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COMMONWEALTH OF VIEGINIA
DAVID A VON MOLL. CPA Office of the Complrolier P. 0. BOX 1971

COMPTROLLER RICHMOND, Vi, 232181971

December 12, 2008

The Honorable Timothy M. Kaine
Governor of the Commonwealth of Virginia
State Capitol

Richmond, Virginia 23219

Dear Governor Kaine:

It is my pleasure to present the Comprehensive Annual Financial Report (CAFR) for the fiscal year ended June 30, 2008, in
accordance with Section 2.2-813 of the Code of Virginia. This report consists of management’s representations concerning the
Commonwealth of Virginia’'s finances. Management assumes full responsibility for the completeness and reliability of all information
presented. This report reflects my commitment to you, to the citizens of the Commonwealth, and to the financial community to
maintain our financial statements in conformance with accounting principles generally accepted in the United States of America
(GAAP) as established by the Governmental Accounting Standards Board (GASB). Data presented in this report is believed to be
accurate in all material respects, and all disclosures that are necessary to enable the reader to obtain a thorough understanding of
the Commonwealth’s financial activities have been included.

The 2008 CAFR is presented in three sections. The Introductory Section includes this transmittal letter and organization charts
for state government. The Financial Section includes the State Auditor's Report, management’s discussion and analysis (MD&A),
audited government-wide and fund financial statements and notes thereto, required supplementary information other than MD&A,
and the underlying combining and individual fund financial statements and supporting schedules. The Statistical Section sets forth
selected unaudited economic, financial trend, and demographic information for the Commonwealth on a multi-year basis.

The Commonwealth’s management is responsible for the establishment and maintenance of internal accounting controls that
ensure assets are safeguarded and financial transactions are properly recorded and adequately documented. To ensure that the
costs of controls do not exceed the benefits obtained, management is required to use cost estimates and judgments to attain
reasonable assurance as to the adequacy of such controls. The Commonwealth’s established internal controls fulfill these
requirements.

In accordance with Section 30-133 of the Code of Virginia, the Auditor of Public Accounts has audited the Commonwealth’s
financial statements for the year ended June 30, 2008. The audit was conducted in accordance with auditing standards generally
accepted in the United States of America and Government Auditing Standards issued by the Comptroller General of the United
States. The auditor’s opinion is included in the Financial Section of this report. Audit testing for compliance with the Federal Single
Audit Act Amendments of 1996 and the related OMB Circular A-133 is performed at the statewide level. The Commonwealth’s
Single Audit Report will be issued at a later date. | would like to acknowledge the Auditor of Public Accounts’ staff for their many
contributions to the preparation of this report.

GASB Statement No. 34, Basic Financial Statements — and Management’s Discussion and Analysis — for State and Local
Governments, requires that management provide a narrative introduction, overview and analysis to accompany the basic financial
statements in the form of MD&A. This letter of transmittal is designed to complement the MD&A and should be read in conjunction
with it. In addition to the financial analysis addressing the Commonwealth’s governmental and business-type activities, the MD&A
focuses on the Commonwealth’s major funds: the General Fund, the Commonwealth Transportation Special Revenue Fund, the
Federal Trust Special Revenue Fund, the Literary Special Revenue Fund, the State Lottery Fund, the Virginia College Savings Plan
Fund, and the Unemployment Compensation Fund. The Commonwealth’s MD&A can be found on page 27 immediately following
the independent auditor’s report.
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PROFILE OF THE GOVERNMENT

REPORTING ENTITY

For financial reporting purposes, the Commonwealth’s reporting entity consists of (1) the primary government, (2) component
unit organizations for which the primary government is financially accountable (blended component units), and (3) other component
unit organizations for which the nature and significance of their relationship with the primary government is such that exclusion
would cause the reporting entity’s financial statements to be misleading or incomplete (discrete component units). The funds and
accounts of all agencies, boards, commissions, foundations, and authorities that have been identified as part of the primary
government or a component unit have been included. Further information can be found in Note 1.B. to the Financial Statements.

Section 2100 of the GASB Caodification of Governmental Accounting and Financial Reporting Standards describes the criteria
for determining which organizations, functions, and activities should be considered part of the Commonwealth for financial reporting
purposes. The basic criteria include appointing a voting majority of an organization’s governing body, as well as the
Commonwealth’s ability to impose its will on that organization, or the potential for the organization to provide specific financial
benefits to, or impose specific financial burdens on, the Commonwealth. The Commonwealth’s discretely presented major
component units are the Virginia Housing Development Authority, Virginia Public School Authority, University of Virginia, Virginia
Polytechnic Institute and State University, and Virginia Commonwealth University.

The Commonwealth and its component units provide a wide range of services and funding to its citizens, including elementary,
secondary and higher education; health and human services; economic development; environment and natural resources; public
safety, corrections, and regulation; transportation; agriculture; and general government services. The financial activities associated
with these services are reflected in both summary and detail throughout the CAFR.

BUDGETARY CONTROL

In addition to the internal controls previously discussed, the Commonwealth maintains budgetary controls to ensure compliance
with the legal provisions of the Commonwealth’s Appropriation Act, which reflects the General Assembly’s approval of a biennial
budget. The financial transaction process begins with development and approval of the budget, after which budgetary control is
maintained through a formal appropriation and allotment system. The budgeted amounts reflected in the accompanying financial
statements represent summaries of agency budgets.

The Commonwealth’s budget is prepared principally on a cash basis and represents appropriations as authorized by the
General Assembly on a biennial basis at the program level. The Commonwealth monitors spending activity to ensure the
expenditures do not exceed the appropriated amounts at the agency level. The State Comptroller maintains a central general
ledger that records total appropriations and related expenditures for all agencies and institutions included in the approved budget.
Systemic controls are in place to prevent disbursements that exceed authorized appropriations. Additional information regarding
the Commonwealth’s budgetary process can be found in Note 1.E. to the Financial Statements.

BUDGETARY ISSUES

As discussed further in Note 37, the recent deterioration of the credit market has caused some large valuation declines in the
Commonwealth’s investment portfolio. In addition, a slowing economy contributed to General Fund revenue collections being lower
than anticipated. The lower revenue collections have required both a revenue re-estimate and fiscal year 2009 budget reductions.
It is anticipated that additional budget reductions will be required during fiscal year 2010. Refer to page 34 for additional
information.
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ECONOMIC REVIEW

LocAL ECONOMY
Introduction

An economist at the University of Virginia's Weldon Cooper Center for Public Service prepared this section on recent
developments in the Virginia economy. In fiscal year 2008, the Commonwealth’s economy managed some expansion, but at a
slower pace than in the last few years. The analysis in this section covers the last five fiscal years in order to provide perspective
on developments in fiscal year 2008.

Employment

Virginia's nonfarm payroll employment increased by 23,500 or 0.6 percent in fiscal year 2008. As shown in Figure 1, the
percentage gain was less than in the four preceding years. The Commonwealth's growth rate in 2008 was slightly below the national
rate, as it also was in 2007. In earlier years, Virginia consistently outperformed the nation. One must go back to fiscal year 1996 to
find a previous case when the national growth rate was higher.

Figure 1
Percentage Change of Nonfarm Payroll Employment
Fiscal Year 2004 — Fiscal Year 2008

‘—O—Virginia United States

3.0%

2.5% A

2.0% \

1.5% N\

1.0%

0.5%

0.0%
2004 2005 2006 2007* 2008

Source: U. S. Bureau of Labor Statistics
* BLS has changed the 2007 estimates of employment based on new benchmark data.
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Figure 2 shows changes in employment by industry based on the North American Industry Classification System (NAICS).
Major industries with strong relative gains were education and health services and state government. Important industries with large
relative declines were construction, information services, financial activities, and manufacturing. Figure 2 also shows fiscal year
2008 industry growth rates for the nation. As previously noted, Virginia's overall growth rate was a little below the national rate. Most
industries performed similarly in Virginia as they did nationally. A major exception was the Commonwealth’s natural resources and
mining industry, which declined while the national industry grew by 5.0 percent. This anomaly is explained by production problems
of a major Virginia coal firm and the differing industry composition in Virginia where underground coal mining is the major
component, whereas for the nation, surface coal mining, oil, and gas are important subsectors.

Fiscal Year 2004 — Fiscal Year 2008

Figure 2
Nonfarm Payroll Employment

Change, Fiscal Year 2007 — Fiscal Year 2008

Virginia Employment (000) Virginia u.s.
Number

NAICS Industry 2004 2005 2006* 2007* 2008 (000) Percent Percent
Natural resources and mining 10.2 10.4 11.1 11.3 10.8 (0.5) (4.4) 5.0
Construction 224.3 237.3 248.9 244.6 238.1 (6.5) 2.7) (3.3)
Manufacturing 299.4 298.0 292.7 283.1 275.5 (7.6) 2.7) (2.1)
Wholesale trade 113.8 115.7 118.5 120.6 121.4 0.8 0.7 15
Retail trade 409.2 414.8 422.3 425.4 425.8 0.4 0.1 0.1
Transportation and utilities 118.4 121.1 120.5 119.5 120.4 0.9 0.8 0.6
Information Services 100.7 94.9 92.0 91.2 90.1 (x.1) 1.2) (0.5)
Financial activities 187.6 190.8 194.0 195.1 192.9 (2.2) (1.2) (1.0)
Professional and business
services 561.3 593.6 618.6 637.2 647.9 10.7 1.7 1.3
Education and health services 374.9 387.4 399.6 411.2 422.2 11.0 2.7 3.0
Leisure and hospitality 314.3 325.1 334.4 342.3 347.6 5.3 15 25
Other services 177.0 180.5 181.1 1835 186.1 2.6 1.4 0.8
Federal civilian government 149.8 151.7 152.7 156.4 156.3 (0.1) (0.1) (0.1)
State government 143.9 147.6 151.3 153.8 157.8 4.0 2.6 0.9
Local government 349.9 357.4 364.6 370.1 376.1 6.0 1.6 1.3
Total Nonfarm Employment 3,534.7 3,626.3 3,702.3 3,745.3 3,769.0 23.7 0.6 0.7

Source: U. S. Bureau of Labor Statistics
Note: Details may not add to totals due to rounding.
* BLS has changed the 2006 and 2007 estimates of employment based on new benchmark data.
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There was job growth in fiscal year 2008 in all but two of Virginia’s metropolitan statistical areas (MSAs). Employment was flat
in Harrisonburg and it declined in Blacksburg-Christiansburg-Radford because of strikes and subsequent layoffs in motor vehicle
manufacturing (Figure 3). In the other metropolitan areas, gains ranged from 0.3 percent in Roanoke to 1.6 percent in
Charlottesville and in Lynchburg. Employment in Northern Virginia, the Commonwealth’s largest labor pool, grew by only 0.9
percent. Nonetheless, because of its size, Northern Virginia accounted for close to half of the Commonwealth’s net increase of
23,500 jobs in fiscal year 2008. The MSA grouping in Figure 3 does not include Danville, which was dropped from the Bureau of
Labor Statistics current employment statistics program because of a budget cut.

