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October 11, 2004

To the Governor and Members of the General Assembly of Virginia:

On June 30, 2004, the Virginia Tobacco Indemnification and Community Revitalization Commission closed its 5th fiscal year
of service to the citizens of the tobacco-producing region of the Commonwealth. In those five short years, we have strategically
invested nearly $255 million in an unprecedented transformation of the Commonwealth's oldest and largest farm economy. The
last 12 months have been one of the most productive and rewarding periods of our short history, and it is my privilege to bring
you this report of the events from the last year.

Under your legislative mandate, funds received by the Commission from the Master Settlement Agreement (MSA) were used
exclusively for two purposes: indemnification and revitalization. Thirty-three percent of MSA revenue was committed directly
to individual Virginia tobacco farmers as indemnification for their losses, and 60 percent went into revitalization projects, all
within the tobacco-producing region. Three percent of the funds remain in reserve. Additional details on these investments are
addressed in this report.

The key to ultimately achieving our mission is our Long Range Plan. This strategy was created in early 2003 by a coalition of
visionary public and private individuals who understand the economic conditions and hardships experienced by too many
Virginians within the region served by the Commission. The Commission has been true to this Plan. In fact, it is a “living
document” that will continue to serve as a guide to revitalizing Virginia’s tobacco region.

The Commission members and | thank you for your continued participation in and support of our mission, and we look forward
to the task of bringing continued prosperity to Virginia.

Sincerely,

Charles R. Hawkins



FY2004 COMMISSION MEETINGS

July 10, 2003 Farmville Longwood University

October 22, 2003 Wise University of Virginia's College at Wise

January 13, 2004 Richmond General Assembly Building

March 4, 2004 Richmond General Assembly Building

May 20, 2004 Danville Institute for Advanced Learning and Research

COMMISSION MEMBERS

As of June 30, 2004

House of Delegates Members Secretary of Commerce and Trade

The Honorable Kathy J. Byron Lynchburg The Honorable Michael Schewel Richmond

The Honorable Allen W. Dudley Rocky Mount

The Honorable Clarke N. Hogan Keysville Secretary of Finance

The Honorable Joseph P. Johnson Abingdon The Honorable John Bennett Richmond

The Honorable Terry G. Kilgore, Vice-Chairman Gate City

The Honorable Thomas C. Wright, Jr. Victoria Commissioner of Agriculture and Consumer Services
J. Carlton Courter, [ll Richmond

Senate Members

The Honorable Charles Hawkins, Chairman Chatham

The Honorable Phillip Puckett Lebanon

The Honorable Frank M. Ruff Clarksville

The Honorable William Wampler, Jr. Bristol

Active Flue-Cured Tobacco Producers Term Expires

Mr. Clarence D. Bryant, Il Blairs 6/30/05

Mr. Buddy Mayhew Blairs 6/30/06

Mr. Thomas E. West Nathalie 6/30/07

Active Burley Tobacco Producers

Mr. Stephen S. Banner Castlewood 6/30/06

Mr. Fred M. Fields Pennington Gap 6/30/05

Mr. John M. Stallard Nickelsville 6/30/07

Virginia Farm Bureau Federation Representative

Mr. Jordon M. Jenkins, Jr Blackstone 6/30/07

Citizens

Mr. Thomas Arthur Blairs 6/30/07

Mr. L. Jackson Hite Clarkesville 6/30/06

The Honorable Isiah G. Hopkins Lunenburg 6/30/05

The Honorable Harrison A. Moody Blackstone 6/30/07

Mr. H. Ronnie Montgomery Jonesville 6/30/07

Mr. Claude B. Owen, Jr. Danville 6/30/06

The Honorable Edward Owens South Boston 6/30/05

The Honorable John Thomas Taylor Clarksville 6/30/05

The Honorable Mary Sue Terry Critz 6/30/06

Mr. James C. Thompson Tazewell 6/30/06

The Honorable Gary D. Walker Charlotte Court House 6/30/05
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Indemnification

Fiscal Year 2004 Budget

Reserve (in $ millions)

$1.9
3%

$23.4
33%

Administration
$2.7
4%

Motorsports Initiative

With seven racing tracks in Virginia's tobacco region, the multi-billion dollar
motorsports industry has the potential to significantly improve economic
development in Southside and Southwest Virginia.

