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| ndependent Report of Auditor

To the City Council
City of Jamestown, New Y ork

| have audited the accompanying financial statements of the governmental activities, the business-type
activities, each major fund and the aggregate remaining fund information of the City of Jamestown, New
Y ork as of and for the year ended December 31, 2005 which collectively comprisethe City’ sbasic financial
statements aslisted in the table of contents. These financial statements are the responsibility of the City of
Jamestown, New York’s management. My responsibility is to express an opinion on these financial
statements based on my audit. | did not audit the financial statements of the Board of Public Utilitieswhich
is included in the Business-type activities section of the Government-wide financial statements. Those
financial statementswere audited by other auditorswhose reports thereon has been furnished to me, and my
opinion, insofar asit relatesto the amounts included for the Board of Public Utilities, is based solely on the
reports of the other auditors.

I conducted the audit in accordance with auditing standards generally accepted in the United States of
Americaand thestandardsapplicabl eto financial auditscontainedin Government Auditing Sandards, issued
by the Comptroller Genera of the United States. Those standards requirethat | plan and perform the audit
to obtain reasonabl e assurance about whether thefinancia statements are free of material misstatement. An
audit includes examining, on atest basis, evidence supporting the amounts and disclosure in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made
by management, as well as evaluating the overall financial statement presentation. | believe that my audit
provides a reasonable basis for my opinion.

In my opinion, based on my audit and the report of other auditors, thefinancial statements referred to above
present fairly, in all material respects, the respective financial position of the governmental activities, the
business-type activities, each mgjor fund and the aggregate remaining fund information of the City of
Jamestown, New Y ork as of December 31, 2005 and the respective changesin financial position, and, where
applicable, cash flows thereof for the year then ended in conformity with accounting principles generally
accepted in the United States of America.

In accordance with Government Auditing Standards, | have also issued my report dated July 31, 2006, on
my consideration of the City of Jamestown, New Y ork’ sinternal control over financial reportingand my tests
of its compliance with certain provisions of laws, regulations, contracts and grant agreements and other
matters. The purpose of that report is to describe the scope of my testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on theinternal control
over financial reporting or on compliance. That reportisanintegral part of an audit performedin accordance
with Government Auditing Standards and should be considered in ng the results of my audit.

The management’ s discussion and analysis on pages 3 through 11 and budgetary comparison information
on page 43, are not a required part of the basic financial statements but are supplementary information
required by accounting principlesgenerally accepted in the United States of America. | haveapplied certain
limited procedures, which consisted principally of inquiries of management regarding the methods of
measurement and presentation of the supplementary information. However, | did not audit the information
and express no opinion on it.
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My audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the City of Jamestown, New York’s basic financial statements. The combining fund financial
statements are presented for purposes of additional analysis and are not a required part of the basic financial
statements. The accompanying Schedule of Expenditures of Federal Awards is presented for purposes of
additional analysis as required by U.S. Office of Management and Budget Circular A-133, Audits of States,
Local Governments, and Non-Profit Organizations, and is also not a required part of the basic financial
statements of the City of Jamestown, New York. The combining fund financial statements and the Schedule
of Expenditures of Federal Awards have been subjected to the auditing procedures applied in the audit of
the basic financial statements, and, in my opinion, are fairly stated in all material respects in relation to the
basic financial statements taken as a whole.

»4 J’M chrl.c.

JOHN S. TRUSSALO, CPA, P.C.

July 31, 2006




CITY OF JAMESTOWN, NEW YORK

MANAGEMENT’SDISCUSSION AND ANALYSIS
YEAR ENDED DECEMBER 31, 2005

This discussion and analysis of the City of Jamestown, New York’s financial performance provides an
overview of the City’s financial activities for the year ended December 31, 2005. Please read it in
conjunction with the basic financial statements and the accompanying notes to those financial statements.

FINANCIAL HIGHLIGHTS

* The net assets of the City’s governmenta activities included in the Government-wide financial
statements increased $550,264 or 3% to $19,495,281. Revenues from governmental activities totaled
$30,945,485 for 2005 compared to $29,309,981 for 2004. Expenditures for governmental activities
totaled $30,395,221 for 2005 compared to $28,403,082 for 2004.

» The fund balance of the City’s General Fund included in the Fund financial statements increased
$149,677 to $1,669,101 as of December 31, 2005 compared to a fund balance of $1,519,424 as of
December 31, 2004.

THE FINANCIAL STATEMENTS

Thefinancial statements presented herein include all of the activities of the City of Jamestown, New Y ork
(City) using the integrated approach as prescribed by GASB No. 34.

The Government-wide financial statements present the financial picture of the City from the economic
resources measurement focus using the accrual basis of accounting. They present governmental activities
and business-type activities separately. These statements include all assets of the City (including
infrastructure) aswell asal liabilities (including long-term debt). Additionally, certain eliminations have
occurred as prescribed by the statement in regards to inter-fund activity, payables and receivables.

TheFund financial statementsinclude statementsfor each of thethree categoriesof activities- governmental,
business-type and fiduciary. The governmental activities are prepared using the current financial resources
measurement focus and the modified accrual basis of accounting. The business-type activitiesare prepared
using the economic resources measurement focus and the accrual basis of accounting. The fiduciary
activities are agency funds, which only report a balance sheet and do not have a measurement focus.
Reconciliation of the Fund financia statements to the Government-wide financial statements are provided
to explain the differences created by the integrated approach.

OVERVIEW OF THE FINANCIAL STATEMENTS

Government-wide Financial Statements

Statement of Net Assets and the Statement of Activities and Changes in Net Assets

The Statement of Net Assets and the Statement of Activities and Changesin Net Assets report information
about the City as awhole and about its activities. These statements include all assets and liabilities of the
City using the accrua basis of accounting, which is similar to the accounting used by most private-sector
companies. All of the current year’ s revenues and expenses are taken into account regardless of when cash
isreceived or paid.

Thesetwo statementsreport the City’ snet assetsand changesinthem. Net assetsarethedifferencesbetween
assets and liabilities, which is one way to measure the City’ s financial health, or financial position. Over
time, increases or decreases in the City’s net assets are one indicator of whether its financial hedth is
improving or deteriorating. Other factors to consider are changes in the City’s property tax base and the
condition of the City’ sroads.
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In the Statement of Net Assets and the Statement of Activities and Changes in Net Assets, we separate the
activities of the City asfollows:

Governmental activities

Most of the City’ s basic services are reported in this category, including General Government, Fire,
Police, Public Works, Parks, Recreation and Community Services. Property and sal estaxes, user fees,
interest income, franchise fees, and state and federal grants finance these activities.

Business-type activities

The City chargesafeeto customersto cover all or most of the cost of certain servicesit provides. The
City's Electric, Water, Wastewater, Sanitation, and District Heat activities are reported in this
category.

Fund Financial Statements

The fund financial statements provide detailed information about the most significant funds - not the City
asawhole. Somefundsarerequired to be established by State Statute, while other funds are established by
the City to help manage money for particular purposes and compliance with various grant provisions.

Governmental Funds

Most of the City’ s basic services are reported in the governmental funds, which focus on how money flows
into and out of those funds and the balances | ft at year end available for spending in future periods. These
fundsarereported using an accounting method called modified accrual accounting, which measurescash and
other financial assets that can readily be converted to cash. The governmental fund statements provide a
detailed short-term view of the City’s general government operations and the basic services it provides.
Governmental fund information helps you determine whether there are more or fewer financia resources
available to spend in the near future to finance the City’s programs. The differences of results in the
Governmental fund financial statementsto thosein the Government-widefinancial statementsare explained
in areconciliation schedule following each Governmental fund financial statement.

Proprietary Funds

When the City charges customersfor the servicesit provides, whether to outside customers or to other units
of the City, these services are generally reported in proprietary funds. Proprietary funds are reported in the
same way that all activities are reported in the Statement of Net Assets and the Statement of Revenues,
Expenses, and Changesin Fund Net Assets. Infact, the City’ senterprisefunds are the same asthe business-
type activities reported in the government-wide statements but provide more detail and additional
information, such as cash flows, for proprietary funds.

Fiduciary Funds

TheCity isthetrustee, or fiduciary for certain fundsheld on behalf of the Recreation Department Trust. The
City’s fiduciary activities are reported in separate Statements of Fiduciary Net Assets and Changes in
Fiduciary Net Assets. Weexcludetheseactivitiesfromthe City’ sother financial statementsbecausethe City
cannot usethese assetsto financeitsoperations. The City isresponsiblefor ensuring that the assetsreported
in these funds are used for their intended purposes.

Notes to Financial Satements

The notes provide additional information that is essential to afull understanding of the data provided in the
Government-wide and Fund financial statements.
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Other Information

In addition to the basic financial statements and accompanying notes, this report also presents certain
required supplementary information including budgetary comparison schedules for the general fund.

GOVERNMENT-WIDE FINANCIAL ANALYSIS

The net assets for the City of Jamestown, New Y ork, as awhole, totaled $112,473,415 as of December 31,
2005 and $113,277,696 as of December 31, 2004, a decrease of $804,281. This decrease of $804,281
resulted from the change in net assets as recorded in the Statement of Activities and flows through the
Statement of Net Assets. Program expenses by function, general revenues by major source, excess and/or
deficiency of revenues over expenses and total assets are presented in the Statement of Activities and

Changesin Net Assets..

The City’s combined Net Assets for the years ended December 31, 2005 and 2004 were as follows:

Governmental Activities Business-type Activities Total
2005 2004 2005 2004 2005 2004

Assets
Current and other assets $13,166,991 $20,975,022 $ 16,161,964 $ 13,065,746 $ 29,328,955 $ 34,040,768
Capital assets 27,869,707 19,184,010 130,994,736 132,549,388 158,864,443 151,733,398

Total assets $41,036,698 $40,159,032 $147,156,700 $145,615,134 $188,193,398 $185,774,166
Liabilities
Long-term debt $17,701,121 $17,570,143 39,789,000 37,424,047 57,490,121 54,990,190
Other liabilities 3,840,296 3,643,872 14,389,566 13,858,408 18,229,862 17,502,280

Total liabilities 21,541,417 21,214,015 54,178,566 51,282,455 75,719,983 72,496,470
Net Assets
Investment in capital assets,

net of related debt 13,832,209 12,171,013 91,205,736 94,555,412 105,037,945 106,726,425
Restricted 7,161,039 7,931,541 - - 7,161,039 7,931,541
Unrestricted (1,497,967) _ (1,157,537) 1,772,398 (222,733) 274431 (1,380,270)

Total net assets 19,495,281 18,945,017 92,978,134 94,332,679 112473415 113,277,696

Total Liabilities and Net Assets

$41,036,698 $40,159,032 $147,156,700 $145,615,134 $188,193,398 $185,774,166

Net Asset Analysis - Overall

Total net assetstotaled $112,473,415 as of December 31, 2005 of which $105,037,945 (93.39%) represents
the City’ sinvestment in capital assets net of related debt used to acquire those assetsthat isstill outstanding.
The City uses capital assets to provide services, consequently, these assets are not available for future
spending. Although the City’s investment in its capital assetsis reported net of related debt, it should be
noted that the resources needed to repay this debt must be provided from other sources, since the capital
assets themsel ves cannot be used to liquidate these liabilities.

Net Asset Analysis - Governmental Activities

The City’s net assets from governmental activities increased $550,264 or 3% to $19,495,281. Invested in
capital assets net of related debt increased $1,661,196 or 14% to $13,832,209. Restricted net assets
decreased $770,502 or 10% to $7,161,039 as a result of reclassification of assets as reserved for specific
projects and programs. Unrestricted net assets were at a deficit of $1,497,967 as of December 31, 2005
comparedto adeficit of $1,157,537 asof December 31, 2004. Theincreased deficitin unrestricted net assets
was primarily due to the costs associated with compensated absences for employees and required funding
for the NY S Police and Fire Retirement System.
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GOVERNMENT-WIDE FINANCIAL ANALYSIS (Cont’d)

Net Asset Analysis - Business-type Activities

The City’ s net assets from business-type activities decreased $1,354,545 or 1% t0 $92,978,134. Invested in
Capital assets, net of related debt decreased $3,349,676 or 4% to0 $94,555,412. Unrestricted net assetstotaled
$1,772,398 as of December 31, 2005 compared to adeficit of $222,733 asof December 31, 2004, anincrease

of $1,995,131.