Figure 3
Nonfarm Payroll Employment of Virginia MSAs
Fiscal Year 2004 — Fiscal Year 2008

Percent Change

2004* 2005* 2006* 2007* 2008
State 13 2.6 21 1.2 0.6
Metropolitan Area** 2.0 2.7 2.3 15 0.8
Blacksburg-Christiansburg-Radford 1.6 0.6 1.0 (0.6) a.7)
Charlottesville 0.9 31 3.7 4.0 16
Harrisonburg 3.1 0.2 2.3 3.7 -
Lynchburg 0.9 2.0 2.2 15 1.6
Northern Virginia 35 4.1 34 1.6 0.9
Richmond 1.7 25 15 1.8 0.8
Roanoke (2.2) 0.6 2.3 1.2 0.3
Virginia Beach-Norfolk-Newport News VA-NC*** 1.0 1.7 1.2 0.9 1.0
Winchester VA-W\/*** 33 2.2 3.7 3.0 1.2

Source: U. S. Bureau of Labor Statistics

* BLS has changed prior estimates of employment based on new benchmark data.

** Excludes Kingsport-Bristol MSA, most of which is located in Tennessee, and the Danville MSA for which BLS no longer publishes data.
*** |ncludes non-Virginia portion.
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Personal Income

Developments in personal income have a strong bearing on state government revenues since collections from the individual
income tax and other taxes are related directly or closely to income. In fiscal year 2008, Virginia personal income in current dollars
grew by 4.4 percent. As shown in Figure 4, this was below the national rate for the second consecutive year. Prior to then, the
Commonwealth’s rate exceeded the national rate.

Figure 4
Percentage Change in Personal Income
Fiscal Year 2004 — Fiscal Year 2008

===\/irginia United States ‘

8.0%

7.0% \\

6.0% N

5.0% A

4.0% -

3.0%

2.0%

1.0%

0.0%

2004 2005 2006 2007 2008

Source: U. S. Bureau of Economic Analysis Regional Economic Information System
Note: BEA revised quarterly and annual state personal income beginning with the first quarter of 2005.

There are three major components of personal income. The first and largest is net earnings by place of residence, which is the
sum of wages and salaries and proprietors' income. In fiscal year 2008, Virginia's net earnings rose by 4.1 percent, close to the
national average of 4.3 percent. Dividends, interest, and rent increased by only 3.5 percent versus 6.8 percent nationally. Income
transfers, which are mainly Social Security benefits, grew by 8.0 percent, about the same as the U. S. average of 7.8 percent.
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Unemployment

In fiscal year 2008, only 140,671 Virginians, or 3.4 percent, of the 4,089,012 persons in the civilian labor force were
unemployed. In relation to the national average, which was 4.9 percent, Virginia had an enviably low rate and this was true for the
five years shown in Figure 5. However, the Commonwealth’s average unemployment rate was higher in fiscal year 2008 than in
previous years because the rate began to rise during the second half of the year.

Figure 5
Civilian Unemployment Rate
Fiscal Year 2004 — Fiscal Year 2008

O Virginia @ United States

7.0%

6.0%

5.0%

4.0%

3.0%

2.0%

1.0%
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2004 2005 2006 2007 2008

Source: U. S. Bureau of Labor Statistics and Virginia Employment Commission
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As shown in Figure 6, all of the metropolitan areas except Danville had higher unemployment rates in fiscal year 2008 than in
the preceding year. Rates ranged from 2.6 percent in the Northern Virginia MSA to 6.6 percent in the Danville MSA, which
continued to be hit hard by employment declines in textile manufacturing.

Figure 6
Civilian Unemployment Rates of Virginia MSAs
Fiscal Year 2004 — Fiscal Year 2008

MSA 2004 2005 2006* 2007* 2008

State 3.9% 3.6% 3.2% 3.0% 3.4%
Blacksburg-Christiansburg-Radford 4.3% 3.9% 3.5% 3.7% 4.2%
Charlottesville 3.4% 3.0% 2.7% 2.4% 2.8%
Danville 7.5% 7.6% 7.1% 6.7% 6.6%
Harrisonburg 2.9% 3.1% 2.8% 2.5% 3.0%
Kingsport-Bristol TN-VA** 5.5% 4.9% 4.6% 4.4% 5.0%
Lynchburg 4.6% 4.0% 3.5% 3.3% 3.7%
Northern Virginia** 2.9% 2.6% 2.3% 2.2% 2.6%
Richmond 4.0% 3.8% 3.4% 3.1% 3.6%
Roanoke 3.9% 3.6% 3.1% 3.0% 3.5%
Va. Beach-Norfolk-Newport News, VA-NC** 4.2% 4.2% 3.6% 3.2% 3.7%
Winchester, VA-WV** 3.2% 2.9% 2.5% 2.9% 3.5%

Source: U. S. Bureau of Labor Statistics and Virginia Employment Commission
* BLS and VEC revised 2006 and 2007 unemployment estimates to conform to new benchmark data.
** Excludes non-Virginia portion.
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Housing Market

The housing slump, which began in fiscal year 2006, deepened in fiscal year 2008 as shown in Figure 7. Permits for new
residential units dropped by 27.9 percent to reach a level of 29,016 after declining by the same percentage in the previous year.
Virginia’s relative decline in fiscal year 2008 was not quite as severe as for the nation as a whole, which experienced a 32.9 percent
drop.

Figure 7
Virginia New Privately Owned Housing Units Authorized
Fiscal Year 2004 — Fiscal Year 2008

70,000

60,000

50,000
40,000 A
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10,000 +
0 T T

2004 2005 2006 2007 2008

Source: U. S. Bureau of the Census
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Another indicator of the severity of the housing slump is the series on house prices published by the Office of Federal Housing
Enterprise Oversight (OFHEQO). As shown in Figure 8, fiscal year price appreciation of existing houses slowed to 0.1 percent in
fiscal year 2008 after 6.2 percent growth in the preceding year and double-digit growth in the three earlier years. Virginia's
experience in 2008 mirrored that of the nation, but the Commonwealth’s rise in house values was greater in earlier years. The
Commonwealth’s index was greatly affected by developments in Northern Virginia, which for many years was one of the hottest
major metropolitan area real estate markets. The OFHEO index, which was used for this report because it is the only series
available for states, may understate price developments. The S&P/Case-Shiller home-price index, another popular indicator, has
recently shown greater deterioration in house prices. However, there are major differences in the two indexes. Unlike OFHEQ's
index, the Case-Shiller index includes so-called jumbo loans over $417,000 that are not in the OFHEO database, and exotic
nonconforming and subprime loans. On the other hand, OFHEO covers the entire nation while Case-Shiller is limited to 100 major
metropolitan areas that account for about 70 percent of the housing loans in the country.

Figure 8
Percentage Change in House Prices
Fiscal Year 2004 — Fiscal Year 2008
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Source: Office of Federal Housing Enterprise Oversight
Note: OFHEO has revised historical data to incorporate newly available information.

Conclusion

In summary, Virginia’s economy weakened in fiscal year 2008 as it reflected the general slowdown in the national economy.
This condition stemmed from the bursting of the housing bubble that began in 2006 and the resulting credit problems that affected
many sectors.
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MAJOR INITIATIVES

The CAFR has received unqualified audit opinions from fiscal year 1986 through fiscal year 2007. During this period, the
Commonwealth has also received the Government Finance Officers Association Certificate of Achievement for Excellence in
Financial Reporting. While we are very proud of these unqualified audit opinions and awards, we must be mindful of the fact that
they are not automatic. The successes of the State Comptroller’s office are directly attributable not only to the professionalism,
experience and integrity of the State Comptroller’s technical and accounting personnel, but also to the professionalism, experience
and integrity of the financial and accounting personnel throughout the Commonwealth. These major initiatives will support efforts to
continue our legacy of quality financial management.

ENTERPRISE APPLICATION PROJECT

The Commonwealth has initiated the planning process to replace its aging administrative systems with an integrated enterprise
application. The first phase targets the budget development system, and the Commonwealth is currently in the planning stage. The
Virginia Department of Transportation has taken the lead in developing a general ledger replacement that will serve as the basis for
an enterprise replacement of the Commonwealth’s current general ledger system. The State Comptroller's Office has
representation on the Steering Committee and has assigned full-time resources to this project.

AGENCY RISK MANAGEMENT AND INTERNAL CONTROL STANDARDS

In November 2006, the State Comptroller issued standards for establishing and assessing agency internal controls in order to
more effectively manage risk and maintain accountability. Each year, agency heads certify to the State Comptroller and to the
Auditor of Public Accounts that they have established, maintained and evaluated their agency’s internal control framework. These
standards provide the basis against which these certifications will be measured. These standards incorporate best practices in
internal control management and are an integral component of the Commonwealth’s financial management goals. To further
strengthen the Commonwealth’s financial accounting internal controls, the State Comptroller's Office has established the
Accounting Internal Control and Compliance Oversight Unit. This Unit's primary purpose is to provide assistance to agencies to
increase and improve internal controls over accounting and financial reporting.

AWARDS AND ACKNOWLEDGMENTS

The Government Finance Officers Association of the United States and Canada (GFOA) awarded the Certificate of
Achievement for Excellence in Financial Reporting to the Commonwealth for its CAFR for the fiscal year ended June 30, 2007. The
Certificate of Achievement is a prestigious national award that recognizes conformance with the highest standards for preparation of
state and local government financial reports. In order to be awarded a Certificate of Achievement, a government unit must publish
an easily readable and efficiently organized comprehensive annual financial report that conforms to program standards. Such
reports must satisfy both accounting principles generally accepted in the United States of America and all applicable legal
requirements.

A Certificate of Achievement is valid for a period of one year. The Commonwealth has received a Certificate of Achievement for
the last 22 consecutive years (fiscal years 1986-2007). | believe that this year’s report continues to conform to the Certificate of
Achievement program requirements and we are submitting it to GFOA.

This report could not have been prepared without the full cooperation of all state agencies within the Executive Branch, the
Legislature, the Judiciary, the Component Units, and especially the dedication and professionalism of the financial reporting staff in
the Department of Accounts.