Taking the cue from the Governor’s “Motorsports Initiative,” the Commission
funded several motorsports-related programs in 2003 and 2004. It also increased
funding for marketing initiatives, with the additional dollars dedicated
solely for motorsports marketing. Finally, the Commission approved a new
“Motorsports Tobacco Region Opportunity Fund.’

In 2003, the Commission approved $150,000 for marketing and a business
plan for a facility to house the Virginia Institute for Performance Engineering
and Research (VIPER). VIPER will conduct research in mechanical engineering
and offer engineering and testing services to motorsport teams. An additional
grant of $1.3 million the following year will be used to fund start-up costs as
well as to install testing and engineering equipment. A $500,000 grant to
Henry County assisted with infrastructure improvements and seating
expansion at the Martinsville Speedway, helping to boost tourism for the area.

The Commission voted at its October 2003 meeting to set aside $150,000 for
a Motorsports Tobacco Region Opportunity Fund to encourage growth of the
motorsports industry in the tobacco region. These monies will be used to

Revitalization

Education
13%

Economic Regional

$42.0

60% 24%

Innovation
16%

Technology
7%

recruit research and design facilities, specialized machine shops, racecar
teams and other businesses that support the racing industry. Funds will be
awarded as incentive grants for job creation and investment. In 2004, Henry
County received the first of these grants to help bring the HT Motorsports
Craftsman Series Truck Race team to the Henry County area. The relocation
of this one team will create 75 jobs in Henry County.

HT Motorsports #59 Craftsman Truck Series Dodge.

Economic
Development
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Fiscal Year 2004 Grant Awards

(in $ millions)

Agribusiness Southside

TROF $12 Economic
$5.0 Development
$14.0

Special Projects
$2.1

Education
$8.8 Southwest
Economic
Development
$2.5

Technology
$10.8



Innovation

Innovation grants include three areas of funding: Special Projects, Tobacco
Region Opportunity Fund (TROF), and Agribusiness.

Grants are awarded under the Special Projects fund for projects that benefit
several localities within one region or have the potential to have a significant
impact in the tobacco region as a whole. These funds are provided for
projects such as research facilities and regional business development
that impact the larger geographic area. Nine special projects totaling
$2.1 million were funded this fiscal year.

TROF was created to revitalize the economies of the tobacco region
through incentive grants to companies that will create at least 25 new
jobs and bring new private capital investment of at least $1 million to
localities within the region. This fund specifically targets the Commission’s
goal to stimulate economic growth and development in tobacco-dependent
localities and is successfully assisting these communities by reducing
their dependency on tobacco and tobacco-related business. The Commission
works closely with the Virginia Economic Development Partnership to
leverage the Governor's Opportunity Fund. The Commission made
$5.0 million in commitments to help attract 29 new companies, create
3,192 new jobs, and provide $147.5 million in capital investment to the
tobacco region.

Virginia Bioinformatics Institute at Virginia Tech.

Agribusiness grants are awarded to assist tobacco producers and the
tobacco region’s agricultural community diversify into new production
opportunities and develop value-added enterprises. Six agribusiness
projects received grants totaling $1.2 million for programs and facilities.
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Education Lake Country Advanced Knowledge Center

Education funds are awarded for various projects that will create a world-
class workforce in the tobacco region, including scholarships, community
college programs, workforce training, and vocational and adult education
programs. Twenty-nine grants totaling $8.8 million were awarded this

A study conducted by Mecklenburg County in 2001 revealed a reduction in
the number of small farms, an unemployment rate of over 8 percent, and a
recent loss of over 1,300 jobs due to the downsizing and closing of several
local companies. To make matters worse, many of the unemployed farmers

fiscal year for educational projects, including $2.8 million to the tobacco and factory workers did not have the skills and training needed for a new
region’s seven community colleges for continuing programs, $3.8 million generation of jobs.

in scholarships for tobacco region residents who are attending four-year

degree-granting institutions, and $2.2 million in competitive grants for In March of 2001, the Tobacco Commission awarded $804,514 to help the
educational projects. County purchase and renovate a 23,620 square-foot building that had

remained vacant for over two years in downtown South Hill. This building
would become the Lake Country Advanced Knowledge Center—a resource
for educating and training workers for the jobs of a changing economy.

