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THE BUFFALO ECONOMIC RENAISSANCE CORPORATION

Balance Sheets

May 31, 2008 2007

Assets
Cash (Note 1) 11,156,961 11,002,379
Loans receivable, net (Note 2) 24,592,911 28,964,632
Grants receivable (Note 3) 2,442,505 1,652,915
Other receivables and prepaid expenses 239,207 140,389
Investments 200,000 200,000
Property and equipment, net (Note 4) 12,759,857 13,049,613

$ 51,391,441 § 55,009,928

Liabilities and Net Assets

Liabilities:
Accounts payable and accrued expenses $ 559,667 § 493,383
Notes payable (Note 5) 19,171,313 21,222,566
19,730,980 21,715,949
Net assets 31,660,461 33,293,979

$ 51,391,441 § 55,009,928

See accompanying notes. 2



THE BUFFALO ECONOMIC RENAISSANCE CORPORATION

Statements of Activities

For the years ended May 31, 2008 2007

Changes in unrestricted net assets:

Revenues and other support:

Grants $ 2,270,556 $ 3,495,272
Real estate rental 1,215,848 1,418,733
Interest income:
Notes 839,562 1,295,195
Investments 433,286 449 226
Other income and fees 84,551 279,632
Total unrestricted revenue and other support 4,843,803 6,938,058
Expenses:
Real estate rental 1,739,578 1,789,145
Lending and other assistance 711,986 568,798
Development projects 932,150 1,202,947
Business development grants 347,190 41,797
Business development 613,788 536,467
General and administrative 1,152,728 951,253
5,497,420 5,090,407
Provision for doubtful loans and loan forgiveness 979,901 417,949

6,477,321 5,508,356

Increase (decrease) in unrestricted net assets (1,633,518) 1,429,702
Net assets - beginning 33,293,979 31,864,277
Net assets - ending $ 31,660,461 § 33,293,979

See accompanying notes. 3



THE BUFFALO ECONOMIC RENAISSANCE CORPORATION

Statements of Cash Flows

For the years ended May 31, 2008 2007
Cash flows from operating activities:
Increase (decrease) in net assets (1,633,518) § 1,429,702
Adjustments to reconcile increase in net assets to net cash
flows from operating activities:
Provision for doubtful loans and loan forgiveness 979,901 417,949
Loss on sale of assets 74,052 -
Depreciation 589,758 571,964
Changes in other assets and liabilities:
Other receivables and prepaid expenses (98,818) 1,793
Grants receivable (1,535,990) (3,126,114)
Accounts payable and accrued expenses 66,284 42,063
Net cash flows for operating activities (1,558,331) (662,643)
Cash flows from investing activities:
Acquisition of property and equipment (607,513) (35,645)
Proceeds from sale of assets 233,459 -
Loans granted (1,162,509) (1,257,087)
Collections on loans 4,554,329 4,225,729
Net cash flows from investing activities 3,017,766 2,932,997
Cash flows from financing activities:
Proceeds from grant awards 746,400 3,629,713
Proceeds from issuance of notes payable 2,000,000 -
Repayment of notes payable (4,051,253) (2,567,543)
Net cash flows from (for) financing activities (1,304,853) 1,062,170
Net increase in cash 154,582 3,332,524
Cash - beginning 11,002,379 7,669,855
Cash - ending $ 11,156,961 § 11,002,379

See accompanying notes.



THE BUFFALO ECONOMIC RENAISSANCE CORPORATION

Notes to Financial Statements

1. Summary of Significant Accounting Policies:
Organization:

The Buffalo Economic Renaissance Corporation (the
Corporation) is a nonprofit local development corporation
formed to facilitate economic development and growth
within the City of Buffalo (the City).