Analysis of Changes in Net Assets

The change in the City’s net assets for governmental activities and business-type activities for the years
ended December 31, 2005 and 2004 is summarized below:

Governmental Activities Business-type Activities Total
2005 2004 2005 2004 2005 2004

Revenues:
Program revenues:

Charges for services $ 1,938,445 $ 1,843,772 $45570,663 $45,961,047 $ 47,509,108 $ 47,804,819

Operating grant/contributions 2,903,652 2,878,006 - - 2,903,652 2,878,006

Capital grants/contributions 773,540 937,066 - - 773,540 937,066
Genera revenues:

Real property taxes 11,592,805 11,130,695 - - 11,592,805 11,130,695

Sales tax 5,124,484 4,981,340 - - 5,124,484 4,981,340

Board of Public Utilities 3,275,153 3,193,504 - - 3,275,153 3,193,504

Investment earnings 548,543 362,184 129,820 84,228 678,363 446,412

State Aid 3,733,560 3,239,611 - - 3,733,560 3,239,611

Other 1,055,303 743,803 - - 1,055,303 743,803

Tota revenues 30,945,485 _ 29,309,981 _45,700,483 _46,045,275 76,645,968 _ 75,355,256
Expenses:
Genera support 4,476,329 4,313,384 - - 4,476,329 4,313,384
Education - 299,982 - - - 299,982
Public safety 9,685,689 9,554,133 - - 9,685,689 9,554,133
Public improvements/projects 446,302 360,469 - - 446,302 360,469
Transportation and streets 1,847,664 1,683,371 - - 1,847,664 1,683,371
Culture and recreation 1,891,622 1,798,870 - - 1,891,622 1,798,870
Home and community service 3,865,556 3,138,294 - - 3,865,556 3,138,294
Employee benefits 7,410,445 6,745,963 - - 7,410,445 6,745,963
Interest expense 771,614 508,616 1,909,592 2,078,303 2,681,206 2,586,919
Utility operations - - 45145507 44,977,657 45145507 _ 44,977,657
Total expenses 30,395,221 28,403,082 _47,055,099 _47,055,960 77,450,320 _ 75,459,042

Changein net assets 550,264 906,899 (1,354,616)  (1,010,685) (804,352) (103,786)
Net assets, beginning of year 18,945,017 18,038,118 95,332,679 95,343,349 113,277,696 113,381,467
Other adjustments - - 71 15 71 15

Net assets, end of year

$19495281 $18,945017 $92,978134 $94,332,679 $112473415 $113,277,696

Governmental Activities

Revenues from the City’ s governmental activities totaled $30,945,485 for 2005 compared to $29,309,981
for 2004. Revenues for 2005 were comprised of the following: property tax revenue (37%), sales tax
revenue (17%), State aid revenue (12%) and Board of Public Utilities paymentsinlieu of tax revenue (11%).

The cost of all governmental activities totaled $30,395,221 for 2005 compared to $28,403,082 for 2004.

The City’ s programs for governmental activities include General Government, Fire, Police, Public Works,
Community Development, and Parks and Recreation.

-6
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Busi ness-type Activities

The business-type activities include Electric, Water, Waste Water, Sanitation, and District Heat services.

As shown in the Statement of Activities and Changes in Net Assets, the amounts paid by users totaled
$45,570,066 for 2005 and $45,961,047 for 2004. Investment earningstotaled $129,820for 2005 and $84,228
for 2004. Thecost of all Proprietary (Business-type) activitiestotal ed $47,055,099 for 2005 and $47,055,960
for 2004.

LONG-TERM LIABILITIES

Governmental Activities

Long-term liabilitiesincluded in the City’ sgovernmental -activitiestotaled $17,701,121 as of December 31,
2005 and $17,570,143 as of December 31, 2004; anet increase of $130,978. Asof December 31, 2005, long-
term liabilities were comprised of the following: General Obligation Bonds $4,970,000; Notes payable to
Board of Public Utilities $1,238,898; Bond anticipation notes payable $1,085,000; Compensated absences
$1,608,423; Obligations under capital |ease $7,828,600; Notes payable to NY S Police and Fire Retirement
System $970,200.

During the year ended December 31, 2005, the City entered into a$7,810,000 capital |ease arrangement for
the Cherry Street and Second Street parking ramps; refinanced a $750,000 bond anticipation note used to
facilitatethe City’ s property re-eval uation project; issued a$335,000 bond anticipation noteto fund parking
lotsand meters; repaid a$8,250,000 bond antici pati on notewhich had been used to facilitate the construction
and renovation to the Cherry and Second Street parking ramps and other parking lots throughout the City;
borrowed $401,174 to fund the 2005 required contribution to the NY S Police and Retirement System; and
the liability for compensated absences increased $140,508. Detailed information regarding long term
liabilities isincluded in the notes to the basic financial statements.

Under current state statutes, the City’ sgeneral obligation bonded debt issues are subject to alegal limitation
based upon 7% of the average of the total value of real property for the past five years. At December 31,
2005 the City’s general obligation debt, including statutory exclusions, was at 32.51% of the legal limit.
Detailed information regarding the statutory debt limit is included in the notes to the basic financial
statements.

Business-type Activities

Long-term liabilitiesincluded in the City’ s business-type activities totaled $39,789,000 as of December 31,
2005 and $37,424,047 as of December 31, 2004; a net increase of $2,364,953. Detailed information
regarding long term liabilitiesisincluded in the notes to the basic financial statements.

CAPITAL ASSETS

Governmental Activities

Asof December 31, 2005, the City’ sgovernmental -activitiesmaintained $27,869,707 in capital assets (Cost
$45,224,670 |less accumul ated depreciation of $17,354,963) compared to $19,184,101 as of December 31,
2004. Current year capital additions of $10,684,788 werefor thefollowing: infrastructure (including roads,
sidewalks, and stormsewers) $1,741,067; buil dingsand structures $8,523,568; equi pment $398,274; vehicles
$21,879. The additions to buildings and structures includes $7,810,000 for the Cherry and Second Street
Parking Ramps acquired via a capital lease arrangement. Depreciation expense totaled $1,516,515 for the
year ended December 31, 2005 and $1,265,107 for the year ended December 31, 2004. Detailed information
regarding capital asset activity isincluded in the notes to the basic financial statements.
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CAPITAL ASSETS (Cont’'d)

Business-type Activities

Asof December 31, 2005, the City’ sbusi ness-type activitiesmaintained $130,994,736 in capital assets (Cost
$209,788,954 | ess accumul ated depreciation of $78,794,218) compared to $132,549,388 as of December 31,
2004. Current year capital additions of $4,962,814 were for the following: construction in progress
$1,791,293; Municipal Electric Division $2,005,271; Waste Water Division $270,397; Water Division
$750,354; Solid Waste Division $13,027; District Heat Division $132,472. Depreciation expense totaled
$6,770,145 for the year ended December 31, 2005 and $6,155,001 for the year ended December 31, 2004.
Detailed information regarding capital asset activity isincludedin the notesto the basic financial statements.

THE CITY'SGOVERNMENTAL FUNDS

The City’ s governmental funds reported a combined fund balance of $8,685,772 as of December 31, 2005
(as presented on the balance sheet on page 14) and $16,495,483 as of December 31, 2004; a decrease of
$7,809,711. The schedule below indicates the fund balance and the net increase/decrease in fund balances
as of and for the years ended December 31, 2005 and 2004.

Fund Balance Fund Balance Increase

2005 2004 (Decrease)

General fund $ 1,669,101 $ 1,519,424 $ 149,677
Capital fund 1,743,256 9,527,137 (7,783,881)
Specia revenue fund 5,273,415 5,448,922 (175,507)
Total $ 8,685,772 $16,495,483 $(7,809,711)

General Fund

The change in the City’s General fund balance for the year ended December 31, 2005 and 2004 follows:

2005 2004
Revenues and Other Sour ces:
Real property taxes $11,600,259 $11,144,627
Real property tax items 252,859 195,099
Non-property tax items 5,672,517 5,524,360
Departmental income 799,527 750,880
Intergovernmental charges 106,846 104,059
State aid 4,486,009 4,081,623
Sale of property/compensation for loss 215,000 217,550
Board of Public Utilities (PILOT) 3,275,153 3,193,504
Use of money and property 178,462 103,654
Other revenue 530,245 365,636
Proceeds from issuance of debt 401,174 618,174
Inter-fund transfersin 170,000 63,000
Total revenues 27,688,051 26,362,166
Expenditures:
General government support 3,312,064 3,116,730
Education - 299,982
Public safety 9,427,296 9,392,861
Streets 2,495,272 2,064,376
Culture and recreation 1,859,908 1,724,938
Home and community services 681,593 650,500
Capital outlays 639,000 671,367
Employee benefits 7,395,808 6,740,679
Debt service - Principal 992,726 886,739
Debt service - Interest 734,707 506,151
27,538,374 26,054,323
Excess of revenues over expenditures 149,677 307,843
Fund balance, beginning of year 1,519,424 1,211,581
Fund balance, end of year $ 1,669,101 $ 1519424
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General Fund (Cont’'d)

Genera Fund revenues totaled $27,688,051 for 2005 and $26,362,166 for 2004. Increased revenues of
$1,325,885 for 2005 was primarily the result of increased real property taxes and items of $513,392; state
aid $404,386; Board of Public Utilities (PILOT) payments of $81,649.

Expenditurestotaled $27,538,374 for 2005 and $26,054,323 for 2004. Increased expendituresof $1,484,051
was primarily the result of the following: debt service principal and interest $334,543; employee benefits
including health and retirement costs $655,129.

General Fund Budgetary Highlights

TheCity’ sbudget isprepared in accordancewith New Y ork State law and i sbased upon the modified accrual
basis of accounting. The most significant budgeted fund is the General Fund.

For 2005, the City appropriated $321,000 of its 2004 fund balance. During the year, general fund revenues
and other sources exceeded budget by $405,053 while expenditures were $65,624 less than budgeted. As
aresult, the City’s fund balance as of December 31, 2005 is $470,677 higher than budgeted. The 2005
Genera Fund final expenditure budget totaled $27,603,998 compared to a 2004 final expenditure budget of
$26,165,034. The 2005 final expenditure budget included a supplementary increase of $836,338 from the
original approved budget and is detailed in the notesto the basic financial statements. Other appropriations
required changes in functional categories due to spending patterns. A detailed budgetary comparison to
actual is provided in on page 43.

Capital Fund
The change in the City’s Capital fund balance for the years ended December 31, 2005 and 2004 follows:

2005 2004
Revenues and Other Sour ces:
Proceeds from issuance of debt $ 1,085,000 $ 1,858,000
General fund appropriations 639,000 682,502
Refund of prior year expenditures - 619,474
Use of money and property 169,044 92,049
State aid 21,091 -
Other revenue 11,267 17,894
Total revenues 1,925,402 3,269,919
Expenditures and Other Uses:
Debt service - Principal 8,250,000 -
Capital outlay 1,289,283 1,575,761
Transfer out to General Fund 170,000 63,000
9,709,283 1,638,761
Excess (deficiency) of revenues over expenditures (7,783,881) 1,631,158
Fund balance, beginning of year 9,527,137 7,895,979
Fund balance, end of year $1,743,256 $9,527,137
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Capital Fund (Cont’d)

The decrease in Capital fund revenues of $1,344,517 was primarily the result of borrowing $773,000 less
in 2005 than in 2004; refund of ramp expenditures of $619,474 received in 2004 and $0in 2005. For theyear
ended December 31, 2005, capital expenditures totaled $1,289,283 and were comprised of the following:

Street resurfacing, construction, curb and

gutter, sidewalk and storm sewer $ 538,499
City wide reassessment 301,592
Park improvements 235,994
Parking ramp construction and improvements 138,635
Building improvements 32,915
Other egquipment and tree planting 30,886
Department of Public Works equipment 10,762

$ 1,289,283

On September 23, 2005, the Capital fund repaid a $7,500,000 bond anticipation note which was used to
facilitatethe Cherry and Second Street parking rampsand refinanced a$750,000 bond anti cipation note used
to finance the City’ s property re-evaluation project.

Special Revenue Fund

The Special Revenue Fund of the City is comprised of Department of Development operations, Risk
Retention activity, and Federal and State Grant revenue and expenditures.

The change in the City’ s Special Revenue fund balance for the years ended December 31, 2005 and 2004
follows:

2005 2004

Revenues and Other Sour ces:
Departmental income $ 581,595 $ 578,623
Use of money and property 201,037 166,481
Inter-fund revenues 268,438 322,731
Federa aid 2,532,198 2,273,576
State aid 324,316 768,875
Other revenue 182,713 43,623
Tota revenues 4,090,297 4,153,909

Expenditures and Other Uses:
General government support 929,876 858,328
Home and community services/devel opment 3,335,928 3,205,707
4,265,804 4,064,035
Excess (deficiency) of revenues over expenditures (175,507) 89,874
Fund balance, beginning of year 5,448,922 5,359,048
Fund balance, end of year $5,273,415 $ 5,448,922

-10-
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FACTORSEXPECTED TO HAVE AN EFFECT ON FUTURE OPERATIONS

The City maintains a self-insured health and dental care plan for its employees and retirees. The plan is
administered by a third party administrator. As health care costs continue to rise, the City has made it a
priority during contract negotiationswith itsvarious|abor units, to negotiateincreased employee andretiree
contributions, co-pays and deductibles.