Opening of Southside Virginia Community College’s pre-engineering academy.

Former furniture store transformed into workforce training center.

The following year, the Commission awarded $888,673 to complete interior
classroom renovations for computer and machine-shop training. An additional
grant was approved in the spring of 2003 to purchase equipment for the
machine shop.

Computer training courses began at the Lake Country Advanced Knowledge
Center in the summer of 2003. Classes in welding, machinery, and electronics
were offered for the fall 2003 semester. Enrollment in the Center’s 36 academic
and training programs has steadily increased since its doors opened with
over 250 students enrolled for the fall 2004 semester.



Technology

Technology grants are awarded to develop regional fiber optic “backbone”
networks that will provide high speed, redundant connectivity at an
affordable cost to regional users. These networks will allow the tobacco
region to grow businesses that require this connectivity and to more
effectively market the region as a location for business development. Four
grants totaling $10.8 million were awarded to build infrastructure in the
tobacco region.

Leaders of the Commission, Mid-Atlantic Broadband, and Adesta break ground
in southside.



Regional Economic Development

Regional economic development funds for Southside and Southwest are
designated for projects that will expand and diversify the economic base
in the tobacco-dependent region, creating new employment opportunities
and reducing dependence on tobacco-related activities. The funds are
used to develop industrial sites, improve water and sewer infrastructure,
gstablish training facilities, and develop tourism infrastructure. Local
governments, government entities (such as Planning District Commissions
and Industrial Development Authorities), and non-profit organizations
are eligible for these grants. Regional economic development grants are
awarded through a semi-annual application process. Southside localities
and organizations received 33 regional grants totaling $14.0 million, and
Southwest received 22 regional grants totaling $2.5 million.

Ralph Stanley Museum in Clintwood, an anchor destination on the Crooked Road
Heritage Music Trail — photo by Chris Starnes, LENOWISCO PDC.
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Cumberland Plateau Regional Industrial Park

The Tobacco Commission awarded $66,000 to Russell County in 2001 to
develop a regional industrial park in the Town of Lebanon. This investment
was leveraged with federal grants and loans along with local funds. The
Cumberland Plateau Regional Industrial Park has the potential to bring
over a thousand jobs to Russell County.

The Cumberland Plateau Regional Industrial Park now serves as an impetus
to attract high-tech businesses and jobs to the area. In 2003, AT&T Wireless
announced it would locate a customer service center in one of the park’s
available shell buildings. A Tobacco Region Opportunity Fund grant of
$250,000 helped secure the deal. AT&T invested $5.4 million in this project
and will create as many as 450 jobs in Russell County.

The Commission has awarded over a million dollars to Russell County for
telecommunications infrastructure that will link the park and the County’s
business corridor to a high-speed network. The County received a
$450,0000 grant in 2002 and an $850,000 grant the following year for
broadband deployment.

Technology is a key component for economic strength in the emerging
knowledge-based economy. The Tobacco Commission is committed to
ensuring that the Tobacco Region has a seamless, high-speed advanced
communications infrastructure that is among the best in the world.
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FY04 TOBACCO COMMISSION GRANT AWARDS

Organization Grant Amount Organization Grant Amount
Project Description Project Description
Agribusiness Franklin County ~ §150,000
Appalachian Sustainable Development $72.000 Franklin County Workforce Development Center Project

; i ’ Halifax County IDA $1,180,200
cvfl/:if ﬁ;ﬁ /tzuirrf/Fi:rorfr:ZT: I/Ir:::t/at/ve $175,000 Riverstone Technology Park - Building Two
Transportation and Cooling for Commercial Vegetable Producers Z;]' i/fr?;ugf?/g?tf";;/?guil ding $53,000
Clinch Mountain Farmers Inc. $154,000 Halifax Countv IDA $175,000
Wholesale Marketer for Commercial Vegetable Producers alitax Lounty 1A ) s
Halifax County $500,000 Purc:‘hase and revitalization of 104-acre site.
Southside Value-Added Beef Initiative: A Pilot Project Halifax County IDA $1,000,000

. . . Building One in Riverstone Technology Park

Heart of Appalachia Tourism Authority $50,000 . . . 0.000
Appalachian Legacy - Marketing Tourism through Heritage Products Halifax Educational Foundation $750,