Respectfully submitted,

David B’on Moll

Comptroller of the Commonwealth of Virginia
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Organization Charts
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Organization of Executive Branch of Government

As of June 30, 2008

Attorney General

Governor

Lieutenant Governor

Department of Law

Chief of Staff

Virginia Liaison Office

Secretary of the Commonwealth

Interstate Organization Contributions

Office for Substance Abuse Prevention

Office of Commonwealth Preparedness

Office of Workforce Development and
Workforce Council Support

Enterprise Applications Public-Private
Partnership Project Office

Secretary of Administration

Compensation Board

Council on Human Rights

Department of Charitable Gaming

Department of Employment Dispute
Resolution

Department of General Services

Department of Human Resource Management

Department of Minority Business Enterprise

State Board of Elections

Secretary of Agriculture and Forestry

Department of Agriculture and Consumer
Services

Department of Forestry

Virginia Agricultural Council

Secretary of Commerce and Trade

Board of Accountancy

Department of Business Assistance

Department of Housing and Community
Development

Department of Labor and Industry

Department of Mines, Minerals and Energy

Department of Professional and Occupational
Regulation

Virginia Economic Development Partnership

Virginia Employment Commission

Virginia Racing Commission

Virginia Tourism Authority

Secretary of Natural Resources
Chippokes Plantation Farm Foundation
Department of Conservation and Recreation
Department of Environmental Quality
Department of Game and Inland Fisheries
Department of Historic Resources

Marine Resources Commission

Virginia Museum of Natural History

Secretary of Education

Christopher Newport University

The College of William and Mary

Department of Education

Frontier Culture Museum of Virginia

George Mason University

Gunston Hall

Higher Education Research Initiative

Institute for Advanced Learning and Research

James Madison University

Jamestown-Yorktown Foundation

The Library of Virginia

Longwood University

New College Institute

Norfolk State University

Old Dominion University

Radford University

Roanoke Higher Education Authority

The Science Museum of Virginia

Southern Virginia Higher Education Center

Southwest Virginia Higher Education Center

State Council of Higher Education for Virginia

University of Mary Washington

University of Virginia

Virginia College Building Authority

Virginia Commission for the Arts

Virginia Commonwealth University

Virginia Community College System

Virginia Military Institute

Virginia Museum of Fine Arts

Virginia Polytechnic Institute and State
University

Virginia School for the Deaf and Blind at
Staunton

Virginia School for the Deaf, Blind and Multi-
Disabled at Hampton

Virginia State University

Secretary of Health and Human Resources

Department for the Aging

Department for the Blind and Vision Impaired

Department for the Deaf and Hard-of-Hearing

Department of Health

Department of Health Professions

Department of Medical Assistance Services

Department of Mental Health, Mental
Retardation and Substance Abuse Services

Department of Rehabilitative Services

Department of Social Services

Office of Comprehensive Services for At-Risk
Youth and Families

Office of the Inspector General

Virginia Board for People with Disabilities

Secretary of Public Safety
Commonwealth’s Attorneys’ Services Council
Department of Alcoholic Beverage Control
Department of Correctional Education
Department of Corrections

Department of Criminal Justice Services
Department of Emergency Management
Department of Fire Programs

Department of Forensic Science
Department of Juvenile Justice
Department of Military Affairs

Department of State Police

Department of Veterans’ Services

Virginia Parole Board

Secretary of Technology
Innovative Technology Authority
Virginia Information Technologies Agency

Secretary of Finance

Department of Accounts
Department of Planning and Budget
Department of Taxation

Department of the Treasury
Treasury Board

Secretary of Transportation

Board of Towing and Recovery Operations
Department of Aviation

Department of Motor Vehicles

Department of Rail and Public Transportation
Department of Transportation

Motor Vehicle Dealer Board

Virginia Port Authority
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Organization of Government

Selected Government Officials - Executive Branch

As of December 15, 2008

Citizens of Virginia

Attorney General Governor Lieutenant Governor
Robert F. McDonnell Timothy M. Kaine William T. Bolling
Senior Advisor to the Governor Chief of Staff Assistant to the Governor for
for Workforce Wayne M. Turnage Commonwealth Preparedness
Daniel G. LeBlanc Robert P. Crouch
Secretary of Secretary of Secretary of Secretary of
Administration Agriculture and Forestry Commerce and Trade the Commonwealth
Viola O. Baskerville Robert S. Bloxom Patrick O. Gottschalk Katherine K. Hanley
Secretary of Secretary of Secretary of Secretary of
Education Health and Human Resources Natural Resources Public Safety
Dr. Thomas R. Morris Marilyn B. Tavenner L. Preston Bryant, Jr. John W. Marshall
Secretary of Secretary of Secretary of
Technology Finance Transportation
Aneesh P. Chopra Richard D. Brown Pierce R. Homer
State Comptroller State Tax Commissioner State Treasurer Director, Department of
David A. Von Moll, CPA, CGFM Janie E. Bowen J. Braxton Powell Planning and Budget
Daniel S. Timberlake

Commonwealth of Virginia 21



Organization of the Department of Accounts

As of December 15, 2008

State Comptroller
David A. Von Moll, CPA, CGFM

Richard E. Phillips

Director, Technical Services

Director, Finance and Administration
James W. Fisher, CPA

Richard L. Salkeld

Director, Systems Development

Director, State Payroll Operations
Lora L. George, CPA

Jean S. Turlington

Director, Payroll Service Bureau

State Internal Auditor
John A. Spooner, CPA, CIA

Assistant Comptroller
Accounting and Reporting

Lewis R. McCabe, Jr., CPA, CGFM

Director, General Accounting
VACANT

Director, Financial Reporting
Sharon H. Lawrence, CPA

Director, Accounting & Internal
Control Compliance Oversight
Ronald D. Necessary, CPA, CISA, CFE

Assistant Director, Financial Reporting
John J. Sotos, CPA

Financial Reporting Analyst
Gregory T. Lehman, CPA

Financial Reporting Analyst
Laura A. Rice, CPA

Financial Reporting Analyst
Andrew Short, CPA, CGFM

Financial Reporting Analyst
Marquia N. McLendon

Assistant Director, Financial Reporting

Douglas N. Page, CPA

Assistant Director, Financial Reporting
Robert D. Eddleton, CPA, CIA, CISA

Senior Lead Financial Reporting Analyst}

M. Christy Tuck, CPA

State Accounts Receivable Coordinator
Robert H. Meinhard, CIA, CFE

Financial Reporting Analyst

Susan M. Livesay

CMIA, 1099 Coordinator
Nicholas Whitby

Financial Reporting Analyst
Matthew K. Wiggins

Indirect Cost Coordinator
Penny B. Williams

Financial Reporting Analyst
Gemma L. Yu-Meade, CPA

Lead Accounting Analyst
Christopher W. DiRienzo, CFE

Senior Accountant
Marianne P. Madison

Financial Reporting Analyst
Sandra Muir
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Uonumontuealth of Virginia

Auditor of Public Accounts
P.O.Box 1295
Walter J. Kucharski, Auditor Richmond, Virginia 23218

December 12, 2008

The Honorable Timothy M. Kaine
Governor of Virginia

State Capitol

Richmond, Virginia

The Honorable M. Kirkland Cox

Chairman, Joint Legislative Audit and Review Commission
General Assembly Building

Richmond, Virginia

INDEPENDENT AUDITOR'S REPORT

We have audited the accompanying financial statements of the governmental activities, the business-type activities, the aggregate
discretely presented component units, each major fund, and the aggregate remaining fund information of the Commonwealth of
Virginia, as of and for the year ended June 30, 2008, which collectively comprise the Commonwealth's basic financial statements
as listed in the table of contents. These financial statements are the responsibility of the Commonwealth of Virginia’s
management. Our responsibility is to express opinions on these financial statements based on our audit. We did not audit the
financial statements of certain components units of the Commonwealth discussed in Note 1.B., which represent 32.23 percent,
19.58 percent, and 8.35 percent, respectively, of the assets, net assets, and revenues of the aggregate discretely presented
component units. Those financial statements were audited by other auditors whose reports thereon have been furnished to us,
and our opinion, insofar as it relates to the amounts included for certain component units discussed in Note 1.B. is based on the
reports of the other auditors.

We conducted our 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. Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. The financial statements of the Hampton Roads Sanitation District
Commission, Virginia Museum of Fine Arts Foundation, Library of Virginia Foundation, and Danville Science Center, Inc. which
were audited by other auditors upon whose reports we are relying, were audited in accordance with auditing standards generally
accepted in the United States of America, but not in accordance with Government Auditing Standards. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures 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. We believe that our audit and the reports of other auditors provide a reasonable basis for our
opinions.

In our opinion, based on our audit and the reports of other auditors, the financial statements referred to above present fairly, in all
material respects, the respective financial position of the governmental activities, the business-type activities, the aggregate
discretely presented component units, each major fund, and the aggregate remaining fund information of the Commonwealth of
Virginia as of June 30, 2008, and the respective changes in 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.
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The management's discussion and analysis, budgetary comparison schedule, funding progress for defined benefit pension plans,
schedule of employer contributions for defined benefit pension plans, funding progress for other post-employment benefit plans,
schedule of employer contributions for other post-employment benefit plans, and claims development information on pages 27
through 36 and 162 through 176 are not a required part of the basic financial statements but are supplementary information
required by accounting principles generally accepted in the United States of America. We have applied certain limited procedures,
which consisted principally of inquiries of management regarding the methods of measurement and presentation of the required
supplementary information. However, we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise the
Commonwealth of Virginia's basic financial statements. The introductory section, combining and individual fund financial
statements and schedules, and statistical section are presented for the purposes of additional analysis and are not a required part
of the basic financial statements. The combining and individual fund financial statements and schedules have been subjected to
the auditing procedures applied by us and other auditors in the audit of the basic financial statements and, in our opinion based on
our audit and the reports of other auditors, are fairly stated in all material respects in relation to the basic financial statements taken
as a whole. The introductory section and statistical section have not been subjected to the auditing procedures applied in the audit
of the basic financial statements and, accordingly, we express no opinion on them.

In accordance with Government Auditing Standards, our report dated December 12, 2008, on our consideration of the
Commonwealth's internal control over financial reporting and on our tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements and other matters is issued under separate cover in the Commonwealth of Virginia
Single Audit Report. The purpose of that report is to describe the scope of our testing of internal control over financial reporting
and compliance and the results of that testing, and not to provide an opinion on the internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Government Auditing Standards and should
be considered in assessing the results of our audit.

WALTER J. KUCHARSKI
AUDITOR OF PUBLIC ACCOUNTS
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Management’s Discussion and Analysis

(Unaudited)

The following is a discussion and analysis of the Commonwealth of Virginia’'s (the Commonwealth) financial performance, including
an overview and analysis of the financial activities of the Commonwealth for the fiscal year ended June 30, 2008. Readers should
consider this information in conjunction with the transmittal letter, which is located in the Introductory Section of this report, and the
Commonwealth’s financial statements, including the notes to the financial statements, which are located after this analysis.

Financial Highlights
Government-wide Highlights

The primary government’s assets exceeded its liabilities at June 30, 2008, by $18.3 billion. Net assets of governmental activities
increased by $739.7 million and net assets of business-type activities decreased by $213.1 million. Component units reported an
increase in net assets of $675.6 million from June 30, 2007.