During the years ended December 31, 2005, 2004 and 2003, all municipalities in the State of New Y ork,
including the City of Jamestown, New Y ork, experienced a significant increase in the cost of retirement
benefits paid on behalf of employees participating in the NY S Employees Retirement System and the NY S
Police and Fire Retirement System. Payments to the NY S Employees Retirement System, based upon a
percentage of payroll, wereasfollows: 4.5% in 2003; 11.9% in 2004; 11.0%in 2005. PaymentstotheNY S
Policeand Fire Retirement System, based upon apercentage of payroll wereasfollows: 4.5%in2003; 15.6%
in 2004; 14.20% in 2005. Required minimum payments due to the Retirement Systems increased to 9.5%
of eligible wages in 2005 and will increase to 10.5% of eligible wagesin 2006.

During 2004, the City of Jamestown, New Y ork negotiated labor contractswithitsfive collectivebargaining
units. Thetermsof those agreementsresulted in pay increasesranging from 3.0% and 3.25% for 2005, 2006
and 2007.

For the year ended December 31, 2005, the City wasat 74.49% if its Constitutional Tax Limit (See Note 3).
Over thenext severa years, the City isanticipating amodest increasein itstaxable assessment baseresulting
from a number of economic development activities and a property reassessment which was substantially
completed in 2006.

Contacting the City’s Financial M anagement

Thisfinancial report is designed to provide our citizens, taxpayers, customers and investors and creditors
with a general overview of the City’s finances and to show the City’s accountability for the money it
receives. If you have any questions about thisreport, contact the Office of Comptroller at the City Hall, 200
East Third, Jamestown, New Y ork, 14701, phone 716-483-7538.
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CITY OF JAMESTOWN, NEW YORK

STATEMENT OF NET ASSETS

DECEMBER 31, 2005

ASSETS
Cash and cash equivaents
Receivables:
State, federal, and local governments
School taxes
Accounts and other, net of alowance
Loans, less alowance for doubtful accounts
Prepaid expenses and deposits
Deposits held in custody
Property acquired for taxes and held for sale
Inventories
Work in process
Other assets
Deferred charges
Capital assets:
Land and construction in progress
Other capital assets, net of depreciation

Total assets

LIABILITIES
Accounts payable and accrued liabilities
Due to other governments
Non current liabilities:
Due within one year
Due in more than one year
Other noncurrent liabilities:
Accumulated post employment obligation
Miscellaneous operating reserves
Total liahilities

NET ASSETS
Investment in capital assets, net of related debt
Restricted for:
Capital projects/capital lease deposit
Economic devel opment
Risk retention
Unrestricted
Total net assets

Total liabilities and net assets

PRIMARY GOVERNMENT

Governmental Business-type

Activities Activities Total
$ 5262213 $ 5489001 $ 10,751,214
1,436,572 - 1,436,572
1,030,740 - 1,030,740
402,013 4,615,217 5,017,230
3,107,333 1,238,898 4,346,231
484,317 13,796 498,113
603,885 - 603,885
239,168 - 239,168
43,286 1,802,611 1,845,897
557,464 - 557,464
- 1,565,129 1,565,129
- 1,437,312 1,437,312
1,207,755 5,562,732 6,770,487
26,661,952 125,432,004 152,093,956
$ 41,036,698 $147,156,700 $188,193,398
$ 2,147,051 $ 5,584,242 $ 7,731,293
1,693,245 - 1,693,245
2,230,474 3,714,500 5,944,974
15,470,647 36,074,500 51,545,147
- 7,014,652 7,014,652
- 1,790,672 1,790,672
21,541,417 54,178,566 75,719,983
13,832,209 91,205,736 105,037,945
1,262,141 - 1,262,141
5,719,510 - 5,719,510
179,388 - 179,388
(1,497,967) 1,772,398 274,431
19,495,281 92,978,134 112,473,415
$ 41,036,698 $147,156,700 $188,193,398

The accompanying notes are an integral part of these financial statements.



Functions
Primary Government:
Governmental activities:
General support
Public safety
Public improvements/projects
Streets
Culture and recreation
Home and community service
Employee benefits
Interest on long-term debt
Total Governmental activities
Business-type activities:
Board of Public Utilities
Total Business-type activities

Total Primary Government

CITY OF JAMESTOWN, NEW YORK
STATEMENT OF ACTIVITIES
YEAR ENDED DECEMBER 31, 2005

Program Revenues

Net (Expense) Revenue and
Changesin Net Assets

Operating Capital Primary Gover nment
Chargesfor Grantsand Grantsand Governmental Business-type
Expenses Services Contributions Contributions Activities Activities Total
$ 4476329 $ 629362 $ 19337 % - $ (3827,630) $ - $ (3,827,630)
9,685,689 636,455 - - (9,049,234) - (9,049,234)
446,302 - - 773,540 327,238 - 327,238
1,847,664 91,033 - - (1,756,631) - (1,756,631)
1,891,622 - - - (1,891,622) - (1,891,622)
3,865,556 581,595 2,884,315 - (399,646) - (399,646)
7,410,445 - - - (7,410,445) - (7,410,445)
771,614 - - - (771,614) - (771,614)
30,395,221 1,938,445 2,903,652 773,540 (24,779,584) - (24,779,584)
47,055,099 45,570,663 - - - (1,484,436) (1,484,436)
47,055,099 45,570,663 - - - (1,484,436) (1,484,436)
$77450,320 $47509108 $ 2903652 $ 773540 (24,779,584) (1,484,436) (26,264,020)
General Revenues:
Property taxes for general purposes $11,592,805 % - $ 11,592,805
Sales taxes for general purposes 5,124,484 - 5,124,484
State aid not restricted to specific purpose 3,733,560 - 3,733,560
Board of Public Utilities (PILOT) 3,275,153 - 3,275,153
Investment earnings 548,543 129,820 678,363
Refunds and other unclassified revenue 416,098 - 416,098
Franchise fees/Utilities gross receipts 386,346 - 386,346
Other tax items 252,859 - 252,859
Total general revenues 25,329,848 129,820 25,459,668
Changein net assets 550,264 (1,354,616) (804,352)
Net assets, beginning of year 18,945,017 94,332,679 113,277,696
Other adjustments - 71 71
Net assets, end of year $19495281  $92978,134  $112473415

The accompanying notes are an integral part of these financial statements.
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ASSETS
Cash and cash equivaents
Receivables:
State, Federal, and Local Governments
School taxes
Other
Accounts - Public Works
Loans, less alowance for loan loss
Prepaid expenses
Deposit held in custody
Property acquired for taxes and held for sale
Due from other funds
Inventories
Work-in-process
Total Assets

LIABILITIESAND FUND BALANCES
Payables:
Accounts
School district
Other
Accrued liabilities
Due to other funds
Deferred revenue:
Property taxes
Other
Grants
Total Liabilities

FUND BALANCES
Reserved for:
Capital projects/capital |ease deposit
Debt service
Economic development
Risk retention
Designated for subsequent year’s expenditures
Unappropriated fund balance
Total Fund Balances
Tota Liabilities and Fund Balances

CITY OF JAMESTOWN, NEW YORK

GOVERNMENTAL FUNDS

BALANCE SHEET
DECEMBER 31, 2005
- Total
Capital Special Governmental
General Projects Revenue Funds
$ 1,913,990 $ 1,247,761 $ 2,100,462 $ 5,262,213
1,339,940 30,000 66,632 1,436,572
1,030,740 - - 1,030,740
384,707 - 8,780 393,487
8,526 - - 8,526
- - 3,107,333 3,107,333
484,317 - - 484,317
- - 603,885 603,885
11,525 - 227,643 239,168
635,354 502,762 471,764 1,609,880
43,286 - - 43,286
557,464 - - 557,464
$ 6,409,849 $ 1,780,523 $ 6,586,499 $14,776,871
$ 677,385 $ 28,358 $ 42,167 $ 747,910
1,693,245 - - 1,693,245
12,423 - 1,791 14,214
1,367,729 - - 1,367,729
974,526 8,909 643,643 1,627,078
11,525 - - 11,525
3,915 - 126,732 130,647
- - 498,751 498,751
4,740,748 37,267 1,313,084 6,091,099
603,885 1,408,256 - 2,012,141
- 335,000 - 335,000
- - 5,094,027 5,094,027
- - 179,388 179,388
198,424 - - 198,424
866,792 - - 866,792
1,669,101 1,743,256 5,273,415 8,685,772
$ 6,409,849 $ 1,780,523 $ 6,586,499 $14,776,871

The accompanying notes are an integral part of these financial statements.
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CITY OF JAMESTOWN, NEW YORK

Reconciliation of the Balance Sheet of Governmental Funds
to the Statement of Net Assets

YEAR ENDED DECEMBER 31, 2005

Amounts reported for governmental activities in the statement of net assets are different because:
Total fund balance - governmental funds $ 8,685,772

Capital assets used in governmental activities are not financia resources and,
therefore, are not reported in the funds. The cost of these assets is $45,224,670
and the accumulated depreciation is $17,354,963. 27,869,707

Long term liahilities, including bonds and notes payable, capital |ease obligations
and compensated absences, are not due and payable in the current period and therefore
are not reported in the funds. (17,701,121)

Grants and other receipts restricted for a specific purpose are deferred in the
governmental funds until the restriction is met. The government-wide financial
statements recognize grants and other receipts when received. 629,398

Property tax revenueis recognized in the period for which levied rather than when

available. The governmental funds defer that amount which is not currently available. 11,525
Total net assets - governmental activities $19,495,281

The accompanying notes are an integral part of these financial statements.
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STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES

Revenues:
Real property taxes
Real property tax items
Non-property tax items
Departmental income
Intergovernmental charges
Use of money and property
Licenses and permits
Fines and forfeitures
Sale of property/compensation for loss
Other unclassified revenue
Board of Public Utilities (PILOT)
Refund of prior year expenditures
State aid
Interfund revenues
Federa aid

Tota revenues

Expenditures:
Genera government support
Public safety
Streets
Culture and recreation
Home and community services/devel opment
Capital outlays
Employee benefits
Debt service:

Principal

Interest

Total expenditures

Excess (deficiency) revenues over expenditures
Other Sources (Uses):
Proceeds from issuance of debt, net
Interfund transfers
Total other sources
Net changein fund balances
Fund balances, beginning of year

Fund balances, end of year

CITY OF JAMESTOWN, NEW YORK
GOVERNMENTAL FUNDS

YEAR ENDED DECEMBER 31, 2005

Total
Capital Special Governmental
General Projects Revenue Funds
$11,600,259 $ - $ - $11,600,259
252,859 - - 252,859
5,672,517 - - 5,672,517
799,527 - 581,595 1,381,122
106,846 - - 106,846
178,462 169,044 201,037 548,543
143,762 - - 143,762
164,365 - - 164,365
215,000 - - 215,000
68,725 11,267 182,713 262,705
3,275,153 - - 3,275,153
153,393 - - 153,393
4,486,009 21,091 324,316 4,831,416
- 639,000 268,438 907,438
- - 2,532,198 2,532,198
27,116,877 840,402 4,090,297 32,047,576
3,312,064 - 929,876 4,241,940
9,427,296 - - 9,427,296
2,495,272 - - 2,495,272
1,859,908 - - 1,859,908
681,593 - 3,335,928 4,017,521
639,000 1,289,283 - 1,928,283
7,395,808 - - 7,395,808
992,726 8,250,000 - 9,242,726
734,707 - - 734,707
27,538,374 9,539,283 4,265,804 41,343,461
(421,497) (8,698,881) (175,507) (9,295,885)
401,174 1,085,000 - 1,486,174
170,000 (170,000) - -
571,174 915,000 - 1,486,174
149,677 (7,783,881) (175,507) (7,809,711)
1,519,424 9,527,137 5,448,922 16,495,483
$ 1,669,101 $ 1,743,256 $ 5,273,415 $ 8,685,772

The accompanying notes are an integral part to these financial statements.
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CITY OF JAMESTOWN, NEW YORK

Reconciliation of the Statement of Revenues, Expenditures, and Changesin Fund Balances
to the Statement of Activities

Governmental Funds

YEAR ENDED DECEMBER 31, 2005

Net changein fund balances - total governmental funds $ (7,809,711)

