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May 6, 2015 
 
 
Board of Directors 
Nassau County Tobacco Settlement Corporation 
One West Street 
Mineola, NY 11501 
 
 
Attention: Board of Directors 
 
We are pleased to present this report related to our audit of the basic financial statements of Nassau 
County Tobacco Settlement Corporation (NCTSC) for the year ended December 31, 2014. This report 
summarizes certain matters required by professional standards to be communicated to you in your 
oversight responsibility for NCTSC’s financial reporting process. 
 
This report is intended solely for the information and use of the Board of Directors and management and 
is not intended to be, and should not be, used by anyone other than these specified parties. It would be 
our pleasure to respond to any questions you have about this report. We appreciate the opportunity to 
continue to be of service to NCTSC. 
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Required Communications 

Generally accepted auditing standards (AU-C 260, The Auditor’s Communication With Those Charged 
With Governance) require the auditor to promote effective two-way communication between the auditor 
and those charged with governance. Consistent with this requirement, the following summarizes our 
responsibilities regarding the basic financial statement audit as well as observations arising from our audit 
that are significant and relevant to your responsibility to oversee the financial reporting process. 
 

Area  Comments 
   

Our Responsibilities With 
Regard to the Financial 
Statement Audit 

 Our responsibilities under auditing standards generally accepted in 
the United States of America and Government Auditing Standards, 
issued by the Comptroller General of the United States, have been 
described to you in our arrangement letter dated January 13, 2015. 
Our audit of the financial statements does not relieve management or 
those charged with governance of their responsibilities which are also 
described in that letter. 

Overview of the Planned 
Scope and Timing of the 
Financial Statement Audit 

 We have issued a separate communication regarding the planned 
scope and timing of our audit and have discussed with you our 
identification of and planned audit response to significant risks of 
material misstatement.  

Accounting Policies and 
Practices 

 Adoption of, or Change in, Accounting Policies 
Management has the ultimate responsibility for the appropriateness of 
the accounting policies used by NCTSC. NCTSC did not adopt any 
significant new accounting policies, nor have there been any changes 
in existing significant accounting policies during the current period. 

  Significant or Unusual Transactions 
We did not identify any significant or unusual transactions or 
significant accounting policies in controversial or emerging areas for 
which there is a lack of authoritative guidance or consensus. 

  Management’s Judgments and Accounting Estimates 
Summary information about the process used by management in 
formulating particularly sensitive accounting estimates and about our 
conclusions regarding the reasonableness of those estimates is in the 
attached Summary of Significant Accounting Estimates. 
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Area  Comments 
   

Basis of Accounting  The basic financial statements were prepared on the assumption that 
NCTSC will continue as a going concern. During the audit we noted 
the following events or conditions that indicated there could be 
substantial doubt about NCTSC’s ability to continue as a going 
concern: 

 Payments with respect to the Series 2006 Bonds are dependent 
upon receipt of Tobacco Settlement Receipts (TSRs). The Series 
2006 Bonds are special obligations of NCTSC payable solely from 
the pledged revenues, the Senior Liquidity Reserve Account, and 
other funds and accounts as provided in the Indenture. NCTSC 
has no other assets available for the payment of the Series 2006 
Bonds. Failure to pay when due any interest on Senior Bonds or 
any Serial Maturity or Turbo Term Bond Maturity for Senior 
Bonds, among other things, will constitute an event of default. 

We evaluated the events and conditions and concluded that there 
was not substantial doubt about NCTSC’s ability to continue as a 
going concern for a reasonable period of time. 

Audit Adjustments  There were no audit adjustments made to the original trial balance 
presented to us to begin our audit. 

Uncorrected Misstatements  We are not aware of any uncorrected misstatements other than 
misstatements that are clearly trivial. 

Disagreements With 
Management 

 We encountered no disagreements with management over the 
application of significant accounting principles, the basis for 
management’s judgments on any significant matters, the scope of the 
audit, or significant disclosures to be included in the basic financial 
statements. 

Consultations With Other 
Accountants 

 We are not aware of any consultations management had with other 
accountants about accounting or auditing matters. 

Significant Issues 
Discussed With 
Management 

 Following is a description of significant issues arising from the audit 
that were discussed with management.  

 A correction of an error in previously issued financial statements 
was necessary to reclassify amounts historically recorded to net 
position balances to properly conform with accounting principles 
generally accepted in the United States of America (GAAP). The 
restatement allocates the restricted balance to unrestricted. The 
restricted investment balance was funded by debt proceeds and, 
therefore, there is no net position. The restatement has no effect 
on the statement of activities or other financial statements in prior 
years.   

Significant Difficulties 
Encountered in Performing 
the Audit 

 We did not encounter any significant difficulties in dealing with 
management during the audit. 
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Area  Comments 
   

Letter(s) Communicating 
Significant Deficiencies and 
Material Weaknesses in 
Internal Control over 
Financial Reporting 

 We have separately communicated a significant deficiency in internal 
control over financial reporting identified during our audit of the 
financial statements as required by the Government Auditing 
Standards. This communication is in our separate Report on Internal 
Control Over Financial Reporting and on Compliance and Other 
Matters Based on an Audit of Financial Statements Performed in 
Accordance With Government Auditing Standards dated May 1, 2015. 

Significant Written 
Communications Between 
Management and Our Firm 

 Copies of material written communications between our firm and the 
management of NCTSC, including the representation letter provided 
to us by management, are attached as Exhibit A. 
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Nassau County Tobacco Settlement Corporation 
Summary of Significant Accounting Estimates 
Year Ended December 31, 2014 
 
Accounting estimates are an integral part of the preparation of financial statements and are based upon 
management’s current judgment. The process used by management encompasses their knowledge and 
experience about past and current events and certain assumptions about future events. You may wish to 
monitor throughout the year the process used to determine and record these accounting estimates. The 
following describes the significant accounting estimates reflected in NCTSC’s December 31, 2014, basic 
financial statements. 
 

Estimate Accounting Policy 
Management’s 

Estimation Process 

Basis for Our 
Conclusions on 

Reasonableness of 
Estimate 

Investments Investments are stated 
at fair value. 

Management records 
investments at fair value 
based on the Trustee 
statements. 

McGladrey performed 
independent fair value 
testing of investment 
holdings as of 
December 31, 2014 and 
has concluded that 
management’s 
estimates are 
reasonable. 

Amortization of 
deferred outflows of 
resources – deferred 
loss on refunding and 
deferral of cost from 
purchase of Tobacco 
Settlement Receipts 
(TSRs) 

Deferred outflows of 
resources represent a 
consumption of net 
position that is 
applicable to future 
reporting period(s) and 
therefore will not be 
recognized as an 
outflow of resources 
(expense/expenditure) 
until that time. 
Recognition as 
expense/expenditure is 
achieved through 
amortization each year. 

The deferred loss on 
refunding is recognized 
as a component of 
interest expense over 
the shorter of the life of 
the refunded debt or 
refunding debt. 
 
The cost from purchase 
of future TSRs is being 
recognized in a 
systematic and rational 
manner over the 
duration of the purchase 
agreement. 

McGladrey has 
recalculated 
amortization expense 
and has concluded that 
management’s 
estimates are 
reasonable. 
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