Fund Highlights

At the end of the fiscal year, the Commonwealth’s governmental funds reported a combined ending fund balance of $4.8 billion, a
decrease of $738.4 million in comparison with the prior year. Of this total fund balance, $3.3 billion represents unreserved fund
balance and the remaining $1.5 billion represents amounts reserved for specific purposes, such as the Revenue Stabilization
Fund. The enterprise funds reported net assets at June 30, 2008, of $902.2 million, a decrease of $211.0 million during the year.

While the Commonwealth’s combined governmental fund increased during fiscal year 2008, the General Fund actual revenues
marginally increased $6.6 million over final budgeted revenues. This small increase coupled with wider economic concerns have
contributed to a projected budget shortfall for the fiscal year 2008-2010 biennial budget. See page 34 for additional information.

Long-term Debt

The Commonwealth’s total debt rose during the fiscal year to $26.9 billion, an increase of $2.6 billion or 10.7 percent. During fiscal
year 2008, the Commonwealth issued new debt in the amount of $503.3 million for the primary government and $3.4 billion for the
component units. More detailed information regarding these activities begins on page 131.

Overview of the Financial Statements

This discussion and analysis is an introduction to the Commonwealth’s basic financial statements, which include three
components: 1) government-wide financial statements; 2) fund financial statements; and 3) notes to the financial statements. The
report also contains additional required supplementary information and other information.

Government-wide Statements

The government-wide financial statements are designed to provide readers with a broad overview of the Commonwealth’s finances
in @ manner similar to a private-sector business. The statements provide both short-term and long-term information about the
Commonwealth’s financial position which helps readers determine whether the Commonwealth’s financial position has improved or
deteriorated during the fiscal year. These statements include all non-fiduciary financial activity on the full accrual basis of
accounting. This means that all revenue and expenditures are reflected in the financial statements even if the related cash has not
been received or paid as of June 30.

The Statement of Net Assets (pages 38 and 39) presents information on all of the Commonwealth’s assets and liabilities, with the
difference between the two reported as net assets. Over time, increases or decreases in net assets may indicate whether the
financial position of the Commonwealth is improving or deteriorating.

The Statement of Activities (pages 40 through 42) presents information showing how the Commonwealth’s net assets changed
during fiscal year 2008. 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 future fiscal periods (e.g., uncollected taxes and earned but unused vacation leave).
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Both the Statement of Net Assets and Statement of Activities report three separate activities. These activities are described as
follows:

Governmental Activities — account for functions of the Commonwealth that are primarily supported by taxes and
intergovernmental revenues. The majority of the Commonwealth’s basic services, such as education, individual and family
services, transportation, resources and economic development, administration of justice, and general government, fall within this
category.

Business-type Activities — account for functions that are intended to recover all or a significant portion of their costs through user
fees and charges. The major business-type activities of the Commonwealth include the State Lottery, Virginia College Savings
Plan, and Unemployment Compensation Fund.

Discretely Presented Component Units — account for functions of legally separate entities for which the Commonwealth is
financially accountable. The Commonwealth has 27 non-higher education component units and 22 higher education institutions
that are reported as discretely presented component units. Information regarding the individual financial statements of the
component units is presented in the notes to the financial statements.

This report includes two schedules (pages 46 and 50) that reconcile the amounts reported on the governmental fund financial
statements (modified accrual accounting) with governmental activities on the appropriate government-wide statements (full accrual
accounting). The following indicates some of the reporting differences between the government-wide financial statements and the
fund financial statements.

e Capital assets used in governmental activities are not reported on governmental fund statements.

e Long-term liabilities, unless due and payable, are not included in the fund financial statements. These liabilities are only
included in the government-wide statements.

e Internal service funds are reported as governmental activities in the government-wide statements, but are reported as
proprietary funds in the fund financial statements.

e Other long-term assets that are not available to pay for current period expenditures are deferred in the governmental fund
statements, but not deferred in the government-wide statements.

e Capital outlay spending results in capital assets on the government-wide statements, but are reported as expenditures in
the fund financial statements.

e Bond proceeds provide current financial resources on the fund financial statements, but are recorded as long-term
liabilities in the government-wide 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 Commonwealth, like other state and local governments, uses fund accounting to ensure and
demonstrate compliance with finance-related legal requirements. All the Commonwealth’'s funds can be divided into three
categories: governmental, proprietary, and fiduciary. Each of these categories uses different accounting approaches. Fund
financial statements begin on page 44 and provide detailed information about the major individual funds.

e Governmental funds — Most of the basic services provided by the Commonwealth are reported in the governmental
funds. These statements provide a detailed, short-term view of the functions reported as governmental activities in the
government-wide financial statements. The government-wide financial statements are reported using the full accrual basis
of accounting, but the governmental fund financial statements are reported using the modified accrual basis of accounting.
This allows the reader to focus on assets that can be readily converted to cash and determine whether there are adequate
resources to meet the Commonwealth’s current needs.

Because the focus of governmental funds is more limited 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. This comparison can help readers better understand the long-term
impact of the Commonwealth’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. These reconciliations are presented
on the page immediately following each governmental fund financial statement.

The Commonwealth reports 14 individual governmental funds. Information is presented separately in the governmental
fund statements for the General, Commonwealth Transportation, Federal Trust, and Literary funds, which are all
considered major funds. Data from the other 10 governmental funds are aggregated into a single column on the fund
statements. Individual fund data for these nonmajor governmental funds is provided in the combining financial statements
immediately following the required supplementary information.
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e Proprietary funds — The Commonwealth maintains two different types of proprietary funds, enterprise and internal
service. These funds report activities that operate more like those of private sector business and use the full accrual basis
of accounting. Enterprise funds report activities that charge fees for supplies or services to the general public like the
State Lottery. Enterprise funds are reported as business-type activities on the government-wide financial statements.
The enterprise funds use the full accrual basis of accounting and the only differences between amounts reported on the
government-wide statements and the enterprise fund statements are due to internal service fund activity (see
reconciliations on pages 52 and 54). Internal service funds report activities that charge fees for supplies and services to
other Commonwealth agencies, like Fleet Management. Internal service funds are reported as governmental activities in
the government-wide statements because these types of services predominantly benefit governments rather than
business-type functions.

The Commonwealth reports 22 individual proprietary funds. Information is presented separately in the proprietary fund
statements for the State Lottery Department, Virginia College Savings Plan, and Unemployment Compensation Funds, all
of which are considered major funds. Data from the other enterprise funds are aggregated into a single column on the
fund statements. All internal service funds are aggregated into a single column on the fund statements. Individual fund
data for all nonmajor proprietary funds is provided in the combining financial statements immediately following the
required supplementary information.

e Fiduciary funds — These funds are used to account for resources held for the benefit of parties outside the government
and use the full accrual basis of accounting. Fiduciary funds are excluded from the government-wide financial statements
because the resources of these funds are restricted and cannot be used to finance the Commonwealth’s operations. The
Commonwealth’s fiduciary activities are reported in separate Statements of Fiduciary Net Assets and Changes in
Fiduciary Net Assets beginning on page 62.

The Commonwealth’s fiduciary funds are the:

o Private-purpose Trusts, which reports the activities for 6 separate funds and accounts for transactions of trust
arrangements in which the principal and income benefit individuals, private organizations, or other governments;

o Pension and Other Employee Benefit Trusts, which reports the activities of 12 separate pension and other
employment retirement plans for employees;

o Investment Trust, which accounts for the activities of the external investment pool; and,

0 Agency, which accounts for assets held on behalf of others in 21 separate funds.

Individual fund data for all fiduciary funds is provided in the combining financial statements immediately following the
required supplementary information.

e Component Units — The government-wide financial statements report information for all component units aggregated in a
single column. Information is provided separately in the component unit fund statements for the Virginia Housing
Development Authority, Virginia Public School Authority, University of Virginia, Virginia Polytechnic Institute and State
University, and Virginia Commonwealth University, all of which are considered major component units. Data from the
other component units are aggregated into a single column on the fund statements. Individual fund data for all nonmajor
component units is provided in the combining financial statements immediately following the required supplementary
information.

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. The notes to the financial statements can be found immediately following the component unit fund
financial statements.

Required Supplementary Information

The basic financial statements are followed by a section of required supplementary information. This section includes budgetary
comparison schedules reconciling the statutory and generally accepted accounting principles fund balances at June 30. It also
includes information concerning the Commonwealth’s funding progress for pension and other post-employment benefits, as well as
trend information for Commonwealth-managed risk pools.

Other Information
The combining statements referred to earlier in connection with nonmajor funds and component units can be found beginning on

page 177 of this report. The individual fund information is aggregated into a single total on the combining financial statements,
which carries forward to the fund financial statements.
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Government-wide Financial Analysis

The primary government'’s assets exceeded its liabilities by $18.3 billion during the fiscal year. The net assets of the governmental
activities increased $739.7 million or 4.4 percent, primarily due to increases in capital assets as discussed further on page 35 offset
by decreases in the governmental funds and long-term debt. Business-type activities had a decrease of $213.1 million or 19.1
percent, primarily due to decreases for the Virginia College Savings Plan and the Unemployment Compensation Fund. The
government-wide beginning balance was restated for the correction of prior year errors to arrive at a restated beginning balance of
$17.8 hillion.

Figure 9
Net Assets as of June 30, 2008 and 2007
(Dollars in Thousands)

Governmental Activities Business-type Activities Total
2007 2007
2008 as restated 2008 2007 2008 as restated

Current and other assets $ 10,324,856 $ 11,064,189 $ 3,640,278 $ 3,707,277 $ 13965134 % 14,771,466
Cayitd assets 18,594,489 17,170,682 30,673 32,444 18,625,162 17,203,126

Total assets 28,919,345 28,234,871 3,670,951 3,739,721 32,590,296 31,974,592
Long-termliabilities outstanding 5,961,754 5,751,429 2,257,431 2,071,852 8,219,185 7,823,281
Other ligbilities 5,523,636 5,789,202 512,154 563,441 6,035,790 6,342,643

Total ligbilities 11,485,390 11,540,631 2,769,585 2,625,283 14,254,975 14,165,924
Netassets:
Invested in capital assets, net of

related debt 15,240,757 13,856,949 26,592 29,834 15,267,349 13,886,783
Restricted 1,711,491 1,892,920 816,061 872,174 2,527,552 2,765,004
Unrestricted 481,707 944,371 58,713 212,420 540,420 1,156,791

Total net assets $ 17,433,955 $ 16,694,240 $ 901,366 $ 1,114,428 $ 18335321 $ 17,808,668

The largest portion of the primary government’s net assets (83.3 percent) reflects its investment in capital assets (e.g., land,
buildings, equipment, infrastructure, and construction in progress), less any related outstanding debt used to acquire those assets.
These assets are recorded net of depreciation in the financial statements. The primary government uses these capital assets to
provide services to citizens; therefore, these assets are not available for future spending. Although the primary government’'s
investment in its capital assets is 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 themselves cannot be used to liquidate these liabilities (Figure 9).