Governmental funds report capital outlays as expenditures. However, in the

statement of activities, the cost of those assetsis allocated over their estimated

useful lives as depreciation expense. Thisisthe amount by which capital outlays

of $2,299,785 exceed depreciation $1,516,515 in the current year. 783,270

Governmental funds report bond and other debt proceeds as other financing sources
while repayment of principal isreported as an expenditure. The net effect of these
differences in the treatment of bond and other debt proceeds as well as the payment
of principal isasfollows:

Proceeds from issuance of bond anticipation notes $(1,085,000)
Proceeds from issuance of Police and Fire Retirement System note (401,174)
Repayment of bond anticipation notes 8,250,000
Repayment of debt principal on general obligation bonds 878,952
Repayment of debt principal on Board of Public Utilities notes 54,410

Repayment of debt principal on NY S Police/Fire Retirement System note 49,148
Repayment of debt principal on NY S Employees Retirement System note 42,014
Principal payments on obligations under capital leases 123,516

7,911,866

Governmental funds recognize a gain from the installment sale of assets as revenue
when the funds become available. The government-wide financia statements recognized
the gain as of the date sold. (215,000)

Governmental funds do not recognize the net increase in the liability for compensated
absences. The government-wide financial statements includes as an expenditure, the
net increase in the liability for compensated absences. (140,508)

Proceeds from the sale of property acquired for taxes are recognized as revenue
in the governmental funds when sold. The government-wide financial statements
recognize these items when acquired. (7,454)

Grants and other receipts restricted for a specific purpose are deferred in the
governmental funds until the restriction is met via expenditure. The government-wide
financial statements recognize restricted grants and other receipts when received. 27,801

Change in net assets of gover nmental activities $ 550,264

The accompanying notes are an integral part to these financial statements.
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CITY OF JAMESTOWN, NEW YORK
PROPRIETARY FUND
STATEMENT OF NET ASSETS

DECEMBER 31, 2005

Business-type Activities
Enterprise Fund
Board of Public Utilities

ASSETS
Current assets:
Cash and cash equivalents $ 5,489,001
Receivables:
Accounts (less provision for uncollectible
accounts of $288,354) 3,993,067
Affiliates 622,150
Inventories - materials and supplies 1,802,611
Other current and accrued assets 1,484,275
Total current assets 13,391,104
Noncurrent assets:
Property and equipment, net 130,994,736
Deferred charges 1,437,312
Loans receivable - City of Jamestown 1,238,898
Deposits and prepayments 13,796
Invested funds designated for renewal and
replacement of existing plant 67,199
Non-utility property 13,655
Total noncurrent assets 133,765,596
Total Assets $147,156,700
LIABILITIES
Current liabilities:
Accounts payable and accrued liabilities $ 5,353,626
Checks issued against future deposits 62,287
Consumer deposits 168,329
Current maturities of long-term debt 3,714,500
Tota current liabilities 9,298,742
Noncurrent liabilities:
Long term debt, less current maturities 36,074,500
Accumulated post employment obligation 7,014,652
Miscellaneous operating reserves 1,790,672
Total noncurrent liabilities 44,879,824
Total Liabilities 54,178,566
NET ASSETS
Invested in capital assets, net of related debt 91,205,736
Unrestricted 1,772,398
Tota net assets 92,978,134
Total Liabilities and Net Assets $147,156,700

The accompanying notes are an integral part to these financial statements.
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CITY OF JAMESTOWN, NEW YORK
PROPRIETARY FUND
STATEMENT OF REVENUES, EXPENSES, AND CHANGESIN FUND NET ASSETS

YEAR ENDED DECEMBER 31, 2005

Business-type Activities
Enterprise Fund
Board of Public Utilities

Operating Revenues

Operating Expenses:

$ 45,570,663

Utility energy and operation 24,531,606
Sewage treatment and disposal 1,831,332
Contributions to City in Lieu of Taxes 3,275,153
Administrative, general and taxes 8,002,072
Supplies and contractual 143,685
Consumer accounts 1,154,686
Depreciation and amortization 6,124,547
Total Operating Expenses 45,063,081
Operating Income 507,582
Nonoper ating Revenues (Expenses):
Interest expense (1,909,592)
Interest income 129,820
Other expense (82,426)
Total Nonoperating Revenues (Expenses), net (1,862,198)
Changein net assets (1,354,616)
Net assets, beginning of year 94,332,679
Other adjustments 71

Net assets, end of year

$ 92,978,134

The accompanying notes are an integral part of the financial statements.
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CITY OF JAMESTOWN, NEW YORK
PROPRIETARY FUND
STATEMENT OF CASH FLOWS

YEAR ENDED DECEMBER 31, 2005

Cash Flowsfrom Operating Activities:
Cash received from customers
Cash paid to suppliers and employees
Cash paid for taxes and paymentsin lieu of taxes
Interest paid
Interest received
Net cash provided by operating activities

Cash Flowsfrom Investing Activities:

Capital expenditures

Renewal and replacement fund

Loan made to City of Jamestown

Principal received on loans - City of Jamestown
Net cash used by investing activities

Cash Flowsfrom Financing Activities:
Proceeds from issuance of long-term debt
Principal payments on long-term debt

Net cash provided by financing activities

Net Increasein Cash and Cash Equivalents
Cash and Cash Equivalents, beginning of year
Cash and Cash Equivalents, end of year

Reconciliation of changein net assetsto net cash
provided by operating activities:
Change in net assets
Adjustments to reconcile change in net assets to net cash
provided by operating activities:
Depreciation and amortization
Provision for losses on accounts receivable
Accumulated post-retirement benefit obligation
Change in miscellaneous operating reserves
Change in operating assets and liabilities:
Accounts receivable
Inventories - materials and supplies
Other current and accrued assets
Checks issued against future deposits
Accounts payable and accrued liabilities
Consumer deposits
Miscellaneous adjustment to net assets

Net cash provided by operating activities

Business-type Activities

Enterprise Fund

Board of Public Utilities

$ 43,456,574
(33,112,209)
(5,273,828)
(1,942,491)
129,820
3,257,866

(4,962,814)
(1,664)
(22,725)
54,410
(4.932,793)

5,840,000

(3,475,047)
2,364,953

690,026
4,798,975

$ 5489001

$ (1,354,616)

6,773,432
(116,318)
418,634

(1,434,470)

(806,051)

(108,992)

(874,049)

(23,478)
738,152
45,551
71

$ 3,257,866

The accompanying notes are an integral part of the financial statements.

-20-



CITY OF JAMESTOWN, NEW YORK

FIDUCIARY FUNDS

STATEMENT OF FIDUCIARY ASSETSAND LIABILITIES

ASSETS
Cash and cash equivalents
Due from other funds

Total assets

LIABILITIES

Amounts held in custody for others
Total liabilities

NET ASSETS

Net assets held in trust
Total net assets

Total liabilities and net assets

DECEMBER 31, 2005

Recreation
Agency Department
Funds Trust Funds
$ 840,280 $ 67,243
12,748 4,450
$ 853,028 $ 71693
853,028 -
853,028 -
- 71,693
- 71,693
$ 853,028 $ 71693

The accompanying notes are an integral part of the financial statements.

Total

$ 907,523
17,198

$ 924721

853,028
853,028

71,693
71,693

$ 924721
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CITY OF JAMESTOWN, NEW YORK

STATEMENT OF CHANGESIN FIDUCIARY NET ASSETS
FIDUCIARY FUNDS

DECEMBER 31, 2005

Recreation
Department
Trust Funds
ADDITIONS
Miscellaneous revenues $ 33,772
Reimbursement of prior year expenditures 4,450
Interest income 1,918
Total additions 40,140
DEDUCTIONS
Culture and recreation $ 46,576
Total deductions 46,576
CHANGE IN NET ASSETS (6,436)
Net assetsheld in trust:
Beginning of Year 78,129
End of Year $ 71,693

The accompanying notes are an integral part of the financial statements.



CITY OF JAMESTOWN, NEW YORK
NOTESTO FINANCIAL STATEMENTS

NOTE 1- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of the City of Jamestown, New York have been prepared in conformity with
accounting principles generally accepted in the United States of America (GAAP) as applied to local
government units. The Governmental Accounting StandardsBoard (GA SB) isthe accepted standard-setting
body for establishing governmental accounting and financial reporting principles. The more significant
accounting policies of the City are described below.

A. Reporting Entity

The City of Jamestown, New Y ork, which was established in 1886, is governed by City Law and other
general laws of the State of New York and various local laws. The City Council is the legislative body
responsible for overall operations and the Mayor serves as chief fiscal officer. The City islocated in the
County of Chautauqua, New Y ork.

TheCity providesthefoll owing basi c services: general government support, policeand fireprotection, safety
inspection, highway maintenance, recreation programs, water service, street lighting, garbage collection,
electric and district heating services.

The decision to include a potential component unit in the City’ s reporting entity isbased on several criteria
including legal standing, fiscal dependency, and financial accountability. Based on the application of these
criteria, the following is a brief review of certain entities included in the City’ s reporting entity:

Board of Public Utilities

The Board of Public Utilities was established under Section 122 of the Jamestown City Code to supply the
Jamestown area, aswell as other municipalities, with el ectricity, water, sewer, sanitation and district heating
services. Under Section 127 of the Jamestown City Code, it is the City Council's responsibility to provide
for any deficiency in sinking fund requirements for all bonds outstanding. Under Section 129 of the
Jamestown City Code, the City Council is responsible for financial matters. Thus, the Board of Public
Utilitiesisincluded in the reporting entity as a business-type activity.

Department of Development

The Department of Development was established under Section 163(a) of the Jamestown City Code to
coordinateand carry out the directives and policies of planning, urban renewal, housing, improvement of the
central business district and industrial development within the geographic boundaries of the City. The
majority of the Board is comprised of City Council members, the Mayor and the Director of Finance.
Financia activity for the Department of Development is included in the Special Revenue Fund in the
accompanying basic financia statements.
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CITY OF JAMESTOWN, NEW YORK
NOTESTO FINANCIAL STATEMENTS

NOTE 1- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT'D)
B. Government-Wide and Fund Financial Statements

The government-wide financial statements (i.e., the statement of net assets and the statement of activities)
report information on all of the non-fiduciary activities of the primary government. For the most part, the
effect of inter-fund activity has been removed from these statements. Governmental activities, which are
normally supported by taxes and intergovernmental revenues, are reported separately from business-type
activities, which rely to asignificant extent on fees and charges for support.

Thestatement of activities demonstratesthe degree to which the direct expense of agiven function are offset
by program revenues. Direct expenses are those that are clearly identifiable with a specific function or
identifiable activity. Program revenuesinclude (1) charges to customers or applicants who purchase, use
or directly benefit from goods, services, or privileges provided by a given function or identifiable activity
and (2) grants and contributions that are restricted to meeting the operational or capital requirements of a
particular function or identifiable activity. Taxes and other items not properly included among program
revenues are reported instead as general revenues.

Separate financial statements are provided for governmental funds, proprietary funds, and fiduciary funds,
even though the latter are excluded from the government-wide financial statements. Mgjor individua
governmental funds and major individual enterprise funds are reported as separate columns in the fund
financial statements.

C. Measurement Focus, Basis of Accounting, and Financial Statement Presentation

The government-wide financia statements are reported using the economic resources measurement focus
and the accrual basis of accounting as are the proprietary fund and the fiduciary fund financial statements.
Revenues are recorded when earned and expenses are recorded when aliability isincurred, regardless of the
timing of related cash flows. Property taxesarerecognized asrevenuesin theyear for which they arelevied.
Grants and similar items are recognized as revenue as soon as al eligibility requirements imposed by the
provider have been met.

Governmental fund financial statementsarereported using the current financial resourcesmeasurement focus
and the modified accrual basis of accounting. Revenues are recognized as soon asthey are both measurable
and available. Revenues are considered to be available when they are collectible within the current period
or soon enough thereafter to pay liabilities of the current period. For thispurpose, the government considers
revenuesto be availableif they are collected within 60 days of the end of the current fiscal period.

Expendituresgenerally arerecorded when aliability isincurred, asunder accrual accounting. However, debt
service expenditures, as well as expenditures related to compensated absences, early retirement and post-
employment health care benefits, are recorded only when payment is due.