The Corporation is responsible for the development,
management and implementation of a variety of
community economic development programs on behalf of
the City, including commercial lending, real estate
management and development, and other development
projects. The Corporation uses government grants to
assist businesses to secure the financing necessary to
expand operations through its revolving loan fund, and
acts as an agent for the City to invest governmental funds
in various other economic development activities. The
Corporation's  funding arises principally from grants
received from the City, primarily through the Buffalo
Urban Renewal Agency (BURA).

The Corporation is related to the City and the BURA
through common management.

Cash:

Cash in financial institutions in excess of federally insured
limits may subject the Corporation to concentrations of
credit risk at various times throughout the year. Therefore,
the Corporation places certain temporary cash investments
in financial institutions that pledge government securities
as collateral for cash held in excess of insurance. The
market value of the collateral held by the financial
institution at May 31, 2008 is $9,228,094.

Cash consists of grant funds, program income,
miscellaneous revenue and other funds received from
various federal and nonfederal sources. Substantially all
cash on hand is restricted for use in accordance with
specific funding source requirements.

Loans Receivable:

Certain agreements related to loans granted contain
revenue participation provisions whereby the Corporation
shares in a proportion of the income generated by a
project. 'The Corporation’s policy is to recognize such
income when collection is probable. No income related to
such provisions has been recognized in these financial
statements.

The Corporation uses the allowance method to compute
the provisions for loan forgiveness and doubtful loans.
Loans receivable are stated at the principal amount
outstanding, net of the allowance for doubtful loans and
allowance for loan forgiveness.

The allowance for doubtful loans is based on
management's determination of the amount of loan
principal expected to be uncollectible under the terms of
the various loan agreements, after evaluating current
economic conditions, historical collections, current
collection efforts and the financial condition of the loan
recipient. The allowance for loan forgiveness is based on
management's determination of the amount of loan
principal expected to be forgiven under the terms of the
various loan agreements.

Investments:

Investments in closely held companies are stated at cost
which approximates fair market value. The Corporation
also maintains an equity interest in a real estate
development project through a related entity, Renaissance
Infusion, LLC, of which the Corporation is the sole
member. This investment is stated at estimated fair value.

Grants:

The Corporation receives various governmental grants to
provide financing for development projects.  Special
project and general purpose government grants are
generally recorded as revenue when the grant is awarded.
Additionally, the Corporation records grant awards accounted
for as exchange transactions as refundable advances until the
related expenditures are incurred.

Grants awarded to other organizations are recorded as
expenses in the period the performance obligations are
fulfilled.
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Interest Receivable:

Interest on notes receivable is accrued when required by
the terms of the agreement, and management considers
that collection is probable, based on the current economic
condition of the borrower. As of May 31, 2008 and 2007,
interest has not been accrued on loans totaling $3,415,000.

Property and Equipment:

Property and equipment, consisting mainly of rental real
estate, is stated at cost or fair market value at the date of
donation, net of accumulated depreciation. Depreciation is
provided over the estimated useful lives of the assets.
Maintenance and repairs are charged to operations as
incurred; significant improvements are capitalized.

Development Projects:

Development projects are designed to further economic
growth in the City and are funded with cash flow generated
from loan repayments and grants designated for specific
projects.

Loan Repayments:

Community Development Block Grant (CDBG) loan
repayments (including interest thereon) are classified as
income that is restricted for program purposes (program
income) and, accordingly, can be used by the Corporation
to finance other eligible activities. Urban Development
Action Grant (UDAG) loan repayments (including interest
thereon) are classified as miscellaneous revenue and can be
used by the Corporation to finance other projects in
accordance with Title I of The Housing and Community
Development Act of 1974 (the Act). EDA Title IX loan
repayments can be retained by the Corporation and
expended in accordance with the original grant agreement.
All program income from funds received pursuant to
Section 108 of Title I of the Act (Section 108) are
restricted for the purpose of paying interest and principal
due on the Section 108 notes.