An additional portion of the primary government’s net assets (13.8 percent) represents restricted net assets. These resources are
subject to external restrictions or constitutional provisions specifying how they may be used. The remaining balance of $540.4
million is unrestricted net assets (Figure 9).

Approximately 57.6 percent of the primary government'’s total revenue came from taxes. While the primary government’s expenses
cover many services, the largest expenses are for education and individual and family services. General revenues normally fund
governmental activities. For fiscal year 2008, governmental program and general revenue exceeded governmental activity
expenses by $146.5 million. Program revenues exceeded expenses from business-type activities by $355.0 million. The following
condensed financial information (Figure 10) was derived from the Government-wide Statement of Activities and provides detall
regarding the change in net assets (see page 40).
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Revenues:
Program Revenues:
Charges for Services
Operating Grants and Contributions
Capita Grants and Contributions
Generd Revenues:
Taxes:
Individua and Fiduciary Income
State Sdes and Use
Carporation Income
Motor Fuel
Motor Vehicle Sales and Use
Deeds, Contrects, Wills, and Suits
Premiums of Insurance Companies
Alcoholic Beverage Sales Tax
Tabacco Products
Estate
Public Service Corparations
Beer and Beverage Excise
Wine and Spirits/ABC Liter
Bank Stack
Other Taxes
Unrestricted Grants and Contributions
Investment Earnings
Miscelaneous
Total Revenues

Expenses:
General Government
Education
Transportation
Resources and Economic Developmert
Individual and Family Services
Administration of Justice
Interest and Charges on Long-term Debt
State Lattery
Virginia College Savings Plan
Unempoyment Insurance
Alcoholic Beverage Cortrd
Local Chaice Health Care
Nonmajor

Total Expenses

Excess/deficiercy befare transfers
and Contributions

Cortributions to Permanent Funds

Transfers

Cortributions to Permanent Funds

Increase in net assets

Netassets, July 1, as restated

Netassets, June 30

Figure 10
Changes in Net Assets for the Fiscal Years Ended June 30, 2008 and 2007
(Dollars in Thousands)

Governmental Activities Business-type Activities Totd
2007 2007
2008 as restated 2008 2007 2008 as restated

$ 2,404,098 $ 2,109,855 $ 2,706,165 $ 2,991,653 $ 5,110,263 $ 5,101,508
6,067,358 5,869,805 39,243 36,001 6,106,601 5,905,896
1,152,439 850,561 - - 1,152,439 860,561
10,099,573 9,639,024 - - 10,099,573 9,639,024
3,820,715 3,755,896 - - 3,820,715 3,755,896
772,323 905,852 - - 772,323 905,852
923,894 929,723 - - 923,8% 929,723
533,755 588471 - - 533,7% 538,471
456,984 583,782 - - 456,984 583,782
396,858 384,894 - - 39,858 384,894
105,655 100,160 - - 105,65 100,160
182,850 187,726 - - 182,850 187,726
135,781 140,379 - - 135,781 140,379
106,378 88,672 - - 106,378 88,672
44,357 43,804 - - 44,357 43,804
18,552 18,020 - - 18,552 18,020
13,724 12,624 - - 13,724 12,624
66,319 74,906 12,531 12,430 78,850 87,336
53,709 50,138 - - 53,709 50,138
348,446 477,212 11,743 10,779 360,189 487,91
224,072 153,506 910 391 224,982 153,897
27,927,840 26,965,010 2,770,592 3,051,344 30,698,432 30,016,364
2,476,981 2,639,348 - - 2,476,981 2,639,348
9,302,822 9,537,646 - - 9,302,822 9,537,646
3,053,918 2,255,662 - - 3,053,918 2,255,662
873,015 838,557 - - 873,015 838,57
9,254,559 9,028,007 - - 9,254,559 9,028,007
2,615,198 2,643,026 - - 2,615,198 2,643,026
204,855 203372 - - 204,85% 203,372
- - 936,416 929,369 936,416 929,369
- - 244,165 179,530 244,166 179,530
- - 432,805 381,660 432,806 381,660
- - 456,986 433,944 456,98 433,994
- - 202,318 179,032 202,318 179,082
- - 117,741 109,261 117,741 109,261
27,781,348 27,145,618 2,390,431 2,212,796 30,171,779 29,358,414
146,492 (180,608) 380,161 838,548 526,653 667,940
593,223 563,978 (593,223) (563,978) - -
- 20,000 - - - 20,000
739,715 403370 (213,062) 274,570 526,653 677,940
16,694,240 16,290,870 1,114,428 839,858 17,808,663 17,130,728
$ 17,433,955 $ 16,694,240 $ 901,366 $ 1,114,428 $ 18,3%,321  $ 17,808,668
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9(d) INNOVATIVE TECHNOLOGY AUTHORITY BONDS
Debt Service Requirements to Maturity

9(d) VIRGINIA HOUSING DEVELOPMENT AUTHORITY BONDS
Debt Service Requirements to Maturity

Maturity Principal Interest Total
2009 $ 855,000 $ 470,061  $ 1,325,051
2010 935,000 407,208 1,342,208
2011 1,015,000 336,896 1,351,896
2012 1,090,000 260,568 1,350,568
2013 1,155,000 178,600 1,333,600
2014-2018 1,220,000 91,744 1,311,744
Total $ 6,270,000 $ 1,745,067 $ 8,015,067

Virginia Port Authority

The Virginia Port Authority (VPA) has issued Section
9(d) revenue bonds and notes pursuant to powers
provided to its board of commissioners by the Code of
Virginia. The interest rates for these bonds range from
three percent to six percent and the issuance dates
range from October 23, 1996, to April 11, 2007. Series
1998 bonds were issued to advance refund $71.0
million of the outstanding Series 1988 bonds. Series
2006A bonds were issued to advance refund $22.9
million of outstanding Series 1996 bonds The following
schedule details the annual funding requirements
necessary to amortize VPA bonds:

9(d) VIRGINIA PORT AUTHORITY DEBT
Debt Service Requirements to Maturity

Maturity Principal Interest Total
2009 % 20,750,000 $ 20,974,008 $ 41,724,008
2010 76,205,000 22,420,450 98,625,450
2011 11,895,000 19,870,508 31,765,508
2012 12,465,000 19,280,908 31,745,908
2013 12,665,000 18,659,301 31,324,301
2014-2018 70,350,000 82,594,713 152,944,713
2019-2023 78,295,000 63,717,258 142,012,258
2024-2028 100,015,000 41,469,492 141,484,492
2029-2033 64,895,000 20,504,485 85,399,485
2034-2038 52,575,000 5,408,038 57,983,038
Less:
Deferral on
Debt Defeasance (1,158,004) - (1,158,004)
Add:
Unamortized Premium 12,626,181 - 12,626,181
Total  $ 511,578,177 $ 314,899,161  $ 826,477,338

Virginia Housing Development Authority

The Virginia Housing Development Authority (VHDA)
issued Section 9(d) revenue bonds. The interest rates
for these bonds range from 3.23 percent to 8.18 percent
and the origination dates range from April 1, 1983, to
June 28, 2007. The following schedule details the
annual funding requirements necessary to amortize
these bonds:

Maturity Principal Interest Total

2009 $ 270,813,640 $ 338,683,540 $ 609,497,180

2010 291,380,000 328,280,045 619,660,045

2011 292,030,000 315,835,733 607,865,733

2012 289,295,000 303,203,454 592,498,454

2013 274,530,000 290,495,881 565,025,881

2014-2018 1,348,755,000 1,257,815,940 2,606,570,940

2019-2023 1,167,330,000 933,591,868 2,100,921,868

2024-2028 1,057,960,000 637,134,132 1,695,094,132

2029-2033 861,276,517 380,742,785 1,242,019,302

2034-2038 802,385,631 175,283,603 977,669,234

2039-2043 157,210,000 22,057,478 179,267,478

2044-2048 44,700,000 1,848,923 46,548,923
Add:
Unamortized

Premium 21,321,000 21,321,000

Total $ 6,878,986,788  $ 4984973382 $  11,863,960,170

Virginia Resources Authority

The Virginia Resources Authority (VRA) issued Section
9(d) revenue bonds. The interest rates for these bonds
range from 1.36 percent to 8.70 percent and the
origination dates range from December 1, 1985, to
March 18, 2007. The following schedule details the
annual funding requirements necessary to amortize
these bonds:

9(d) VIRGINIA RESOURCES AUTHORITY BONDS
Debt Service Requirements to Maturity

Maturity Principal Interest Total
2009 % 65,465,000 $ 78144326  $ 143,609,326
2010 69,250,000 75,704,822 144,954,822
2011 94,220,000 72,244,810 166,464,810
2012 98,035,000 67,773,878 165,808,878
2013 100,314,940 63,703,029 164,017,969
2014-2018 423,865,000 255,520,272 679,385,272
2019-2023 399,595,000 159,845,318 559,440,318
2024-2028 302,925,000 80,887,154 383,812,154
2029-2033 143,214,700 28,090,927 171,305,627
2034-2038 80,439,211 7,949,985 88,389,196
2039 1,635,000 38,566 1,673,566
Less:
Unaccreted
Capital
Appreciation
Bonds 51,201,706 - 51,201,706
Add:
Unamortized
Premium (47,219,166) - (47,219,166)
Total $ 1,782,941,391 $ 889,903,087 2,672,844,478
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Virginia Public School Authority

The Virginia Public School Authority (VPSA) issued
Section 9(d) revenue bonds. The interest rates for these
bonds range from two percent to six percent, and the
origination dates range from November 20, 1997, to
May 15, 2008. The following schedule details the annual
funding requirements necessary to amortize these
bonds:

9(d) VIRGINIA PUBLIC SCHOOL AUTHORITY BONDS
Debt Service Requirements to Maturity

Maturity Principal Interest Total
2009 $ 204,945,000 $ 144,382,191  $ 349,327,191
2010 205,775,000 132,931,173 338,706,173
2011 200,645,000 122,750,232 323,395,232
2012 199,555,000 112,922,613 312,477,613
2013 185,680,000 103,235,135 288,915,135
2014-2018 877,997,063 380,470,197 1,258,467,260
2019-2023 683,145,000 184,683,328 867,828,328
2024-2028 383,485,000 55,932,666 439,417,666
2029-2033 70,170,000 6,902,253 77,072,253
2034-2038 5,450,000 511,200 5,961,200
Less:
Deferral on
Debt Defeasance (39,600,000) - (39,600,000)
Add:
Unamortized Premium 52,840,195 52,840,195

Virginia Biotechnology Research Partnership
Authority

The Virginia Biotechnology Research Partnership
Authority issued Series 1996, 1998, 1999A, 1999B, and
2001 Commonwealth of Virginia Lease Revenue bonds.
Coupon interest rates range from four percent to 6.4
percent. The Series 1996 Virginia Biotechnology
Research Partnership Authority Lease Revenue Bonds
were refinanced with VPBA Series 2005A bonds on
March 1, 2005.