Property taxes, franchise fees, licenses, and interest associated with the current fiscal period are all
considered to be susceptible to accrual and so have been recognized as revenues of the current fiscal period.
Expenditure-driven grants are recogni zed as revenues when the qualifying expenditures have been incurred
and all other grant requirements have been met. All other revenueitemsare considered to be measurableand
available only when cash is received by the government.
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CITY OF JAMESTOWN, NEW YORK
NOTESTO FINANCIAL STATEMENTS

NOTE 1- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT’'D)
C. Measurement Focus, Basis of Accounting, and Financial Statement Presentation (Cont’d)
The City reports the following major governmental funds:

» Thegeneral fundisthe City’ sprimary operating fund. It accountsfor all financial resources of the City
except those required to be accounted for in other funds.

» Thecapital projectsfund accountsfor resourcesaccumul ated and paymentsmadefor the acquisitionand
improvement of sites, construction and improvements to facilities, and procurement of equipment.

»  Thespecial revenuefund accountsfor the proceeds of specific revenue sourcessuch as Federal and State
grants, that are legally restricted to expenditure for specified purposes.

The City reports the following major proprietary fund:

» The Board of Public Utilities is used to account for the operations of the Municipal Electric System,
Municipal Water System, Municipal Waste Water System, Solid Waste Division, and District Heating
Division.

Additionally, the City reports the following fund type:

» Fiduciary funds include agency funds and expendable trust funds which are used to account for assets
held by the City in a trustee capacity or as an agent for individuals, private organizations, and other
governments.

Private-sector standardsof accounting andfinancia reportinggenerally arefoll owedinboth the government-
wide and proprietary fund financia statements to the extent that those standards do not conflict with or
contradict guidance of the Governmental Accounting Standards Board.

As a rule, the effect of inter-fund activity has been eliminated from the government-wide financial
statements.

Proprietary fundsdistingui sh operati ng revenuesand expensesfrom nonoperating items. Operating revenues
and expensesgeneral ly result from providing servicesand producing and delivering goodsin connection with
aproprietary fund' s ongoing operations. The principal operating revenues of the Board of Public Utilities
are charges to customers for sales and services. Operating expenses include the cost of sales and services,
administrative expenses, and depreciation on capital assets. All revenues and expenses not meeting this
definition are reported as nonoperating revenues and expenses.
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CITY OF JAMESTOWN, NEW YORK
NOTESTO FINANCIAL STATEMENTS

NOTE 1- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT’'D)
D. Assets, Liabilitiesand Net Assetsor Equity

Cash and Investments

The City poolscash resourcesof itsvariousfundsin order to facilitate the management of cash. The balance
in the pooled cash accounts is available to meet current operating requirements. Cash in excess of current
requirementsisinvested invariousinterest-bearing securitiesand disclosed aspart of the City’ sinvestments.
The City’ s cash and cash equivalents are considered to be cash on hand, demand deposits, and short-term
investments with original maturities of three months or less from the date of acquisition.

New York State statutes govern the City’s investment policies. City monies must be deposited in FDIC-
insured commercial banks or trust companies located within New York State. The Director of Financeis
authorized to use demand accounts and certificates of deposit. Permissibleinvestmentsinclude obligations
of the U.S. Treasury and U.S. agencies, repurchase agreements, and obligations of New Y ork State or its
localities. Collateral is required for demand and time deposits and certificates of deposits at 102% of all
deposits not covered by Federal Deposit Insurance. Obligations that may be pledged as collateral are
obligations of the United States and its agencies and obligations of New Y ork State and its municipalities
and school districts.

Dueto and Due from Other Funds

Inter-fund receivable and payables arise from inter-fund transactions and are recorded by all funds affected
in the period in which transactions are executed.

Property Taxes Receivable

Real property taxes are levied annually on January 1, and are due January 31. All unpaid City taxes are
returned to the County of Chautauqua, New York on or about June 1 each year for collection and
enforcement. The County paysthe City 45% of the returned City taxesimmediately. The balanceispaidin
December, thereby assuring the City 100% of its tax collections. Real property taxes and similar items
collected within 60 days following December 31 are recognized asrevenue. Deferred revenuesincludereal
property taxes and similar items not collected within this period.

Inventories and Prepaid Items

Inventories are valued at cost which approximates market, using the first-in/first-out (FIFO) method. The
costs of inventories are recorded as expenditures when used (consumption method). Certain payments for
insurance and retirement reflect costs applicable to future accounting periods and are recorded as prepaid
items.

Capital Assets

Capital assets, whichinclude property, plant, equipment, and infrastructure assets (e.g. roads, sidewalksand
similar items), are reported in the applicable governmental or business-type activities columns in the
government-widefinancial statements. Capital assetsare defined by thegovernment asassetswith aninitial,
individual cost of more than $5,000 and an estimated useful life in excess of two years. Such assets are
recorded at historical cost or estimated historical cost if purchased or constructed. Donated capital assets
arerecorded at estimated fair value at the date of donation.
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NOTE 1- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT’'D)
D. Assets, Liabilitiesand Net Assets or Equity (Cont’d)

Capital Assets (Cont’d)

The costs of normal maintenance and repairs that do not add to the value of the asset or materially extend
assets lives are not capitalized.

Major outlays for capital assets and improvements are capitalized as projects are constructed. Interest
incurred during the construction phase of capital assets of business-type activities, if any, isincluded as part
of the capitalized value of the assets constructed.

Capital assets of the primary government are depreciated using the straight-line method over the following
estimated useful lives:

Assets Years
Buildings 40
Building improvements 20
M aintenance equi pment 15
Land improvements 20
Infrastructure:
Streets 20-40
Sidewalks 20-40
Storm sewers 50
Machinery and equipment:
Furniture and furniture 10
Heavy equipment 15
Vehicles 5
Computers 5

Compensated Absences

Full time, permanent empl oyees are granted vacation and sick leave in varying amounts based on length of
service. Employees must use earned vacation time within twelve months from the date that vacation time
iscredited to their account (employee anniversary date). Sick leaveisaccumulated at the rate of oneday per
month of employment. Unused sick leave is accumulated by active employees. Unused accumulated sick
leave is paid to employees who retire with ten or more years of continuous service, to a maximum of 200

days.

Vested or accumulated general leave that is expected to be liquidated with expendabl e available resources
isreported as an expenditure and fund liability of the governmental fund that will pay it. Amounts of vested
or accumulated general leave that are not expected to be liquidated with expendable available financial
resourcesare maintained separately and representsareconciling item between thefund and government-wide
presentations. The government-wide financia statementsinclude aliability for compensated absences for
employees who have attained age 55 and are participants in the NY S Employees Retirement System and
employeeswith twenty years of servicewho are participantsin the NY S Police and Fire Retirement System.

Vested or accumulated general |eave attributable to employees of the proprietary fund’s Board of Public
Utilitiesisrecorded as an expense and liability of that fund as the benefits accrue to employees.
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NOTE 1- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT’'D)
D. Assets, Liabilitiesand Net Assets or Equity (Cont’d)

Long-term Obligations

In the government-wide financial statements, and proprietary fund types in the fund financial statements,
long-term debt and other long-term obligations are reported as liahilities in the applicable governmental
activities, business-type activities, or the proprietary fund statement of net assets. Bond premiums and
discounts, aswell asissuance costs, are deferred and amortized over thelife of the bonds using the strai ght-
line method using the effective interest method. Bonds payable are reported net of the applicable bond
premium or discount. Bond issuance costs are reported as deferred charges and amortized over the term of
therelated debt.

Fund Balance

Inthefund financial statements, governmental fundsreport reservationsof fund balancefor amountsthat are
not available for appropriation or are legally restricted by outside parties for use for arestricted purpose.
Designations of fund balance represent tentative plansfor future use of financial resources that are subject
to change.

E. Other Items

Post-employment Benefits

Inadditionto providing pension benefits, the City provideshealth and dental insurance coverage and survivor
benefitsfor retired employeesand their survivors. Retired employeesand survivorsareédigiblefor continued
participation in the same health and dental insurance plans of the City as provided for active employees,
provided that such retirees continue to pay to the City an amount equal to amounts paid towards health and
dental insurance premiums as active employees are required to pay to participate in said health and dental
insurance. Upon the death of an eligible retired employee, the spouse of such employee may continue to
participate in the aforementioned health and dental insurance plans provided such spouse continuesto pay
the portion of premiums required to be paid by an active employee. The City recognizes the cost of
providing benefits by recording its share of insurance premiums as an expenditure in the year paid.

Statement of Cash Flows

For purposes of the statement of cash flows, the City considersall highly liquid investments with amaturity
when purchased of three months or lessto be cash equivalents.

| nsurance

The City purchasesinsurance covering liability for most risksincluding, but not limited to, property damage,
general liability, vehicle liability, workers' compensation and excess liability. Judgments and claims are
recorded when it is probable that an asset has been impaired or aliability has been incurred, the amount of
loss can be reasonably estimated and the estimated amount of 10ss exceeds insurance coverage.

In addition, the City acts as a self-insurer for health and dental insurance. The City carries stop/loss

insurance which covers claims which exceed the individual specific deductible of $135,000. It isthe City's
policy to estimate the cost of claims outstanding at year end and record this amount as a liability.
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NOTE 1- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT’'D)
F. Budgets and Budgetary Accounting

Budget Palicies

No later than September 30, the City Comptroller submits a tentative budget to the City for the fiscal year
commencingthefollowing January 1. Thetentativebudget includesproposed expendituresand the proposed
means of financing for all funds. After public hearings are conducted to obtain taxpayer comments, no later
than December 8th, the City Council adopts the budget. All modifications of the budget must be approved
by the City Council.

Budgetary Control

The appropriated budget for each fund is prepared on adetailed line item basis. Revenues are budgeted by
source. Expendituresare budgeted by department and classasfollows: personal services, other servicesand
charges, supplies, capital outlay, transfers, debt service. This constitutes the legal level of control.
Expenditures may not exceed appropriations at thislevel. All budget revisions at this level are subject to
final review by the City Council. Within these control levels, management may transfer appropriations
without Council approval. Revisionsto the budget were made throughout the year.

Budget Basis of Accounting

Budgetsareadopted annual ly on abasisconsistent with general ly accepted accounting principles. Budgetary
control over individual capital projectsis provided by City Council approval of bond authorizations and
provisions of bond indebtedness.
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NOTE 2 - CASH AND CASH EQUIVALENTS

Deposits and | nvestments

Deposits and investments are valued at cost and are categorized as either (1) insured or collateralized with
securities held by the City or its agent in the City’s name, (2) collateralized with securities held by the
pledging financial institution’s trust department or agency in the City’s name; or (3) uncollateralized; this
includes any bank balancethat is collateralized with securities held by the pledging financia institution, its
trust department, or agent but not in the City’ s name. Deposits and investments at year end were entirely
covered by Federal Depository Insurance and collateralized with securities held by the pledging financial
institutions' s trust department in City’ s name.

Carrying amounts of deposits $ 11,658,737
Less Fiduciary Funds cash and equivalents (907,523)
Total cash and equivalents - Government-wide Statement of Net Assets $ 10,751,214
Governmental activities $ 5,262,213
Business-type activities 5,489,001

$ 10,751,214

The City’s financial institution (bank) balances at December 31, 2005 were fully FDIC insured and/or
collateralized.