Income Taxes:

The Corporation is a 501(c)(4) organization exempt from
Federal income taxes under Section 501(a) of the Internal
Revenue Code. The Corporation believes it is no longer
subject to examination by Federal and State taxing
authorities for years prior to 2005.

Use of Estimates:

The preparation of financial statements in conformity with
accounting principles generally accepted in the United
States of America requires management to make estimates
and assumptions that affect the amounts reported in the
financial statements and accompanying notes.  Actual
results could differ from those estimates.

Reclassifications:

The financial statements for the year ended May 31, 2007
have been reclassified to conform with the presentation
adopted for 2008.

2. Loans Receivable:

Loans are granted directly by the Corporation to local
businesses to facilitate economic development in the City.
The loans bear interest at rates ranging from 0% to 13%,
and have varying repayment terms, including certain
provisions for forgiveness.

Receivables from BURA consist primarily of principal
balances on certain HUD 108 mortgages guaranteed by
BURA (Note 6).

2008 2007
General Programs $ 23,925,801 § 24,692,029
BURA 9,039,802 11,760,279
EDA Title IX 1,206,808 1,360,324
34,172,411 37,812,632
Less allowance for doubtful loans
and loan forgiveness 9,579,500 8,848,000

$ 24,592,011 $ 28964,632

At May 31, 2008 and 2007, the Corporation had loans of
approximately $10,520,000 which were impaired as defined
by Financial Accounting Standards Board Statement No.
114, “Accounting by Creditors for Impairment of a Loan.”

Following is a summary of the activity in the allowance for
doubtful loans and loan forgiveness account:

2008 2007
Balance, beginning of year $ 8,848,000 $ 9,558,000
Additions charged to operations 979,901 417,949
Reinstate loans - 475,000
Write-offs (248,401) (1,602,949)

Balance, end of year $ 9,579,500 $ 8,848,000




3. Grants Receivable:

2008 2007

BURA - CDBG $ 1,699,038 § 1,146,973
Federal Enterprise Community Zone 310,513 452,842
Economic Development Initiative 256,697 -
Other 176,257 53,100

$ 2,442,505 $ 1,652915
4. Property and Equipment:

2008 2007

Buildings and improvements $ 17,605,716 § 17,109,663
Land and improvements 2,185,394 2,485,581
Furniture and equipment 761,755 658,198

20,552,865 20,253,442
Less accumulated depreciation 7,793,008 7,203,829

$ 12,759,857 $ 13,049,613

5. Notes Payable:

2008 2007
HUD $ 15,329,764 $ 19,297,892
SBA 118,470 150,295
Financial institution 150,000 150,000
Term notes payable 1,572,079 1,623,379
Bank note payable 2,000,000 -
City of Buffalo 1,000 1,000

$ 19,171,313 § 21,222566

Note payable — SBA represents a loan from the U.S. Small
Business Administration with maximum borrowing
capacity of $250,000. The loan bears interest principally at
4.875% and has varying repayment terms.

Note payable - financial institution, entire principal balance
due January 2012, interest at 0% through January 2005 and
3% for the remainder of the term.

Term notes payable consist of a $1,200,000 and a $500,000
term note with a local financial institution. The $1,200,000
note bears interest at 7.18%, is payable in monthly
installments of principal and interest through March 2012
and is secured by certain real estate owned by the
Corporation. The $500,000 term note bears interest at
LIBOR plus 2.5%, with interest only payments through
May 1, 2006, payments of principal and interest through
March 2012 and is secured by real estate owned by the
Corporation. In addition, project reserve cash totaling
$388,740 is assigned as collateral.

Bank note payable is a $2,000,000 note, bearing interest at
4%, payable quarterly, with $1,000,000 principal payments
due October 2016 and 2017, unsecured.

HUD notes payable represent Section 108 funds borrowed
by the Corporation, primarily to provide long-term
mortgage loans to businesses to renovate and expand their
facilities. The notes are unsecured by the Corporation;
however, they are secured by the annual CDBG
entitlements of the City. Repayments are in annual
installments as determined by HUD. Interest is based on
the daily unpaid principal balance for each loan based on
the rates determined at the closing date, which currently
range from 6% to 9%.