VIRGINIA BIOTECH RESEARCH AUTHORITY
Debt Service Requirements to Maturity

Total $ 3,030,087,258  $ 1,244,720988  $ 4,274,808,246

Hampton Roads Sanitation District Commission

The Hampton Roads Sanitation District Commission
issued bonds under a Master Trust Indenture and a
Trust Agreement dated December 1, 1993, and
March 1, 2003. The interest cost for these bonds range
from 2.5 percent to 4.75 percent. The following schedule
details the annual funding requirements necessary to
amortize these bonds:

HAMPTON ROADS SANITATION DISTRICT COMMISSION
Debt Service Requirements to Maturity

Maturity Principal Interest Total
2009 $ 12,551,000 $ 15,538,000 $ 28,089,000
2010 12,967,000 15,071,000 28,038,000
2011 13,499,000 14,549,000 28,048,000
2012 13,952,000 14,038,000 27,990,000
2013 14,389,000 13,540,000 27,929,000
2014-2018 63,034,000 59,962,000 122,996,000
2019-2023 51,288,000 49,705,000 100,993,000
2024-2028 55,234,000 38,160,000 93,394,000
2029-2033 54,030,000 25,609,000 79,639,000
2034-2038 68,960,000 10,681,000 79,641,000
Total $ 359,904,000 $ 256,853,000 $ 616,757,000

Maturity Principal Interest Total

2009 $ 3,440,000 $ 2,862,134 $ 6,302,134
2010 3,610,000 2,698,507 6,308,507
2011 3,795,000 2,525,335 6,320,335
2012 3,995,000 2,329,744 6,324,744
2013 4,225,000 2,107,737 6,332,737
2014-2018 21,235,000 6,947,288 28,182,288
2019-2023 17,200,000 1,775,000 18,975,000

Add:
Unamortized Premium 366,919 - 366,919
Total $ 57,866,919 $ 21,245,745 $ 79,112,664

Total principal outstanding at June 30, 2008, on all
component unit bonds amounted to $15.9 billion.

In addition to the above obligations, the Virginia Small
Business Financing Authority (nonmajor component
unit) has issued Industrial Development Revenue Bonds
to provide financial assistance to private sector entities
for the acquisition and construction of industrial and
commercial facilities deemed to be in the public interest.
The bonds are secured by the property financed and are
payable solely from payments received on the
underlying mortgage loans. Upon repayment of the
bonds, ownership of the acquired facilities transfers to
the private sector entity served by the bond issuance.
Neither the Small Business Financing Authority, nor the
Commonwealth is obligated in any manner for
repayment of the bonds. Accordingly, the bonds are not
reported as liabilities on the accompanying financial
statements. Total principal outstanding at June 30,
2008, of the Industrial Development Revenue Bonds is
$296.4 million.
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The following schedule summarizes the changes in long-term liabilities:

Schedule of Changes in Long-term Debt and Obligations (1) (2)
(Dollars in Thousands)

Issuances Retirements
Balance and Other and Other Subtotal
July 1, 2007 Increases Decreases June 30, 2008
Primary Government
Governmental Activities:
Long-term Debt Bearing the Pledge of the
Full Faith and Credit of the Commonwealth:
General Obligation Bonds - 9(b) and 9(c):
Public Facilities Bonds (3) $ 761,195 $ 173,665 $ (57,460) $ 877,400
Parking Facilities Bonds (3) 8,424 - (1,149) 7,275
Transportation Facilities Bonds (3) 92,083 - (15,959) 76,124
Add: Unamortized Premium 50,759 5,234 (4,349) 51,644
Accretion on Capital Appreciation Bonds - - - -
Less: Unamortized Discount (555) 372 - (183)
Deferral on Debt Defeasance (11,577) 1,306 - (10,271)
Total General Obligation Bonds 900,329 180,577 (78,917) 1,001,989
Long-term Debt / Obligations Not Bearing the Pledge
of the Full Faith and Credit of the Commonwealth:
Transportation Facilities Bonds (3) 1,696,209 - (159,905) 1,536,304
Virginia Public Building Authority Bonds (3) 1,536,435 301,475 (173,465) 1,664,445
Regional Jails Financing Payable 11,693 - (1,713) 9,980
Industrial Development Authority Obligations 19,010 - (4,370) 14,640
Economic Development Authority Obligations (3) 96,515 - (3,190) 93,325
Add: Unamortized Premium 172,962 18,113 (18,430) 172,645
Accretion on Capital Appreciation Bonds 9,691 2,358 - 12,049
Less: Unamortized Discount (4,563) 2,446 - (2,117)
Deferral on Debt Defeasance (43,587) 12,416 (3,229) (34,400)
Installment Purchase Obligations 59,574 1,083 (5,896) 54,761
Notes Payable - Virginia Public Broadcasting Board 11,070 - (2,550) 8,520
Notes Payable - Transportation 12,325 - - 12,325
Notes Payable - Aviation 2,482 - (287) 2,195
Compensated Absences 340,008 13,778 (8,425) 345,361
Capital Lease Obligations 125,033 4,534 (16,090) 113,477
Pension Liability 789,771 88,808 - 878,579
OPEB Liability - 57,473 - 57,473
Other 16,472 7,526 (3,795) 20,203
Total Long-term Debt / Obligations Not Bearing the Pledge
of the Full Faith and Credit of the Commonwealth 4,851,100 510,010 (401,345) 4,959,765
Total Governmental Activities 5,751,429 690,587 (480,262) 5,961,754
Business-type Activities:
Long-term Debt / Obligations Not Bearing the Pledge
of the Full Faith and Credit of the Commonwealth:
Installment Purchase Obligations 2,610 - (875) 1,735
Capital Lease Obligations - 2,347 - 2,347
Obligations:
Compensated Absences 8,682 4,638 (4,559) 8,761
Pension Liability 16,966 1,921 - 18,887
OPERB Liability - 1,551 - 1,551
Lottery Prizes Payable 313,112 58,714 (39,100) 332,726
Tuition Benefits Payable 1,730,482 244,115 (83,173) 1,891,424
Total Business-type Activities 2,071,852 313,286 (127,707) 2,257,431
Total Primary Government $ 7,823,281 $ 1,003,873 $ (607,969) $ 8,219,185
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Balance Due Within
Foundations (4) June 30, 2008 One Year
$ - 877,400 67,860

- 7,275 1,000
- 76,124 12,964
- 51,644 -
- (183) -
- (10,271) -
- 1,001,989 81,824
- 1,536,304 162,960
- 1,664,445 124,745
- 9,980 1,749
- 14,640 4,615
- 93,325 3,345
- 172,645 -
- 12,049 -
- (2,117) -
- (34,400) -
- 54,761 5,734
- 8,520 2,690
- 12,325 -
- 2,195 286
- 345,361 170,754
- 113,477 9,760
- 878,579 -
57,473 -

- 20,203 3,600
- 4,959,765 490,238
- 5,961,754 572,062
- 1,735 771
- 2,347 428
- 8,761 4,464
- 18,887 -
- 1,551 -
- 332,726 62,734
- 1,891,424 112,236
- 2,257,431 180,633
$ - 8,219,185 752,695

Continued on next page
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Schedule of Changes in Long-term Debt and Obligations (1) (2)

(continued)
(Dollars in Thousands)
Issuances Retirements
Balance and Other and Other Subtotal
July 1, 2007 Increases Decreases June 30, 2008
Component Units
Long-term Debt Bearing the Pledge of the
Full Faith and Credit of the Commonwealth:
General Obligation Bonds - Higher Education 9(c) (3) $ 411,842 $ 111,338 $ (35,884) $ 487,296
Long-term Debt / Obligations Not Bearing the Pledge
of the Full Faith and Credit of the Commonwealth:
Bonds (3) (5) 12,904,988 2,490,252 (720,862) 14,674,378
Installment Purchase Obligations 126,755 14,048 (21,992) 118,811
Capital Lease Obligations 124,738 19,991 (7,956) 136,773
Notes Payable 1,034,475 530,072 (271,512) 1,293,035
Compensated Absences 220,887 137,414 (128,391) 229,910
Pension Liability 315,260 44,861 (1,240) 358,881
OPERB Liability - 62,185 - 62,185
Bond Anticipation Notes 40,000 - (40,000) -
Trust and Annuity Obligations 911 119 27) 1,003
Other (6) 250,037 251,215 (238,584) 262,668
Total Component Units $ 15,429,893 $ 3,661,495 $ (1,466,448) $ 17,624,940

@
@

©)
®)
(6)

Pursuant to GASB Statement No. 34, governmental activities include internal service funds. Business-type activities are considered
enterprise funds.

Payments on bonded debt that pertain to the Commonwealth's governmental activities are made through the debt service funds.
Payments for installment purchases, compensated absences, capital leases, pension, and other obligations that pertain to the
Commonwealth's governmental activities are made through the general and special revenue funds. Internal service funds predominantly
serve the governmental funds. Accordingly, long-term liabilities for these funds are included as part of the total for governmental
activities. Enterprise funds, or business-type activities, are self-supporting funds. Accordingly, long-term liabilities are paid from each
respective fund.

Amounts are net of any unamortized discounts, premiums, and deferrals.

Foundations represent FASB reporting entities defined in Note 1.B.

Beginning balance was increased as a result of a reclassification by the Virginia Resource Authority of bond issuance costs which are
reported as Other Assets in fiscal year 2008.

Beginning balance was decreased as a result of a reclassification by Virginia Commonwealth University Health System Authority
(blended component unit of the Virginia Commonwealth University - major) of certain claims payable classified as Long-term Liabilities in
fiscal year 2007 but reported as Claims Payable in fiscal year 2008.
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Balance Due Within
Foundations (4) June 30, 2008 One Year
$ - $ 487,296 36,200
695,199 15,369,577 713,774
43 118,854 19,803
295 137,068 8,050
209,333 1,502,368 188,607
7,705 237,615 155,564
49,351 408,232 -
- 62,185 -
90,337 91,340 2,819
50,449 313,117 51,373
$ 1,102,712 $ 18,727,652 1,176,190
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Bond Defeasance
Primary Government

In May 2008, the Virginia Public Building Authority
(blended component unit) issued $58,995,000 of Series
2008A Public Facilities Revenue Refunding Bonds. The
bonds refunded with the Series 2008A refunding bonds
were $60,775,000 of Series 1998A Public Facilities
Revenue Refunding Bonds. The net proceeds of
$62,756,957 were deposited with escrow agents to
provide for future debt service on the defeased bonds.
This defeasance resulted in an accounting loss of
$3,229,495. Total debt service payments over the life of
the bonds will be reduced by $2,744,136 resulting in an
economic gain (savings) of $2,665,620 discounted at
the rated of 2.49 percent.