NOTE 3- CONSTITUTIONAL TAX MARGIN
The City’ s constitutional tax margin the fiscal year ended December 31, 2005 is computed as follows:

Five-year Average Full Vauation

of Taxable Real Estate (2000-2004) $606,109,040
Tax limit - 2% of Five-year Average Full Vauation of Taxable Real Estate $ 12,122,181
Statutory Additions:
Debt Service for General Obligation Bonds 1,211,950
Debt Service for Revenue Producing Purposes 1,589,231
Debt service for Bond Anticipation Notes 156,000
Budgetary appropriations for capital expenditures 555,000
Revenue designated for debt service (70,000)
Total taxing power 15,564,362
Total tax levy for 2005 11,594,160
Constitutional tax margin $ 3,970,202
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NOTE 4 - CAPITAL ASSETS

Capital asset activity for the year ended December 31, 2005 follows:

Governmental Activities

Beginning Ending
Balance Increases Decr eases Balance
Capital assetsnot being depreciated:
Land $ 1,207,755 $ - - $ 1,207,755
Construction in progress 482,667 123,468 (606,135) -
Total capital assets not being depreciated 1,690,422 123,468 (606,135) 1,207,755
Capital assets being depreciated:
Infrastructure 15,507,098 1,741,067 - 17,248,165
Buildings and structures 9,714,429 8,523,568 - 18,237,997
Equipment 6,594,786 398,274 (8,655) 6,984,405
Vehicles 1,524,469 21,879 - 1,546,348
Total capital assets being depreciated 33,340,782 10,684,788 (8,655) 44,016,915
Accumulated depreciation for:
Infrastructure (4,164,725) (467,179) - (4,631,904)
Buildings and structures (6,923,637) (340,971) - (7,264,608)
Equipment (3,689,504) (577,749) 8,655 (4,258,598)
Vehicles (1,069,237) (130,616) - (1,199,853)
Total accumulated depreciation (15,847,103) (1,516,515) 8,655 (17,354,963)
Total capital assets being depreciated, net 17,493,679 9,168,273 - 26,661,952
Governmental activities capital assets, net $19,184,101 $ 9,201,741 $ (606,135)  $27,869,707

Depreciation expense for the year ended December 31, 2005 was charged to the following:

Governmental activities:
General support
Public safety
Transportation
Culture and recreation
Home and Community
Total depreciation expense, governmental activities

$ 319,046
313,462
318,966

31,714
533,327
$ 1,516,515
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NOTE 4- CAPITAL ASSETS(CONT’D)

Business-type activities

Capital assetsnot being depreciated:
Land
Construction in progress
Total capital assets not being depreciated

Capital assetsbeing depreciated:
Electric Division
Waste Water Division
Water Division
Solid Waste Division
District Heat Division
Total capital assets being depreciated

Accumulated depreciation for:
Electric Division
Waste Water Division
Water Division
Solid Waste Division
District Heat Division
Total accumulated depreciation
Total capital assets being depreciated, net

Business-type activities capital assets, net

Depreciation expense for the year ended December 31, 2005 was charged to the following:

Business-type activities:
Electric Division
Waste Water Division
Water Division
Solid Waste Division
District Heat Division

Total depreciation expense, business-type activities

$ 4,896,594
561,861
931,742

40,019
339,929
$ 6,770,145

Beginning Ending
Balance Increases Decr eases Balance
$ 2072051 $ - $ - 2,072,051
1,699,388 1,791,293 - 3,490,681
3,771,439 1,791,293 - 5,562,732
140,631,442 2,005,271 (3,001,327) 139,635,386
26,199,356 270,397 - 26,469,753
28,243,996 750,354 (25,539) 28,968,811
854,038 13,027 - 867,065
8,152,735 132,472 - 8,285,207
204,081,567 3,171,521 (3,026,866) 204,226,222
(48,477,608) (4,896,594) 3,254,006 (50,120,196)
(10,361,963) (561,861) - (10,923,824)
(12,455,074) (931,742) 25,539 (13,361,277)
(499,484) (40,019) - (539,503)
(3,509,489) (339,929) - (3,849,418)
(75,303,618) (6,770,145) 3,279,545 (78,794,218)
128,777,949 (3,598,624) 252,679 125,432,004
$132,549,388  $(1,807,331) $ 252,679 $130,994,736
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NOTE 5- LONG-TERM DEBT

Governmental and Business-type Activities:

Summary of Changesin Long-Term Liabilities

A summary of changesin long- term liabilities for the year ended December 31, 2005 follows:

Beginning End Due Within
of Year Additions Reductions of Year One Year
General obligation bonds $ 5,848,952 $ - $ (878952) $ 4,970,000 $ 657,500
Notes and capital lease obligations:
Note - Board of Public Utilities 1,168,299 - (48,988) 1,119,311 51,180
Note - Board of Public Utilities 102,284 - (3,536) 98,748 3,680
Note - Board of Public Utilities - 22,725 (1,886) 20,839 1,964
NY S Police/Fire Retirement System 618,174 - (49,148) 569,026 51,605
NY S Police/Fire Retirement System - 401,174 - 401,174 31,895
NY S Employee Retirement System 42,014 - (42,014) - -
Obligations under capital |eases:
Parking ramps - 7,810,000 (59,363) 7,750,637 148,590
Equipment 72,505 69,611 (64,153) 77,963 38,218
2,003,276 8,303,510 (269,088) 10,037,698 327,132
Other:
Bond anticipation notes 8,250,000 1,085,000 (8,250,000) 1,085,000 1,085,000
Compensated absences 1,467,915 140,508 - 1,608,423 160,842
9,717,915 1,225,508 (8,250,000) 2,693,423 1,245,842
Total Governmental activities $17,570,143 $ 9,529,018 $ (9,398,040) $17,701,121 $ 2,230,474
Business-type Activities:
General obligation bonds
and notes payable $37,424,047 $ 5,840,000 $ (3.475,047) $39,789,000 $ 3,714,500
Total Business-type activities $37,424,047 $ 5,840,000 $ (3475,047)  $39,789,000 $ 3,714,500
Governmental Activities- Additional Debt Disclosures:
General Obligation Bonds
Interest Beginning End
Description Maturity Rate of Year Additions Reductions of Year
Public Improvement 2005 6.80% 25,000 $ - $ (250000 $ -
Pension Systems 2005 7.75% 178,952 - (178,952) -
Public Improvement 2010 5.80% 2,000,000 - (300,000) 1,700,000
Public Improvement 2015 7.00% 365,000 - (65,000) 300,000
Public Improvement 2019 5.50% 1,660,000 - (140,000) 1,520,000
Public Improvement 2020 6.00% 1,620,000 - (170,000) 1,450,000
$ 5,848,952 $ - $ (878,952) $ 4,970,000
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NOTE 5- LONG-TERM DEBT (CONT’D)

Governmental Activities - Additional Debt Disclosures (Cont’d):

Notes payable and Capital Lease Obligations

As of December 31, 2005, notes payable and obligations under capital |eases were comprised of the following:

Notes Payable:
Note payable to City of Jamestown, NY Board of Public Utilities, payable
$7,902 per month including interest at 4.0% through December 2021. $ 1,119,311

Note payable to City of Jamestown, NY Board of Public Utilities, payable
$630 per month including interest at 4.0% through June 2024. 98,748

Note payable to City of Jamestown, NY Board of Public Utilities, payable
$230 per month including interest at 4.0% through December 2014. 20,839

Note payable to New Y ork State Police and Fire Retirement System, payable
$80,056 per year including interest at 5.0% through December 2013. 569,026

Note payable to New Y ork State Police and Fire Retirement System, payable
$51,954 per year including interest at 5.0% through December 2014. 401,174

Obligations Under Capital L eases:
Capital lease obligation for parking ramps, payable $50,376 per month including

interest at 5.9% through February 2030. Secured by parking ramps. 7,750,637

Capital lease obligation for equipment, payable $1,579 per month including interest

at 7.2% through October 2008. Secured by computer equipment. 51,405

Capital lease obligation for equipment, payable $3,761 per month including interest

at 4.35% through May 2006. Secured by police vehicles. 18,602

Capital lease obligation for equipment, payable $221 per month without interest

through December 2008. Secured by postage machine. 7,956
$ 10,037,698

Bond Anticipation Notes

As of December 31, 2005, the following bond anticipation notes are outstanding:

2.32% Bond Anticipation Note, Due December 27, 2006 $ 750,000
2.94% Bond Anticipation Note, Due September 22, 2006 335,000
$ 1,085,000

During the year ended December 31, 2005, the City repaid a $7,500,000 bond anticipation note with interest at 1.83%
and a$750,000 bond anticipation note with interest at 2.32%. Interest on the bond anticipation notes totaled $158,452.

Compensated absences

Asexplained in Note 1, compensated absences for employeeswho have attained age 55 and are participantsinthe NY S
Employees Retirement System and employees with twenty years of service who are participantsinthe NY S Police and
Fire Retirement Systemareincluded asaliability inthe government-widefinancial statements. The Governmental funds
include as an expenditure matured compensated absences which are payable to currently terminating employees.
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NOTE 5- LONG-TERM DEBT (CONT’'D)

Governmental Activities - Additional Debt Disclosures (Cont’d):

Debt Service Requirements

The annual debt service requirements to maturity for general obligation bonds, notes payable, and capital lease
obligations as of December 31, 2005 are as follows:

General Obligation Bonds Notes/Capital L ease Obligations Total

Year Principal Interest Principal Interest Principal Interest
2006 $ 657,500 $ 279,541 $ 327,132 $ 555,113 $ 984,632 $ 834,654
2007 682,500 241,535 325,578 538,550 1,008,078 780,085
2008 717,500 202,079 339,504 521,346 1,057,004 723,425
2009 692,500 161,237 338,182 503,662 1,030,682 664,899
2010 710,000 121,497 356,446 485,398 1,066,446 606,895
2011-2015 1,185,000 264,923 2,010,656 2,115,746 3,195,656 2,380,669
2016-2020 325,000 46,250 1,960,580 1,574,788 2,285,580 1,621,038
2021-2025 - - 2,152,908 986,785 2,152,908 986,785
2026-2030 - - 2,226,712 292,079 2,226,712 292,079

Totals $ 4,970,000 $ 1,317,062 $10,037,698 $ 7,573,467 $15,007,698 $ 8,890,529
Business-type Activities - Additional Debt Disclosur es:
Bonds and Notes Payable

Interest Beginning End
Description Maturity Rate of Year Additions Retired of Year
Electric Improvement 2016 7.00% $ 7,035000 $ - $ (660,000) $ 6,375,000
Electric Improvement 2019 4.85-5.00% 24,675,000 - (1,150,000) 23,525,000
Electric Improvement 2019 6.00-6.10% 895,000 - (40,000) 855,000
Electric Improvement 2025 4,13-5.00% - 5,000,000 - 5,000,000
1994 Pension System Bonds 2005 7.75% 39,899 - (39,899) -
District Heating Improvement 2006 7.50% 500,000 - (250,000) 250,000
District Heating BAN 2006 2.58% - 840,000 - 840,000
District Heating BAN 2005 1.09% 870,000 - (870,000) -
NY S Environmental Facilities 2012 4.25-6.65% 2,400,000 - (280,000) 2,120,000
Sewer Improvement 2007 8.70% 285,000 - (100,000) 185,000
Sewer Improvement 2013 7.00% 225,000 - (25,000) 200,000
NY S Environmental Facilities 2012 5.70-6.50% 493,000 - (54,000) 439,000
1994 Pension System Bonds 2005 7.75% 6,148 - (6,148) -
$37,424,047 $5,840,000  $(3.475,047) $39,789,000

Debt Service Requirements

The annual debt service requirements to maturity for business-type activities general obligation bonds and notes as of
December 31, 2005 are as follows:

Year
2006
2007
2008
2009
2010
2011-2015
2016-2020
2021-2025
Totals

Principal Interest Total
$ 3,714,500 $ 2,088,081 $ 5,802,581
2,679,500 1,907,480 4,586,980
2,638,500 1,759,044 4,397,544
2,721,500 1,611,126 4,332,626
2,804,000 1,457,545 4,261,545
13,801,000 4,924,980 18,725,980
10,180,000 1,583,878 11,763,878
1,250,000 179,687 1,429,687
$39,789,000 $15,511,821 $55,300,821
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NOTE 5- LONG-TERM DEBT (CONT’D)

Constitutional Debt Limit

As of December 31, 2005, the City’s constitutional debt limit is computed as follows:

Five-year Average Full Vauation
of Taxable Real Estate (2001-2005) $607,022,428

Debt limit - 7% of Five-year Average Full Vauation of Taxable Real Estate $ 42,491,570
Indebtedness subject to debt limit:

Governmental activities (6,055,000)
Business-type activities (7,759,000)
(13,814,000)
Net Debt Contracting Margin $ 28,677,570
Percentage of Debt Contracting Power Exhausted 32.51%

NOTE 6 - PENSION PLANS AND POST-EMPLOYMENT BENEFITS

General Information

The City participatesin the New Y ork State and Local Employees Retirement System (ERS) and the New
Y ork Stateand L ocal Policeand Fire Retirement System (PFRS). These are cost sharing multiple employer,
public employeeretirement systems. The Systems offer awide range of plansand benefitswhich arerelated
to years of service and final average salary, vesting of retirement benefits, death, and disability.

Plan Descriptions

Employees Retirement System (ERS)

TheNew Y ork Stateand Local Employees’ Retirement System providesretirement benefitsaswell asdeath
and disability benefits. The New York State Retirement and Social Security Law govern obligations of
employers and empl oyees to contribute and benefits to employees. The System issues a publicly available
financial report that includesfinancia statementsand required supplementary information. That report may
be obtained in writing to the New York State and Local Retirement System, Gov. Alfred E. Smith State
Office Building, Albany, NY 12244.

