Hillary Park and Bennett Park Montessori), and energy and technology projects.

The School District and JSCB are reviewing options for Phase I1IB. One option,

assuming satisfactory market conditions, would be to supplement the funding with cash
harvested from a refinancing of Phases | and Il. This option would require a legislative
change from the State, since under current law any interest savings from a refinancing
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would accrue to SED and not JSCB. Another option could be value reengineering (e.g.
omitting certain components, such as replacement windows, or using lower-cost
components) of the schools in Phase 1lIB to try to reduce construction costs sufficiently
to meet the target. The District is hoping to avoid such changes if at all possible.

As currently planned, Phase 111B would include 2 high schools (City Honors and
Riverside), 3 elementary schools (Academy, International and Herman Badillo
Bilingual), energy and technology projects.
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