Component Units

In October 2007, the Virginia College Building Authority
(nonmajor) issued $100,765,000 of Series 2007B
Pooled Bond Program refunding bonds. The bonds
refunded with the series 2007B refunding bonds were
$6,795,000 of series 1997A, $16,175,000 of series
1998A, $17,785,000 of series 2000A, $10,635,000 of
series 2001A, $45,230,000 of series 2002A, and
$1,630,000 of series 2005A 21% Century College
Program bonds. The net proceeds from the sale of the
refunding bonds of $102,054,758 were deposited in
irrevocable trusts with escrow agents to provide for all
future debt service on the defeased bonds. This
defeasance resulted in an accounting loss of
$3,707,000. Total debt service payments over the next
12 years will be reduced by $5,444,159 resulting in a
present value savings of $4,640,463 discounted at the
rate of 4.21 percent.

During the fiscal year, the Virginia Resources Authority
(nonmajor) issued refunding bonds series 2008A and
2007B. The bonds that were refunded or partially
refunded were $720,000 of series 1997, $4,080,000 of
series 1997H, and $14,560,000 of series 1998A Water
and Sewer Revenue Bonds. The refunding resulted in
an economic gain of $1,300,040.

GASB Statement No. 7, Advance Refundings Resulting
in Defeasance of Debt, provides that refunded debt and
assets placed in escrow for the payment of related debt
service be excluded from the financial statements. As of
June 30, 2008, there were $493.4 million in bonds from
the primary government that have been refunded and
defeased in-substance from the governmental activities
column by placing existing assets and the proceeds of
new bonds in irrevocable trusts to provide for all future
debt service payments. In addition, there were $551.1
million in bonds outstanding considered defeased from
the component units.

Arbitrage Rebate

The Tax Reform Act of 1986 requires that governmental
entities issuing tax-exempt debt subsequent to August
1986 calculate and rebate arbitrage earnings to the
federal government. The U.S. Treasury has issued
regulations on calculating the rebate amount and
complying with the provisions of the Tax Reform Act of
1986. Governmental issuers must comply with the
rebate regulations in order for their bonds to maintain
tax-exempt status. The regulations require the excess of
the aggregate amount earned on investments
purchased with bond proceeds over the amount that
would have been earned if the proceeds were invested
at a rate equal to the bond yield, to be rebated to the
federal government. Income earned on excess earnings
is also subject to rebate. Rebate liability, if any, must be
paid every five years over the life of the bonds. Some
bonds may be exempt from the rebate requirements if
they qualify for certain regulatory exceptions.
Governmental issuers may elect to pay a penalty in lieu
of rebate. If the issuer meets one of the exceptions, the
issuer retains any arbitrage earnings. Rebate and
penalty payments are calculated and paid as required
by law on bond issues that do not qualify for an
exception.

Although rebatable arbitrage need only be calculated for
tax purposes every fifth year that debt is outstanding,
and consistent with modified accrual basis of
accounting, is not recognized as a liability in
governmental funds until amounts actually become due
and payable, a liability is recognized in accrual basis
government-wide statements as soon as the underlying
event has occurred. Accordingly, as of June 30, 2008,
the Commonwealth has recognized a government-wide
liability of $218,569.

Amounts remitted to the federal government for rebate
liability are generally paid from earnings derived from
the issue. However, if all proceeds (including earnings)
have been expended and depending on the type of
issue, it may be necessary to use project revenues or
general or nongeneral fund appropriations to satisfy any
rebate liability. During the year, the Virginia College
Building Authority (nonmajor component unit) remitted
$23,238 to the federal government for rebate liability on
its Series 2002 Pooled Bond Program issue. The
Virginia Department of Transportation (primary
government) paid $10,132 in rebate liability on its
Commonwealth of Virginia, Transportation Program
Revenue Bonds, Series 1997A (Oak Grove Connector,
City of Chesapeake) issue. No rebate payments were
owed during the year on the Commonwealth’s general
obligation bonds or bonds of the Virginia Public Building
Authority.

Rebate liability on bonds of the Virginia Public School
Authority (major component unit) is payable from
earnings on related bond funds and from local issuers
whose local school bonds were purchased by the
VPSA. During the year, $65,406 was paid to the federal
government for rebate on various VPSA school
financing bonds.
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Capital Leases Foundations (2)

The Commonwealth leases buildings and equipment 2009 % 113
under various agreements that are accounted for as ;81(1)
capital leases. The lease agreements are for various 2012 »
terms and all leases contain nonappropriation clauses _—
:(ndlc(j:_atlng ttrrl]atéontlnlf?ilon othhe lease is subject to Net Minimum
unding by the General Assembly. Lease Payments 205
Gross minimum lease payments, together with the Less: Amount
present value of the net minimum lease payments as of Representing Interest -
June 30, 2008, are shown in the following table (dollars -
in thousands). Present Value of Net
Minimum Lease Payments  $ 295
Governmental  Business-Type Component —_—
Activities Activities Units (1)
2009 $ 17,918 $ 428 $ 13,528 Note (2): Foundations represent FASB reporting entities defined in
2010 17,532 547 13,877 Note 1.B.
2011 17,162 560 12,609
2012 16,281 575 11,256
2013 15,803 589 11,152 .
2014-2018 58,578 R 45,532 At June 30, 2008, assets purchased under capital
2019-2023 19,876 - 33,920 leases were included in depreciable capital assets as
2024-2028 552 - 26,041 follows (dollars in thousands). The amounts are net of
2029-2033 - : 24,297 accumulated depreciation where applicable. For a
2034-2038 - - 1,053 i f th t hi il t th
2039-2043 ) i 685 portion o ese assets, ownership will pass to the
2044-2048 N - 622 Commonwealth at the end of the lease term.
2049-2053 - - 957
Total Gross Minimum - .
Lease Payments 163,702 2,699 195,529 Buildings Equipment Total
Less: Amount Representing Governmental Activities:
Executory Costs 9,163 - 5,572 Gross Capital Assets $ 176,771 $ 1,770 $ 178,541
- Less: Accumulated
let Minimum Lease Payments 154,539 2,699 189,957 Depreciation 51,071 696 51767
Less: Amount Total Governmental
Representing Interest 41,062 352 53,184 Activities $ 125700 $ 1,074 $ 126,774
Present Value of Net
Minimum Lease Payments ~ $ 113,477  $ 2,347  $ 136,773 . R
Business-Type Activities:
Gross Capital Assets $ 2,347 $ -0 % 2,347
. o Less: Accumulated
Note (1): The above amounts exclude capital lease obligations of Depreciation - - _
foundations. Total Business-Type
Activities 2,347 - 2,347
Component Units:
Gross Capital Assets $ 158,815 $ 33,345 $ 192,160
Less: Accumulated
Depreciation 15,763 20,982 36,745
Subtotal (excluding
Foundations) 143,052 12,363 155,415
Foundations:
Gross Capital Assets - 567 567
Less: Accumulated
Depreciation - 155 155
Subtotal Foundations - 412 412
Total Component
Units $ 143,052 $ 12,775 $ 155827
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Notes Payable

Notes Payable consist of several items as shown in the
following schedule (dollars shown in thousands):

Primary Government

Transportation Note $ 12,325
Virginia Public Broadcasting Board Note 8,520
Aviation Note 2,195
Installment Notes 56,496
Tota Primary Government 79,536
Component Units
Virginia Public School Authority 173,090
Virginia Housing Development Authority 61,330
University of Virginia 63,389
Virginia Pdytechnic Institute
and State University 122,198
Virginia Commonwealth University 184,113
Nonmajor Component Units 688,915
Installment Notes 118,811
Subtotal (excluding Foundations) 1,411,846
Foundations:
Notes Payable 209,333
Installment Notes 43
Subtotal - Foundations 209,376
Tota Component Units 1,621,222
Tota Notes Payable $ 1,700,758

The Transportation (primary government) Note listed
above represents an interest free note payable to
Fairfax County, Virginia, of $4,325,000 which was
issued pursuant to the State Revenue Bond Act, Article
5, Title 33.1, Code of Virginia to pay for the acquisition
and construction of the Omer L. Hirst - Adelard L. Brault
Expressway. Additionally, the Virginia Department of
Transportation (part of primary government) entered into
an interest free note payable to Chesterfield County,
Virginia, of $8,000,000 for the repayment of the Powhite
Parkway Extension Toll Road from surplus net revenues
of the project prior to the retirement of all the bonds
issued.

The Virginia Public Broadcasting Board (part of primary
government) Note listed above represents a loan
agreement entered into with the Harrisonburg Industrial
Development Authority for $23,840,000. The purpose of
the loan was to grant funds to Virginia's public television
stations to assist with the cost of conversion to the
Federal Communication Commission’s new digital
standard. The agreement was entered into February
27, 2001, and has a variable rate of interest. The
variable interest rates are reset weekly by the
remarketing agent. The General Assembly authorized
these grants in Chapter 1073 of the 2000 Appropriation
Act.

The Aviation (primary government) Note listed above
represents a loan agreement with the Virginia
Resources Authority in the amount of $6,600,000. The
purpose of the loan was to finance and refinance grants-
in-aid made to the Peninsula Airport Commission to
provide funding for capital improvements at the Newport
News/Williamsburg International Airport. The principal
amount shall be paid semi-annually with the final
payment due in 2017.

The Virginia Public School Authority (major component
unit) notes of $173,090,000 are for the School
Equipment Financing Notes Educational Technology
program. The note proceeds were used to make grants
to school divisions for the purchase of educational
technology equipment. The notes will be repaid from
appropriations to be made by the Virginia General
Assembly from the Literary Fund (major special revenue
fund).

The Virginia Housing Development Authority (major
component unit) has notes payable of $61,330,000. Of
this amount, $25,000,000 is a revolving credit
agreement with Bank of America to provide funds for
general corporate purposes and $36,330,000 is a credit
agreement with the Federal Home Loan Bank of Atlanta.
The proceeds along with the bond proceeds are used to
make mortgage loans.

The Virginia Resources Authority (nonmajor component
unit) notes of $4,349,438 are Equipment and Term
Financing loans borrowed from SunTrust Equipment
and Finance Leasing Corporation. The amount consists
of four loans with interest rates varying from 2.26
percent to 3.49 percent.