L ocal Police and Fire Retirement System (PFRS)

The New Y ork State and Local Police and Fire Retirement System provides retirement benefits as well as
death and disability benefits. The New Y ork State Retirement and Social Security Law govern obligations
of employersand employeesto contribute and benefitsto employees. The Systemissuesapublicly available
financial report that includesfinancia statementsand required supplementary information. That report may
be obtained in writing to the New Y ork State and Local Police and Fire Retirement System, Gov. Alfred E.
Smith State Office Building, Albany, NY 12244,
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NOTE 6 - PENSION PLANS AND POST-EMPLOYMENT BENEFITS (CONT’D)

Funding Policies

The Systems are non-contributory except for employees who joined the New York State and Employees
Retirement System (ERS) after July 27, 1996, who are required to contribute 3% of their salary during their
first ten years of employment. For the New Y ork State and Local Employees Retirement System, the State
Comptroller shall certify annually theratesexpressed asproportions of memberspayroll, which shall beused
in computing the contributions required to be made by employers to the pension accumulation fund.

The City is required to contribute at an actuarially determined rate. The required and actual contributions
for the current and two preceding years were:

Governmental Activities Business-type Activities
NYSand Local NYSand Local NYSand Local
Year Employees Police and Fire Employees
2005 $ 708,913 $1,055,980 $ 904,008
2004 $ 708,778 $1,244,339 $ 962,872
2003 $ 565,545 $ 316,155 $ 410,035

TheCity’ scontributions madeto the Systemswereequal to 100% of the contributionsrequired for each year.

Retirement Incentive Program

The State L egislature authorized local governments to make availabl e retirement incentive programs. For
theyear ended December 31, 2005, chargesfor the retirement incentive program totaled $45,814 (including
interest of $3,800) were accounted for in the following activities:

Governmental Activities $ 45814

Post-Employment Benefits

Inadditionto pension benefitsdescribed above, the City provides post-empl oyment benefit optionsfor health
care and dental insurance to eligible employees, terminated employees, and their dependents. The benefits
are provided in accordance with City ordinances, collective bargaining agreements, and the Consolidated
Omnibus Budget Reconciliation Act of 1985 (COBRA). Thecriteriato determine eligibility include years
of service, employee age, and disability dueto line of duty. The City fundsthe benefits on a pay-as-you-go
basis. Eligibleemployeesarerequiredto pay set premiumsfor aportion of the cost with the City subsidizing
the remaining costs.

For the year ended December 31, 2005 post-employment health care expense (net of participant
contributions) totaled $1,976,399. For the year ended December 31, 2005, there were 333 participants
enrolledinthe program. The City recognizes post-employment health care costsasédligibleretireeclaimsare
paid.
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NOTE 6 - PENSION PLANS AND POST-EMPLOYMENT BENEFITS (CONT’D)

Deferred Compensation Plan

The City offers its employees a deferred compensation plan created in accordance with Internal Revenue
Code Section 457. The Plan is administered by independent plan administrators through administrative
service agreements. ThePlan, availableto all eligible City employees, permits employeesto defer aportion
of their salary until termination, retirement, death or unforeseeable emergency.

NOTE 7 - INTERFUND ACTIVITY OF GOVERNMENTAL FUNDS

The governmental fundsinclude the following interfund activity as of and for the year ended December 31,
2004 follows:

Due From DueTo Transfer-ln  Transfer-Out

General Fund $ 635,354 $ 974,526 $ 170,000 $ -
Capital Projects Fund 502,762 8,909 - 170,000
Trust and Agency Fund 12,748 - - -
Recreation Department Trust 4,450 - - -
Specia Revenue Fund:

Specia Revenue Fund 471,764 39,758 - -

Department of Development 603,885

$1,627,078 $1,627,078 $ 170,000 $ 170,000

Interfund balances and activity are eliminated in the government-wide financial statements.
NOTE 8- RESERVED FUND EQUITY

Reservations of equity reflect amounts that are not appropriate for expenditure or are legally restricted for
specific uses. The purpose for each isindicated by the account title on the face of the balance sheet.

NOTE 9- FEDERAL AND STATE GRANTS

In the normal course of operations, the City receives grant funds from various Federal and State agencies.
Thegrant programsare subj ect to audit by agents of the granting authority, the purpose of whichisto ensure
compliance with conditions precedent to the granting of funds. Any liability for reimbursement which may
arise as the result of these auditsis not believed to be material.

NOTE 10 - GENERAL FUND BUDGET AMENDMENTS

Original budget $26,767,660
Amendments - General Government Support 50,684
Public Safety 329,600
Streets 192,700
Culture and Recreation 82,537
Capital Outlays 84,000
Employee Benefits 91,605
Debt Service - Principal 1,886
Debt Service - Interest 3,326
Revised budget $27,603,998
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NOTE 11 - JAMESTOWN COMMUNITY COLLEGE

Receivable - Land Sale

During 2005, the City received the final $215,000 installment payment from the College resulting from the
sale of property to the College in 1996. Pursuant to the terms of the agreement, the City received annual
installmentsof $215,000 through 2005. The City’ sGovernmental Funds, recognized the proceedsasrevenue
in the year received.

NOTE 12-LITIGATION

TheCity isparty tovariouslegal proceedingswhich normally occur in governmental operations. Theselegal
proceedings are not likely to have a material adverse impact on the affected funds of the City.

NOTE 13- BUSINESS-TYPE ACTIVITIES DISCLOSURES (Board of Public Utilities)
The Board of Public Utilities was established under Section 122 of the Jamestown City Code to supply the
Jamestown, New Y ork area, as well as other municipalities, with electricity, water, sewer, sanitation and

district heating services.

General Disclosures

I. Post-Employment M edical Benefits

Description

The Board of Public Utilities provides substantially all of its employees with health care benefits from
retirement until age 65. Post-employment medical benefits are provided to retirees and retirees’ eligible
dependents. Generally, coverageis provided for the employee and dependents from retirement through age
65. The accounting for these post-employment benefitsis addressed in Statement of Financial Accounting
Standards No. 106, “Employer’s Accounting for Post-retirement Benefits Other Than Pensions.” This
standard requires the accrual method of accounting for post-employment health care and life insurance
benefits based upon actuarially determined costs to be recognized over the period the employees provide
service. These benefits had previously been recognized as expenses when paid.

Net periodic benefit cost for 2005 included the following components:

Service cost - benefits attributed to service during the period $ 245,434

Interest cost on accumulated post-employment benefit obligation 454,443

Amortization of unrecognized actuarial gain (34,139)
Total periodic post-employment benefit cost $ 665,738

The Accumulated post employment obligation is included asanon-current liability in the Statement of Net
Assets, and was computed as follows:

Accumulated post employment obligation:

Balance, beginning of year $6,582,315
Service costs - benefits earned 245,434
Interest costs 454,443
Actuarial gain (34,139
Benefit payments (233,401)

Balance, end of year $7,014,652
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NOTE 13- BUSINESS-TYPE ACTIVITIES DISCLOSURES (Board of Public Utilities) (Cont’d)

General Disclosures (Cont’d)

I. Post-Employment Medical Benefits (Cont’d)

The accumulated post-employment benefit obligation was determined using a 7.0% discount rate. Health
care cost were assumed to increase by 14% per year through 2005, then gradually decreasing to 5% per year
by 2015. The health care trend rate assumption has a significant effect on the amounts reported. For
example, aone percentage point increase in the health care trend rate woul d i ncrease the accumul ated post-
employment benefit obligation and net periodic post retirement cost at December 31, 2004 by 10.7% and
25.8%, respectively.

Il. Fair Value of Financial I nstruments

Cash and cash equivalents

The carrying amount of cash and cash equivalents maintained by the City’s business-type activities
approximates fair value because of the short maturity of these financial instruments.

Note Receivable

The carrying amount of the note receivable maintained by the City’ s business-type activities approximates
fair value because theinterest rate charged approximates that available from other permissibleinvestments.

L ong-term Debt

The carrying amount of the long-term debt of the City’s business-type activities approximates fair value
because the interest rates currently in effect approximate those currently available through the City of
Jamestown.

I11. Supplemental Disclosure of Cash Flow Information

Cash payments for interest during the year $1,942, 491
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NOTE 13- BUSINESS-TYPE ACTIVITIES DISCLOSURES (Board of Public Utilities) (Cont’d)

Municipal Electric System Disclosur es

I. Major Customer

The Municipal Electric System sells excess energy off-system, commonly referred to as inadvertent sales,
toamajor distributor of electricity, NYI1SO. Revenuesreceived by the Electric System from this distributor
amounted to approximately 16.9% and 25.2% of Electric System revenuefor the years ended December 31,
2005 and 2004, respectively.

I1. Miscellaneous Operating Reserves

During 2002, the Board of Public UtilitiesMunicipal Electric System settled along running dispute with the
New York State Power Authority (PASNY) concerning overcharges for the cost of power purchased from
PASNY since 1994. In addition to this settlement, the BPU negotiated an agreement with PASNY and
Niagara M ohawk allowing early termination of an el ectric transmission service contract. Subsequently, the
BPU petitioned the Public Service Commission with aplan for payment of the termination fee and return of
net residual refund to customers.

Under thetermsof the plan, the BPU was permitted to pay NiagaraM ohawk $2,043,343 out of the settlement
to terminate the transmission service contract. Thisaction enabled the BPU to switchtothe New Y ork State
Independent System Operator’ s transmission tariff and is expected to generate savings to BPU customers.
An additional $300,000 was used to reimburse the BPU for the costs incurred in achieving the settlement.

Theremainder of the settlement was set aside in various funds to provide future benefit to BPU customers.
Approximately $3.4 million was placed into arate stabilization fund to postpone rate increases. Plans call
$100,000 of thisamount to be amortized into revenue on a monthly basis until the fund has been depleted.
This occurred in mid-2005.

Another $600,000 was placed into an Economic Development Fund. The purpose of thisfund isto provide
funding to improveinfrastructure and build line extensions for new loads. In addition to thisfund, the PSC
allowed the BPU to set aside $825,000 to fund two specific capital projects.

During 2003, the BPU added an additional $1,605,977 to miscellaneous operating reservesasaresult of final
adjustmentsto the Power Authority and NiagaraM ohawk settlements. It was determined that $759,253 was
determined to be over collected from customers for years prior to 2003 and has been included as a
miscellaneous adjustment to retained earnings. Because these fundswere over collected from customersin
prior years, the BPU is accruing interest on the amounts not refunded at 3.25% per annum.

During 2004, the Electric System discovered that it had under collected revenues from customers for 2003
and the first several months of 2004. These under collections are to be recovered from customers
approximately as follows: $492,000 in October 2004 and $74,000 per month thereafter through September
2005.

Included intherate structure put into place asof November 1, 2005 was an allowanceto fund post-retirement
benefits earned. Subsequent to the enactment of the rate, the regulator determined that this allowance was
excessive. Asaresult, the amount collected for these benefits in excess of the amounts actually expended
for the benefits has been deferred until such time as the regulator determines their disposition.
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NOTE 13- BUSINESS-TYPE ACTIVITIES DISCLOSURES (Board of Public Utilities) (Cont’d)
Il. Miscellaneous Operating Reserves (Cont’d)

At December 31, 2005, miscellaneous operating reserves were comprised of the following:

Rate Stabilization Fund $ 1,067,955
Economic Development Fund 681,730
Post-retirement benefit over collection 40,987

Total Miscellaneous Operating Reserves $1,790,672

I11. Contingencies

The Municipal Electric System has received notice of potentia liability for a contribution toward clean up
costsfor two super fund sites. Transformer carcasses, previously owned by the Electric System were shipped
to these sitesfor disposal. Although the Electric System potentially has joint responsibility for additional
contributions to these sites, management believes that any additional liability would not have a material
effect on operations.

Early in 2004, fuel oil leaked from a storage tank contamination soil adjacent to the tank. The spill was
immediately recognized and efforts have been undertaken to remedy it. Management anticipates no future
costs will be incurred to remedy the spill.

IV. Derivative and Hedge Activity Accounting

Statement of Financial Accounting Standard No. 133, Accounting for Derivative | nstruments and Hedging
Activity became effectivefor the System on January 1, 2001. Thispronouncement requiresthat all derivative
financial instruments be reported on the balance sheet at fair value.

All derivative instruments held by the System are designed as hedges, have high correlation with the
underlying exposure and are highly effective in offsetting underlying price movements. Accordingly, gains
and losses arising from changesin derivativefair valuesaredeferred until the underlying transaction occurs.
These derivative positions are settled either when the underlying transaction occurs or isno longer expected
to occur, with any resultant gain or loss recognized in the statement of operations.

The effectiveness of the hedgeis measured by an historical and probable future high correlation of changes
in the fair value of the hedging instruments with changes in the value of the hedged item. If correlation
ceases to exist, hedge accounting will be terminated and gains and losses immediately recorded asincome
or expense. To date, high correlation has been achieved.