Virginia Small Fruit and

Special Growers Association $258,200
Promoting a Vibrant Virginia Small Fruit Industry
Total Agribusiness $1,209,200
Economic Development-Southside
Amelia County, Virginia $154,961
Amelia County Business Park Utility Extensions
Appomattox County $50,177
Industrial Park Utility Extension
Appomattox County IDA $31,096

Industrial Park Master Planning

Bedford County Economic Development Authority  $83,274
Lot grading - New London Business and Technology Center

Blue Ridge Foundation $250,000
Community Revitalization in Ferrum
Town of Brookneal $81,000
Wastewater System Enhancement
Brunswick County/Lake Gaston

Tourism Association, Inc. $20,000

South Brunswick Small Business/Community Project

Campbell County $50,000
Wireless Broadband Internet Access Infrastructure

Campbell County $125,000
IDA Brookneal Industrial Property

Charlotte County $1,000,000
Care Rehab and Orthopedic Products, Inc.

Chase City Community Services $750,000
Estes Center Project Expansion - Phase Il

Town of Clarksville $550,000
Lake Country Cove Project

City of Danville $1,000,000

Institute for Advanced Learning and Research - Debt Service

City of Danville $551,889
Regional Industrial Park - Phase Il
Dinwiddie County $624,691

Dinwiddie County Industrial Park, Phase Ill

Expansion of Southern Virginia Higher Education Center

Town of Lawrenceville $448,190
Lawrenceville Infrastructure Improvement
Lunenburg County $165,664
Victoria Water Treatment Plant Upgrade
Mecklenburg County Industrial

Development Authority $1,197,911
Lakeside Commerce Park Technology Cluster
Nottoway County $290,125
Nottoway County Community Resource Project
Patrick County Board of Supervisors $240,000
Virginia Narrow Fabrics Building Purchase
Pittsylvania County $158,500
Virginia International Raceway (VIR)

Regional Sanitary Sewer System and Waterline
Pittsylvania County $551,889
Regional Industrial Park - Phase Ill
Pittsylvania County $1,000,000

Institute for Advanced Learning and Research - Debt Service
Pittsylvania County $314,000
Regional Sanitary Sewer Pump Station and Force Main

Prince Edward County $60,000
High Bridge Rails-to-Trails Project

Town of South Boston $737,880
Route 58 Sewer Interceptor Upgrade

Sussex Gounty $249,720
Route 460 Industrial Park Phase 1 Site Development

Total Economic Development-Southside $14,044,167
Economic Development-Southwest

Barter Theatre Foundation $100,000
Stonewall Square Infrastructure Improvements

Town of Big Stone Gap $250,000

Town of Big Stone Gap, Regional Dam Replacement Project

City of Bristol $125,000
Island Road Business Park
Town of Clintwood $139,000

Ralph Stanley Museum - Phase 2
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Organization Grant Amount Organization Grant Amount
Project Description Project Description
Dickenson County Board of Supervisors $50,000 Cumberland County Public Schools and Cumberland

Dickenson County Wireless Network

Historic Crab Orchard Museum and Pioneer Park  $75,000
Phase Il Expansion

Lee County Industrial Development Authority $50,000
Constitutional Oaks Industrial Park Expansion

Lee County Industrial Development Authority ~ $150,000
Structural Renovations - VAMCO #1

Lincoln Theatre, Inc. $75,000
Lincoln Theatre Start-Up and Cinema Equipment

The Nature Conservancy $20,000
Rikemo Property Infrastructure Improvements

0ld High School Renovation, Inc. $59,000
Old Chilhowie High School Construction Renovation

Saltville Foundation $125,000

Project “‘Mammoth”: Expansion/Development of MoMA

Scott County Economic Development Authority $156,750
Reimbursement Grant for Private Business Expansion

Scott County Public Service Authority $162,500
Holston Region Wastewater Treatment Plant Upgrade
Smyth County $114,000

Saltville Wastewater Treatment Plant Improvements Project

Southwest Virginia Higher Education Center $154,075
Southwest Export Trade Initiative

Tazewell Community Hospital Foundation $200,000
Four Seasons Wellness Center

University of Appalachia $67,500
University of Appalachia School of Pharmacy

Whites Mill Foundation $50,000
Whites Mill Tourism Development Project

William King Regional Arts Center $200,000

Capital Improvement Phase 2

Wise County Industrial Development Authority $100,000
Regional Business/Technology Park - Site Work