Aggregate maturities of long-term debt subsequent to May
31, 2008 are:

2009 $ 2,514,106
2010 1,972,474
2011 1,460,270
2012 2,669,463
2013 1,265,000
Thereafter 9,290,000

$ 19,171,313

6. Pension Plan:

The Corporation maintains a defined contribution pension
plan covering substantially all employees. The Corporation
contributes a percentage of eligible compensation to the
plan annually. Total pension expense for the years ended
May 31, 2008 and 2007 was $168,000 and $157,000.

7. Rental Income:
The Corporation leases office and warehousing facilities to
various local businesses under the terms of noncancellable

operating leases.

Future minimum rentals to be received on all operating

leases are:
2009 $ 1,258,554
2010 966,642
2011 582,791
2012 475,647
2013 431,617

$ 3,715,251




8. Commitments and Contingencies:
Other Contingencies:

The Corporation is a recipient of numerous Federal and
State governmental grants. These grants are administered
by various agencies, and are subject to compliance and
financial audits by the respective agencies administering
the grant. Management of the Corporation believes that
they have substantially complied with the rules and
regulations as specified under the grant agreements as well
as the rules and regulations of the respective agency for
each grant.

Essentially all operations of the Corporation are funded
with governmental grants. As such, the resource provider
may hold a reversionary interest in certain assets of the
Corporation in the event of disposition. In addition,
BURA has provided funding for the repayment of certain
HUD Section 108 liabilities and may be reimbursed in the
future to the extent required by law.

The Corporation is involved in various legal proceedings
which, in the opinion of management, will not have a
material adverse effect upon the financial position of the
Corporation.



THE BUFFALO ECONOMIC RENAISSANCE CORPORATION

Additional Information
Schedule of Real Estate Revenues and Expenses

For the year ended May 31, 2008 (with summarized comparative

totals for the year ended May 31, 2007) 2008 2007
Commercial ~ William Market Buffalo River Rock
Industrial Gaiter ~ William  Arcade Market  Free Trade Can.Am  Industrial
Land Buffalo  Street ~ Complex  Arcade  Complex Building Incubator
Development Incubator Incubator (MAC) Apartments (BFTC.I) (BFTCII) (RRII) 602 Porter

Revenues:
Rental revenue $ - $94,579 $ 278 $292,736 $ 38,862 $332,525 $268,895 $122,398 $ - $1,150,273  $1,290,941
Late fees - 1,558 - - 410 1,598 1,885 - - 5,451 16,203
Chargebacks - 210 - 1,974 515 4,428 10,439 41,874 - 59,440 107,532
Tenant buildouts - 540 - 144 - - - - - 684 4,057
- 96,887 278 294,854 39,787 338,551 281,219 164,272 - 1,215,848 1,418,733

Expenses:
General and administrative 3,343 36,639 - 108,997 22,848 89,371 71,444 68,522 14,993 416,157 455,824
Maintenance and repairs 4,390 22,795 - 96,778 34,248 58,404 45,894 49,383 10,567 322,459 327,652
Utilities - 4,325 - 155,037 11,992 54,756 113,171 77,869 - 417,149 431,502
Depreciation - 73,026 - - 20,748 247,073 124,840 83,192 - 548,880 543,164
Miscellaneous - - - 21,582 7,872 - 140 433 - 30,027 24,898
Real estate taxes 81 - - - 4,825 - - - - 4,906 6,105
7,814 136,785 - 382,394 102,533 449,604 355,489 279,399 25,560 1,739,578 1,789,145