V. Derivative Financial I nstruments and Hedging Activities

The Municipal Electric System’s activities expose it to a variety of market risks, which are continuously
monitored and managed by the System’s management as an integral part of its operations. To hedge the
market risk and eliminate volatility in the prices for natural gas, the System uses derivative instrumentsin
the form of futuresand options contracts. At December 31, 2005, the System had commitmentsto purchase
20,000 Dth of natural gasat atotal cost of $238,200 on contracts expiring at various dates through February
2006. There were no commitments open at December 31, 2004. During 2005, the System sold 40,000 Dth
of natural gasnot used in operations, recognizing again of approximately $28,800. Therewereno such sales
in 2004.
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BUDGETARY COMPARISON SCHEDULE
YEAR ENDED DECEMBER 31, 2005

Variance
Budgeted Amounts Favorable
Original Final Actual (Unfavorable)

Revenues:
Real property taxes $11,594,160 $11,594,160 $11,600,259 6,099
Real property tax items 221,000 221,000 252,859 31,859
Non-property tax items 5,512,500 5,512,500 5,672,517 160,017
Departmental income 787,500 806,337 799,527 (6,810)
Intergovernmental charges 100,000 100,000 106,846 6,846
Use of money and property 115,000 136,711 178,462 41,751
Licenses and permits 106,500 106,500 143,762 37,262
Fines and forfeitures 180,000 180,000 164,365 (15,635)
Sale of property/compensation for loss 215,000 215,000 215,000 -
Other unclassified revenue 25,000 25,000 68,725 43,725
Board of Public Utilities (PILOT) 3,264,000 3,264,000 3,275,153 11,153
Refund of prior year expenditures 50,000 50,000 153,393 103,393
State aid 4,031,000 4,425,616 4,486,009 60,393
Total revenues 26,201,660 26,636,824 27,116,877 480,053
Expenditures:
General government support $ 3,219,751 $ 3,270,435 $ 3,312,064 (41,629)
Public safety 9,300,855 9,630,455 9,427,296 203,159
Streets 2,114,696 2,307,396 2,495,272 (187,876)
Culture and recreation 1,786,165 1,868,702 1,859,908 8,794
Home and community services 681,850 681,850 681,593 257
Capital outlays 555,000 639,000 639,000 -
Employee benefits 7,314,000 7,405,605 7,395,808 9,797
Debt service-principal 1,009,477 1,011,363 992,726 18,637
Debt service-interest 785,866 789,192 734,707 54,485

Total expenditures 26,767,660 27,603,998 27,538,374 65,624
Excess (deficiency) of revenues
over expenditures (566,000) (967,174) (421,497) 545,677
Other Sour ces.
Proceeds from issuance of debt - 401,174 401,174 -
Transfersin 245,000 245,000 170,000 (75,000)

Total other sources 245,000 646,174 571,174 (75,000)
Excess (deficiency) of revenues and

other sources over expenditures (321,000) (321,000) 149,677 470,677
Fund balance, beginning of year 1,519,424 1,519,424 1,519,424 -
Fund balance, end of year $1198424 $ 1198424 $ 1669101 $ 470,677

See accompanying notes to financial statements.
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SPECIAL REVENUE FUNDS
COMBINING BALANCE SHEET
DECEMBER 31, 2005

Special Department of Risk
Revenue Development Retention Totals
Assets
Cash and cash equivalents $ 16,355 $ 1904719 $ 179,388 $ 2,100,462
Accounts receivable - 8,780 - 8,780
Deposit held in custody - 603,885 - 603,885
Due from other funds 471,764 - - 471,764
Due from other governments 50,390 16,242 - 66,632
Loansreceivable, (less allowance
for loss of $732,118) - 3,107,333 - 3,107,333
Real property held for sale - 227,643 - 227,643
Total assets $ 538509 $ 5,868,602 $ 179388 $ 6,586,499
Liabilitiesand Fund Balance
Liabilities:
Account payable $ - $ 42167 $ - $ 42167
Amounts held in escrow - 1,791 - 1,791
Due to other funds 39,758 603,885 - 643,643
Deferred revenue 498,751 126,732 - 625,483
Total liabilities 538,509 774,575 - 1,313,084
Fund Balance:
Reserved for:
Economic devel opment - 5,094,027 - 5,094,027
Risk Retention - - 179,388 179,388
Total fund balance - 5,094,027 179,388 5,273,415
Total liabilities and fund balance $ 538509 $5868602 $ 179388 $ 6,586,499

See Report of Independent Auditor.
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SPECIAL REVENUE FUNDS
COMBINING STATEMENT OF REVENUES, EXPENDITURESAND CHANGESIN FUND BALANCE
YEAR ENDED DECEMBER 31, 2005

Special Department of Risk
Revenue Development  Retention Totals

Revenues:
Departmental income $ - $ 581595 $ - $ 581,595
Use of money and property 461 195,506 5,070 201,037
Other revenue 104,599 20,174 - 124,773
Interfund revenues 9,938 258,500 - 268,438
State aid 324,316 - - 324,316
Federal program income - 57,940 - 57,940
Federa aid 335,762 2,196,436 - 2,532,198

Total revenues 775,076 3,310,151 5,070 4,090,297
Expenditures:
General government support - 929,876 - 929,876
Home and community services 775,076 2,254,376 - 3,029,452
Economic development - 306,476 - 306,476

Total expenditures 775,076 3,490,728 - 4,265,804
Excess (deficiency) of revenues

over expenditures - (180,577) 5,070 (175,507)
Fund balance, beginning of year - 5,274,604 174,318 5,448,922
Fund balance, end of year $ - $ 5094027 $ 179388 $ 5273415

See Report of Independent Auditor.
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SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
YEAR ENDED DECEMBER 31, 2005

Federal Grantor/Program Title

U.S. Department of Housing and Urban Development
Direct Programs:
Community Development Block Grant
Home Investment Partnership Program (HOME)
Tota U.S. Department of Housing and Urban Devel opment

Appalachian Regional Commission
Direct Program:
Appalachian Regional Commission Grant
Total Appalachian Regional Commission

U.S. Department of Justice
Direct Programs:
Weed & Seed Program
Secure Our Schools Act
Cops More Grant
Edward Byrne Justice Assistance Grant
Local Law Enforcement Block Grant
Total U.S. Department of Justice

Federal Emergency M anagement Agency
Direct Program:
Assistance to Firefighters Grant Program
Total Federal Emergency Management Agency

Total Federal Expenditures

SIGNIFICANT ACCOUNTING POLICIES

Federal Federal
CFDA Disbursements/
Number Expenditures
14.218 $1,786,859
14.239 431,461
$2.218,320
23.002 $ 36,056
$ 36,056
16.595 $ 161,606
16.710 39,971
16.710 22,168
16.738 15,848
16.592 7.497
$ 247090
83.554 $ 88672
$ 88,672
$2,590,138

The accompanying Schedule of Expenditures of Federal Awards is a summary of the activity of the City’s
federal award programs presented on the accrual basis of accounting in accordance with generally accepted

accounting principles.
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED DECEMBER 31, 2005

SECTION | - SUMMARY OF AUDITOR'SRESULTS

Financial Statements
Type of auditor’s report issued:

Internal control over financial reporting:

Material weakness identified?

Reportable condition identified not
considered to be a material weakness?

Noncompliance material to financial
statements noted?

Federal Awards
Internal Control over major programs:

Material weakness identified?

Reportable condition identified not
considered to be a material weakness?

Type of auditor’s report issued on
compliance for major programs:

Any audit findings disclosed that are
required to be reported in accordance
with Circular A-133, Section .510(a)?

Identification of major program:
CEDA Number

14.218
14.239

Dollar threshold used to distinguish between

Type A and Type B programs?

Auditee qualified as low-risk auditee?

SECTION Il - FINANCIAL STATEMENT FINDINGS

None noted.

Ungualified
__Yes X _No
__Yes X__None Reported
__Yes X _No
__Yes X _No
__Yes X __None Reported
Ungualified
Yes X _No

Name of Federal Program
Community Development Block Grant
HOME Investment Partnership Program

$300,000

X _Yes No

SECTION |1l - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

None noted.



CITY OF JAMESTOWN, NEW YORK

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
YEAR ENDED DECEMBER 31, 2005

There were no audit findings noted for the year ended December 31, 2004.



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

To the City Council
City of Jamestown, New York

I have audited the accompanying financial statements of the governmental activities, the business-type
activities, each major fund and the aggregate remaining fund information of the City of Jamestown, New
York, as of and for the year ended December 31, 2005, which collectively comprise the City of Jamestown,
New York’s basic financial statements and have issued my report thereon dated July 31, 2006. I conducted
the audit in accordance with auditing standards generally accepted in the United States of America and the
standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing the audit, I considered the City of Jamestown, New York’s internal control over
financial reporting in order to determine my auditing procedures for the purpose of expressing an opinion
on the financial statements and not to provide an opinion on the internal control over financial reporting.
My consideration of the internal control over financial reporting would not necessarily disclose all matters
in the internal control that might be material weaknesses. A material weakness is a reportable condition in
which the design or operation of one or more of the internal control components does not reduce to a
relatively low level the risk that misstatements caused by error or fraud in amounts that would be material
in relation to the financial statements being audited may occur and not be detected within a timely period
by employees in the normal course of performing their assigned functions. I noted no matters involving the
internal control over financial reporting and its operation that I consider to be material weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City of Jamestown, New York’s financial
statements are free of material misstatement, I performed tests of its compliance with certain provisions of
laws, regulations, contracts and grants, 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 my audit and, accordingly, I do not express such an opinion. The
results of these tests disclosed no instances of noncompliance or other matters that are required to be reported
under Government Auditing Standards.

I noted other matters involving the internal control over financial reporting that I have reported to
management of the City of Jamestown, New York, in a separate letter dated July 31, 2006.

This report is intended solely for the information and use of management, City Council, and federal awarding
agencies and is not intended to be and should not be used by anyone other than these specified parties.

Though restricted in use, reports issued in connection with an audit of a local government may be a matter
of public record.

A Nuwals crade .

JO S. TRUSSALO, CPA, P.C.

July 31, 2006
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Report on Compliance With Requirements Applicable to Each Major Program and
on Internal Control Over Compliance in Accordance with OMB Circular A-133

To the City Council
City of Jamestown, New York

Compliance

I have audited the compliance of the City of Jamestown, New York, with the types of compliance
requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance
Supplement that are applicable to each of its major federal programs for the year ended December 31, 2005.
City of Jamestown, New York’s major federal programs are identified in the summary of auditor’s results
section of the accompanying Schedule of Findings and Questioned Costs. Compliance with the requirements
of laws, regulations, contracts and grants applicable to each of its major federal programs is the responsibility
of the City of Jamestown, New York’s management. My responsibility is to express an opinion on the City
of Jamestown, New York’s compliance based on my audit.

I conducted the audit of compliance in accordance with auditing standards generally accepted in the United
States of America; the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133 require that I plan
and perform the audit to obtain reasonable assurance about whether noncompliance with the types of
compliance requirements referred to above that could have a direct and material effect on a major federal
program occurred. An audit includes examining, on a test basis, evidence about City of Jamestown, New
York’s compliance with those requirements and performing such other procedures as I considered necessary
in the circumstances. I believe that the audit provides a reasonable basis for my opinion. My audit does not
provide a legal determination on the City of Jamestown, New York’s compliance with those requirements.

In my opinion, City of Jamestown, New York, complied, in all material respects, with the requirements
referred to above that are applicable to each of its major federal programs for the year ended December 31,
2005.

Internal Control Over Compliance

The management of City of Jamestown, New York, is responsible for establishing and maintaining effective
internal control over compliance with requirements of laws, regulations, contracts and grants applicable to
federal programs. In planning and performing the audit, I considered the City of Jamestown, New York’s
internal control over compliance with requirements that could have a direct and material effect on a major
federal program in order to determine my auditing procedures for the purpose of expressing my opinion on
compliance and to test and report on the internal control over compliance in accordance with OMB Circular
A-133.

My consideration of the internal control over compliance would not necessarily disclose all matters in the
internal control that might be material weaknesses. A material weakness is a reportable condition in which
the design or operation of one or more of the internal control components does not reduce to a relatively low
level the risk that noncompliance with applicable requirements of laws, regulations, contracts and grants
caused by error or fraud that would be material in relation to a major federal program being audited may
occur and not be detected within a timely period by employees in the normal course of performing their
assigned functions. I noted no matters involving the internal control over compliance and its operation that
I consider to be material weaknesses.

This report is intended solely for the information and use of management, City Council, and federal awarding
agencies and is not intended to be and should not be used by anyone other than these specified parties.
Though restricted in use, reports issued in connection with an audit of a local government may be a matter
of public record.

3 Wuwalo % Pe.

JOHN S. TRUSSALO, CPA, P.C.
July 31, 2006
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