Town of Wytheville $50,000
Regional Visitors Center & Homestead Museum Site
Total Economic Development-Southwest $2,472,825
Education
Central Virginia Community College

Educational Foundation $400,000

Scholarships; Technical Training Equipment; Bedford Center
Central Virginia Community College

Educational Foundation $50,000
On-Site Workforce Instructional Capabilities
Crater Regional Partnership $90,000

Skill Streams for Success - A Workforce Development Program

Crossroads Rural Entrepreneurial Institute $90,000
Crossroads Technologies, Educational Solutions for Southwest Virginia

County Public Schools Foundation, Inc. $250,000
Center on Education and Training for Employement (CETE) for Cumberiand,
Amelia, and Buckingham Counties

Danville Community College $268,000
Allied Health and Industrial Technology Workforce Training

Danville Community College

Educational Foundation, Inc. $400,000
Entrepreneurship, Advanced Manufacturing, and Industrial
Maintenance Programs; Workforce Training; Student Qutreach

Town of Farmville $15,000
Southside One-Stop Career, Education and Workforce Training Center
Planning Project

Mecklenburg County Business-Education

Partnerships, Inc. $99,000
Mecklenburg County Adult Education Project
Mount Rogers Regional

Adult Education Program $125,000
Southwest Virginia Regional RACE to GED Initiative
Mountain Empire Community College $50,000
AIMS Higher Scholarship Program
Mountain Empire Community College Foundation $400,000
Scholarships and New Information Technology Program
0ld Dominion University $50,000

Promoting Economic Development through Science Education

Patrick Henry Community College $50,000
PHCC Plan for Recovery: Building a Competitive Workforce

Patrick Henry Community College Foundation  $400,000
Scholarships; IT Improvements; Motorsports and Allied Health Programs

Smyth Washington Regional

Industrial Facilities Authority $22,500
Workforce Training Deficiencies that Hinder Industrial Recruitment:
Identification of Regional Problems and Needs

Southside Virginia Community College $400,000
Scholarships; Truck Driver Training Range, Public Safety Complex

Southside Virginia Community College
Foundation
Engineering/Science/Math Laboratory

Southwest Virginia Community College
AIMS Higher Scholarship Program

Southwest Virginia Community College
Meeting Critical Nursing Workforce Needs through
Flexible Program Delivery

Southwest Virginia Community College

Foundation $400,000
Scholarships; Rural Distance Learning Centers; Program Enhancements
Southwest Virginia Higher Education Center $2,760,000
FY04 Southside VA Tobacco Teacher Scholarship/Loan Program