Excess (deficiency) of revenues over
expenses $ (7,814) $(39,898) $ 278 $(87,540) $ (62,746) $(111,053) $(74,270) $(115,127) $(25,560) $(523,730) $ (370,412)
Total revenues, year ended May 31, 2007 $ 30,000 $ 97,798 $ 3,060 $405,794 $ 97,381 $ 325291 $309,608 $ 149,801 $ - $1,418,733
Total expenses, year ended May 31, 2007 17,451 142,187 - 377,446 73,962 450,208 392,708 311,221 23,962 $1,789,145
Excess (deficiency) of revenues over

expenses, year ended May 31, 2007 $ 12,549 §$(44,389) $ 3,060 $ 28348 § 23419 $(124,917) $ (83,100) $(161,420) $ (23,962) $ (370,412)

See independent anditor's report. 9



THE BUFFALO ECONOMIC RENAISSANCE CORPORATION

Additional Information

Schedule of Expenditures of Federal Awards
For the year ended May 31, 2008

See Independent Auditor's Report

CFDA
Federal Grantor/Pass-through Grantor/ Program Title Number Expenditures
Small Business Administration:
Microloan Program 59.046 $ 37,607
U.S. Department of Housing and Urban Development:
Passed through the City of Buffalo:
Community Development Block Grants/Entitlement Grants 14.218 8,788,461
Community Development Block Grants_Section 108 Loan 14.248 904,936
Guarantees
U.S. Department of Commerce:
Passed through the Erie County Industrial Development
Agency:
Economic Adjustment Assistance 11.307 97
U.S. Department of Health and Human Services:
Passed through the Federal Enterprise Community of
Buffalo:
Federal Enterprise Community Zone Program 93. XXX 35,983
$ 9,767,084
See accompanying notes. 10



THE BUFFALO ECONOMIC RENAISSANCE CORPORATION

Notes to Schedule of Expenditures of Federal Awards

1. Summary of Significant Accounting Policies:

Basis of Presentation:

The accompanying Schedule of Expenditures of Federal Awards presents the activity of the federal awards
programs administered by The Buffalo Economic Renaissance Corporation (the Corporation), an entity as defined
in Note 1 to the Corporation’s financial statements. Federal awards received directly from federal agencies, as well

as federal awards passed through from other government agencies, are included on the Schedule of Expenditures of
Federal Awards.

Basis of Accounting:

The basis of accounting varies by federal program consistent with the underlying regulations pertaining to the
program.

The amounts reported as federal expenditures were generally obtained from the appropriate federal financial reports
for the applicable program and periods. The amounts reported in these federal financial reports are prepared from

records maintained for each program, which are periodically reconciled with the Corporation’s financial reporting
system.

2. Cash Receipts:

Cash received during the year ended May 31, 2008 is:

CDBG EDA FECZ SBA
Loan repayments $ 1,587,616 § 204,648 $ 39,066 $ 25915
Investment income 84,978 54,219 24,813 244
Capital received 5,031,288 - - -
Rental income 1,199,147 -

$ 7903029 § 258867 $ 63,879 § 26,159

11



3. Loans Receivable:

At May 31, 2008, the Corporation was administering loans, as follows:

CFDA
Number Amount

Community Development Block Grants/ Entitlement Grants 14.218 $ 19,023,438
Economic Adjustment Assistance 11.307 1,206,808
Federal Enterprise Community Zone Program 93.XXX 89,614
Microloan Program 59.046 75,235
Urban Development Action Grants 14.221 1,749,145
Buffalo Utban Renewal Agency (BURA) N/A 9,039,802
Non-federal loans N/A 2,988,369

34,172,411
Less allowance for doubtful loans and loan forgiveness 9,579,500

$ 24,592,911






Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Corporation’s financial statements are free of material
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts, and grant
agreements, noncompliance with which could have a direct and material effect on the determination of financial
statement amounts. However, providing an opinion on compliance with those provisions was not an objective of
our audit, and accordingly, we do not express such an opinion. The results of our tests disclosed instances of
noncompliance or other matters that are required to be reported under Government Anditing Standards and which are
described in the accompanying schedule of findings and questioned costs as items [2008-01].

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

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

Buffalo, the Buffalo Urban Renewal Agency, and federal awarding agencies and pass-through entities, and is not
intended to be and should not be used by anyone other than these specified parties.

July 21, 2009
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A control deficiency in an entity’s internal control over compliance exists when the design or operation of a control
does not allow management or employees, in the normal course of performing their assigned functions, to prevent
or detect noncompliance with a type of compliance requirement of a federal program on a timely basis. A
significant deficiency is a control deficiency, or combination of control deficiencies, that adversely affects the
entity’s ability to administer a federal program such that there is more than a remote likelihood that noncompliance
with a type of compliance requirement of a federal program that is more than inconsequential will not be prevented
or detected by the entity’s internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in more than a
remote likelihood that material noncompliance with a type of compliance requirement of a federal program will not
be prevented or detected by the entity’s internal control.

Our consideration of internal control over compliance was for the limited purpose described in the first paragraph
of this section and would not necessarily identify all deficiencies in internal control that might be significant
deficiencies or material weaknesses. We did not identify any deficiencies in internal control over compliance that
we consider to be material weaknesses, as defined above.

This report is intended solely for the information and use of the management, the Board of Directors, the City of
Buffalo, the Buffalo Urban Renewal Agency, and federal awarding agencies and pass-through entities, and is not
intended to be and should not be used by anyone other than these specified parties.

July 21, 2009
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THE BUFFALO ECONOMIC RENAISSANCE CORPORATION

Schedule of Findings and Questioned Costs

For the year ended May 31, 2008

Section L SUMMARY OF AUDITORS’ RESULTS

Financial Statements

Type of auditors’ report issued: Unqualified

Internal control over financial reporting:

e Material weakness(es) identified? Yes [2008-01]
e Significant deficiency(ies) identified that are not considered to

be material weaknesses? None reported
Noncompliance material to financial statements noted? No
Federal Awards

Internal control over major programs:

e Material weakness(es) identified? No
e Significant deficiency(ies) identified that are not considered to

be material weakness(es)? None reported
Type of auditors’ report issued on compliance for major programs: Unqualified

Any audit findings disclosed that are required to be reported in
accordance with section 510(a) of Circular A-133? No

Identification of major programs:

CFDA

Number Anrount Name of Federal Program or Cluster

14.218 $8,788,461 Community Development Block Grants/Entitlement Grants
Dollar threshold used to distinguish between type A and type B programs: $300,000
Auditee qualified as low-risk auditee? Yes
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Section II.

2008-01

Section III.

FINANCIAL STATEMENT FINDINGS:

Condition:

Criteria:

Effect:

Recommendation:

Management’s Response:

FEDERAL AWARD FINDINGS:

No matters to be reported.

The Corporation experienced turnover in several key
positions including the President, Director of Finance, and
Legal Counsel, resulting in reduced management and
accounting personnel, as well as a substantial loss of
institutional knowledge. Consequently, key internal control
procedures over financial reporting were not performed
timely.

The Corporation is responsible for the design and operation
of effective internal controls over financial reporting,

Significant delays were encountered to gather information and
reconcile accounts, which resulted in the lack of timely and
accurate financial reporting, and a material weakness in
internal control.

Management should prepare reconciliations timely and make
the preparation of accurate financial information a priority.
We recommend the Corporation assign responsibility for the
monthly reconciliation of all significant general ledger
accounts to qualified, propetly trained personnel.  Such
reconciliations should be propetly documented and approved
by a responsible official.

Management recently hired a new Chief Financial Officer
who will be responsible for the design and operation of
effective internal controls over financial reporting,

18



THE BUFFALO ECONOMIC RENAISSANCE CORPORATION

Summary Schedule of Prior Audit Findings

No findings were reported in the prior year and as such, no corrective action plan is needed.

19