$261,000
$50,000

$150,000

11
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Organization Grant Amount Organization Grant Amount
Project Description Project Description
Southwest Virginia Higher Education Center  $1,000,000 Mid-Atlantic Broadband Cooperative, Inc. $6,000,000
FY04 Southwest Burley Scholarship Program Professional Telecommunications Outside Plant Engineering Services
Tek.Xam Foundation, Inc. _$195,000 Russell County Board of Supervisors $850,000
Tek.Xam Training and Assessment for Workforce Skill Development Cumberland Plateau Broadband Project
University of Appalachia $20,000 Total Technolo 10.759.877
University of Appalachia School of Pharmacy v $10,759,
Virginia Commonwealth University $128,000 TROF
VCU Rural Nurse Anesthesia Education Project
Virginia Department of Education $217,500 Bland County $150,000
GED Distance Learning ABB, Inc.
Virginia Highlands Community College $400,000 City of Emporia $75,000
Scholarships; Highlands Educational Literacy Program Franklin Braid
Virginia Highlands Community College $50,000 City of Danville $100,000
AIMS Higher Scholarship Program Essel Propack #2
Total Education $8,791,000 City of Danville $300,000
Special Proiect Telvista
pecial Frojects City of Danville $400,000
Halifax County IDA $150,000 Luna Nano Materials
VIPER Halifax County $70,000
Henry County $50,000 Sunshine Mills
HT Motorsports Halifax County $50,000
Lee County Industrial Development Authority ~ $270,000 ABB
Lee County Aiport o Henry County $750,000
MountS Rogers Planning District Commission  $200,000 Master Brand Cabinets
Water System
Henry Count 150,000
Roanoke River Service Authority $150,000 Chen/"/’/e - Gloza/tex $
Roanoke River Regional Water Project L . .
. . S Martinsville Industrial Development Authority  $250,000
Southside Business Initiative $550,000 MZM Inc
Regional coalition for economic development marketing and T
venture capital Mecklenburg County $70,000
Southwest Virginia Economic APT
Development Alliance $265,000 Mecklenburg County $100,000
Southwest Virginia Economic Development Alliance Basic Sportswear
Sunnyside Communities $40,000 Patrick County Industrial Development Authority $50,000
Holston Retirement Community Hopkins Lumber
Tazewell County $150,000 Scott County Economic Development Authority $125,000
Regional Industrial Park Joy Manufacturing
Washington County Industrial Smyth County $200,000
Development Authority $291,490 Utility Trailers
Oak Park F/(e Supp_ressmn System-FY04 Tazewell County $250,000
Total Special Projects $2,116,490 Blue Ridge Wood Products
Wythe County $250,000
Technology Wytheville Technologies
Bristol Virginia Utilities Board $2,030,000 Committed funds for projects not yet announced  $1,633,000
BVU High Speed Bandwidth in Rural Areas Total TROF $4,973,000
Lenowisco PDC $1,879,877
Lenowisco Rural Area Network Grand Total $44,366,559
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As management of the Tobacco Indemnification and Community Revitalization
Commission (“Commission”), we offer readers of the Commission’s
financial statements this narrative overview and analysis of the financial
activities of the Commission for the fiscal year ended June 30, 2004.

Financial Highlights

e The assets of the Commission exceeded its liabilities at the close of
FY04 by $83.7 million (net assets).

e The Commission’s total net assets increased by $8.3 million over the
prior year.

e At the end of the fiscal year, the Commission’s unreserved fund
balance for the special revenue fund was $83.7 million.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the
Commission’s basic financial statements. The Commission’s basic financial
statements are comprised of two components: 1) combined fund financial
statements and government-wide financial statements and 2) notes to
the financial statements.

Fund financial statements. A fund is a grouping of related accounts
that is used to maintain control over resources that have been segregated
for specific activities or objectives. The Commission uses fund accounting
to ensure and demonstrate compliance with finance-related legal requirements.
All of the funds of the Commission are governmental funds.

Governmental funds. Governmental funds are used to account for
essentially the same functions reported as governmental activities in the
government-wide financial statements. However, unlike the government-
wide financial statements, governmental fund financial statements focus
on near-term inflows and outflows of spendable resources, as well as on
balances of spendable resources available at the end of the fiscal year.
Such information may be useful in evaluating a government’s near-term
financing requirements.

Because the focus of governmental funds is narrower than that of the
government-wide financial statements, it is useful to compare the
information presented for governmental funds with similar information
presented for governmental activities in the government-wide financial
statements. By doing so, readers may better understand the long-term
impact of the government’s near-term financing decisions. Both the
governmental fund balance sheet and the governmental fund statement
of revenues, expenditures, and changes in fund balances provide a
reconciliation to facilitate this comparison between governmental funds
and governmental activities.

The Commission adopts an annual budget within the appropriation set
forth in the Appropriation Act. A budgetary comparison statement has
been provided to demonstrate compliance with this budget. The
Commission approved several transfers and redistributions of funds
from prior year balances between designated purposes during the year.

ANNUAL REPORT _

This statement does not reflect all of the grant award commitments made by
the Commission in FY04 since grants are paid on a reimbursement basis
and eligibility requirements may not have been met as of June 30, 2004.

Government-wide financial statements. The government-wide financial
statements are designed to provide readers with a broad overview of the
Commission’s finances, in a manner similar to a private-sector business.

The statement of net assets presents information on all of the Commission’s
assets and liabilities, with the difference between the two reported as net
assets. Qver time, increases or decreases in net assets may serve as a
useful indicator of whether the financial position of the Commission is
improving of deteriorating.

The statement of activities presents information showing how the
Commission’s net assets changed during the most recent fiscal year. All
changes in net assets are reported as soon as the underlying event
giving rise to the change occurs, regardless of the timing of related cash
flows. Thus, revenues and expenses are reported in this statement for
some items that will only result in cash flows in the future.

Notes to the financial statements. The notes provide additional
information that is essential to a full understanding of the data provided
in the government-wide and fund financial statements.

Financial Analysis of the Commission’s Governmental Funds

The focus of the Commission’s governmental funds is to provide information
on near-term inflows, outflows, and balances of spendable resources.
Such information is useful in assessing the Commission’s financing
requirements. In particular, the unreserved fund balance may serve as a
useful measure of a government’s net resources available for spending at
the end of the fiscal year.

At June 30, 2004, the Commission’s governmental fund balance was
$83.7 million, an increase of $8.3 million over the prior year. The entire
amount is unreserved fund balance, which is available for spending at the
Commission’s discretion. These funds, however, have already been committed
or designated by the Commission for specific purposes in the future.

Government-wide Financial Analysis

As noted earlier, net assets may serve over time as a useful indicator of
the Commission’s financial position. Assets for the Commission exceeded
liabilities by $83.7 million.

Almost all of the Commission’s net assets are unrestricted and may be
used to meet the Commission’s ongoing obligations to citizens and
creditors. A small portion of the Commission’s net assets reflects
investment in capital assets. The Commission uses these capital assets
to provide services to citizens; consequently, these assets are not
available for future spending.

15
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Commission’s Net Assets

Governmental Activities FY04 FY03
Current and other assets $113,161,598 $83,412,562
Capital assets 14,171 9,766
Total assets $113,175,769 $83,422,328
Long-term liabilities 33,424 28,993
Other liabilities 29,463,957 7978,327
Total liahilities $29,497,381 $8,007,320
Net assets:
Invested in capital assets,

net of related debt 14171 9,766
Unrestricted 83,664,217 75,405,242
Total net assets $83,678,388 $75,415,008

The Commission’s net assets increased by $8.3 million. Most of this
increase is attributable to the cumulative effect of additional community
revitalization grants being awarded, resulting in more grant advances
and grants payable. Both current assets and other liabilities have
increased significantly due to $22.8 million in the securities lending
program administered by the Department of the Treasury.

Commission’s Revenue and Expenditures

FY04 FY03
REVENUES:
Master settlement
agreement payments $64,198,262 $75,014,948
Interest, dividends, and
other investment income 1,571,318 1,266,086

Total revenues $65,769,580 $76,281,034
EXPENDITURES:
Tobacco Settlement Expense
Administration $1,571,225 $2,319,760
Indemnification payments 19,483,809 18,686,739
Community Revitalization 36,406,466 14,138,407
Payments for securities
lending transactions 41244 51,691
Depreciation 3,456 2,076
Total expenditures $57,506,200 $35,198,673
Excess of revenue
over expenditures $8,263,380 $41,082,361

Per the terms of the master settlement agreement, payments were adjusted
for various factors and initial payments discontinued in 2003, resulting
in the Commission’s decreased revenug in FY04. The increase in expenditures
is primarily attributable to additional community revitalization grants being
awarded and disbursed.

Next Year’s Budget

For the year ended June 30, 2004, the unreserved fund balance in the special
revenue fund increased to $83.7 million. Of this amount, the Commission
has committed $62.3 million for indemnification payments and community
revitalization grant awards.

The following table shows the unpaid commitments on the unreserved
fund balance as of June 30, 2004. These unpaid commitments are not
reflected in the financial statements since eligibility requirements may
not have been met as of June 30, 2004.

Unreserved Unpaid Reserve for
Fund Balance = Commitments FY05
Indemnification $6,550,038 $4,462,776 $2,087,262
Community Revitalization 74,177,892 57,797,331 16,380,561
Undesignated 2,969,711 0 2,969,711
TOTAL $83,697,641 $62,260,107 $21,437,534

The Commission anticipates additional grant awards in the first half of
FY05 that will obligate most of the remaining reserve balance.

The Commission has approved a budget of $64,605,935 for FY05, a 5.1
percent decrease from the final FY04 budget.

Requests for Information

This financial report is designed to provide a general overview of the
Commission’s finances for all those with an interest in the Commission’s
finances. Questions concerning any of the information provided in this
report or requests for additional financial information should be addressed
to the Director of Finance, Tobacco Indemnification and Community
Revitalization Commission, 701 East Franklin Street, Suite 501,
Richmond, Virginia 23219.
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