An additional amount of $1,058,615,000 is comprised
primarily of higher education (component unit)
promissory notes with the Virginia College Building
Authority (nonmajor component unit) to finance the
construction of various higher education facilities. The
principal amount net of unamortized accruals is
$1,045,382,186. Interest rates range from 2.75 percent
to 5.75 percent and shall be paid semi-annually. The
final principal payment is due in 2035. The Virginia
Biotechnology Research Partnership Authority has a
note payable in the amount of $1,990,625 used to
purchase two pieces of land.
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The higher education institutions (component units) also
have notes payable. The University of Virginia (major
component unit) has notes payable of $2,759,346
between the Medical Center and a subsidiary and a
notes payable of $298,000 for a new GPS system. The
College of William and Mary (nonmajor component unit)
has notes payable of $583,068 with SunTrust Bank to
partially finance the multi-year implementation of the
administrative and financial system. This first note
matured in 2008 and the second note has an interest
rate of 3.75 percent and matures in 2011. Virginia State
University (nonmajor component unit) has a note
payable of $1,990,524, which is the result of a loan
agreement with the U.S. Department of Housing and
Urban Development to repair seven dormitories. The
loan is to be repaid over 30 years at 3.0 percent interest
per annum, and is secured by a lien on the net revenues
from the ownership, operation, and use of the seven
dormitories under repair.  Norfolk State University
(nonmajor component unit) has a note payable of
$75,617, which is the result of an agreement with the
City of Norfolk to purchase the Brambleton Center. The
loan is payable in six full scholarships each year varying
from $4,593 to $13,308 with the final amount due in
2019. The Radford University Property Acquisition
Foundation (blended component unit of Radford
University (nonmajor component unit)) has a notes
payable of $1,187,906 to purchase land and a building.
The note matures in 2012 and has a 6.8 percent interest
rate.

Various foundations (component units) have notes
outstanding as of year-end. The purpose of a majority
of these notes is for property acquisition, working
capital, and construction. Future principal payments as
of June 30, 2008, are shown in the following table
(dollars in thousands).

Foundations' Notes Payable (Component Units) (1)

June 30, 2008
Maturity Principal
2009 $ 27,679
2010 10,124
2011 44,725
2012 14,279
2013 5,977
Thereafter 106,549

Total $ 209,333

Note (1): Foundations represent FASB reporting entities defined in

Note 1.B.

Installment purchase obligations have been entered into
by agencies and institutions of the Commonwealth.
These agreements, other than those in the component
units and certain institutions of higher education, contain
nonappropriation clauses indicating that continuation of
the installment purchase obligations is subject to
funding by the General Assembly. Installment purchase
obligations represent $175,307,343 of the total
outstanding debt of the Commonwealth. The
foundations (component units) had installment purchase
obligations totaling $43,331 as of year-end. Presented
in the following tables are repayment schedules for
installment purchase obligations.

Installment Purchase Obligations - Governmental Funds
June 30, 2008

Maturity Principal Interest Total
2009 $ 5,734,476 $ 1,759,005 $ 7,493,481
2010 6,120,818 1,798,522 7,919,340
2011 4,981,102 1,570,761 6,551,863
2012 3,446,184 1,450,668 4,896,852
2013 3,112,992 1,323,324 4,436,316
2014-2018 17,067,316 4,638,191 21,705,507
2019-2023 14,298,474 1,371,605 15,670,079

Total $ 54,761,362 $ 13,912,076 $ 68,673,438

Installment Purchase Obligations - Business-type Activities
June 30, 2008

Maturity Principal Interest Total
2009 $ 770,681 $ 46,587 $ 817,268
2010 776,891 20,579 797,470
2011 186,944 1,963 188,907
Total $ 1,734,516  $ 69,129  $ 1,803,645
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Installment Purchase Obligations - Component Units (1)
June 30, 2008

Maturity Principal Interest Total
2009 $ 19,771,635 $ 4,733518 % 24,505,153
2010 20,272,143 4,981,970 25,254,113
2011 11,338,138 2,936,427 14,274,565
2012 10,504,926 2,532,108 13,037,034
2013 9,392,448 2,162,049 11,554,497

2014-2018 34,177,361 6,066,480 40,243,841

2019-2023 13,354,814 1,012,152 14,366,966
Total $ 118,811,465 $ 24,424,704  $ 143,236,169

Note (1): The above amounts exclude

obligations of foundations.

installment

Installment Purchase Obligations - Foundations (2)
June 30, 2008

purchase

Maturity Principal
2009 $ 31,350
2010 11,028
2011 953
Total $ 43,331

Note (2): Foundations represent FASB reporting entities defined in

Note 1.B.

Lottery Prizes Payable

Lottery prizes are paid in 20, 25, 26, or 30 installments.
The first installment is paid on the day the prize is
claimed. The subsequent annual payments are funded
with U.S. Treasury STRIPS purchased by the Virginia
Lottery. For Life prizes payable represent estimated
prizes payable monthly, quarterly or annually for the life
of the winner based on life expectancy tables from the
Virginia Bureau of Insurance, and funded with a pool of
U.S. Treasury STRIPS.

Lottery prizes payable represent the future annual prize
payments valued at cost plus accrued interest (present
value of securities held to maturity) of the investment
securities funding the payments.

Lottery prizes payable for the fiscal year ended June 30,
2008, are shown in the following table:

Jackpot Win For Life Total

Due within

one year $ 59575093 $ 3,158,719 $ 62,733,812
Duein

subsequert

years 227,191,930 42,799,841 269,991,771
Total (present

vaue) 286,767,023 45,958,560 332,725,583
Add:

Interest to

Maturity 92,593,977 37,601,440 130,1%,417

Lottery Prizes

Payable a

Maturity $ 379361000 $ 83,560,000 $ 462,921,000

Tuition Benefits Payable

The Virginia College Savings Plan administers the
Virginia Prepaid Education Program (VPEP). VPEP
offers contracts which, for actuarially determined
amounts, provide for guaranteed full future tuition
payments at state higher education institutions. The
contract provisions also allow the benefits to be used for
private or out-of-state institutions at a prorated amount
based upon the amounts charged by the state’s higher
education institutions.

At June 30, 2008, tuition benefits payable of $1.9 billion
have been recorded for the VPEP program on the
balance sheet for the actuarially determined present
value of future obligations anticipated for payment of
benefits and administrative expenses for the VPEP
program. In addition, a receivable in the amount of
$288.0 million has been recorded to reflect the
actuarially determined present value of future payments
anticipated from contract holders.
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24. OTHER REVENUE

The following table (dollars in thousands) summarizes Other Revenue for the fiscal year ended June 30, 2008.

Assessments Fines,
and Forfeitures, Receipts Private
Receipts for Court Fees, from Gifts,
Support of Penalties, Cities CGrants,
Special and Counties, and Sales of
Services Escheats and Towns Contracts Property
Primary Government:
General $ 447 $ 203,451 $ 10,091 $ 11 $ 2,461
Major Special Revenue Funds:

Commonw ealth Transportation 18,624 12,703 88,292 21,142 -

Federal Trust - 416 - - 286

Literary - 67,319 - - -
Nonmajor Governmental Funds 89,514 96,164 77,920 10,296 26,475
Major Enterprise Funds:

Virginia College Savings Plan - - - - -
Nonmajor Enterprise Funds - 12,897 - - -
Internal Service Funds - 583 - - -
Private Purpose - - - - -
Pension and Other Employee Benefit Trust - - - - -

Total Primary Government $ 108,585 $ 393,533 $ 176,303 $ 31,449 $ 29,222

Tobacco Total
Master Other
Settlement Taxes Smart Tag Other (1) Revenue
Primary Government:
General $ 53,684 $ - $ - $ 61,834 $ 331,97
Major Special Revenue Funds:

Commonweadlth Transportation - - 11,579 13,710 166,050

Federal Trust - - - 50,270 50,972

Literary - - - 95,112 162,431
Nonmagjor Governmental Funds - - - 164,759 465,128
Major Enterprise Funds:

Virginia Cdlege Savings Plan - - - 21 21
Nonmajor Enterprise Funds - 12,531 - 1,804 27,232
Internal Service Funds - - - - 583
Private Purpose - - - 344 344
Pension and Other Employee Benefit Trust - - - 21,360 21,360

Total Primary Government $ 53,684 $ 12531 $ 11,579 $ 409,214 $ 1,226,100

Note (1): $85,007 (dollars in thousands) of the total amount recorded for the Literary fund is related to unclaimed property. $21,070 (dollars in
thousands) of the total amount recorded for pension and other employee benefit trust is related to the transfer of assets from Aetna
insurance company to the Virginia Sickness and Disability Program when the relationship with Aetna was terminated.
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25. PRIZES AND CLAIMS
The following table summarizes Prizes and Claims Expense for the fiscal year ended June 30, 2008.

(Dollars in Thousands)

Total
Lottery Prizes
Insurance Prize and
Claims Expense Claims
Proprietary Funds:
Major Enterprise Funds:
State Lottery $ - $ 781,860 $ 781,860
Unemployment Compensation 432,805 - 432,805
Nonmajor Enterprise Funds 189,430 - 189,430
Total Enterprise Funds $ 622,235 $ 781,860 $ 1,404,095
Internal Service Funds $ 1,003,431 $ - $ 1,003,431

26. DEPRECIATION AND AMORTIZATION
The following table summarizes Depreciation and Amortization Expense for the fiscal year ended June 30, 2008.

(Dollars in Thousands)

Total
Depreciation
and
Depreciation Amortization Amortization
Proprietary Funds:
Major Enterprise Funds:
State Lottery $ 1,063 $ - $ 1,063
Virginia College Savings Plan 62 - 62
Nonmajor Enterprise Funds 8,694 77 8,771
Total Enterprise Funds $ 9819 $ 77 0% 9,896
Internal Service Funds $ 17,751 $ - % 17,751
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27. OTHER EXPENSES

The following table summarizes Other Expenses for the fiscal year ended June 30, 2008.

(Dollars in Thousands)

Proprietary Funds:
Major Enterprise Funds:
Virginia College Savings Plan
Nonmajor Enterprise Funds
Total Enterprise Funds

Internal Service Funds

Pension and Other Employee Benefit Trust (2)

Grants and Expendable Total
Distributions Equipment/ Other
To Localities Improvements Other (1) Expenses
$ -3 263 35 298
62 1,957 2,968 4,987
$ 62 $ 2,220 3,003 5,285
$ 1,237 $ 7,114 5,562 13,913
$ -3 - 5,860 5,860

Note (1): $5,100 (dollars in thousands) can be attributed to expenses related to closing cases in the Risk Management internal service fund.

Note (2): Fiduciary expenses of $5,860 (dollars in thousands) are not included in the Government-wide Statement of Activities.

28. OTHER NON-OPERATING REVENUE/EXPENSES

The following table summarizes Other Non-Operating Revenue/Expenses for the fiscal year ended June 30, 2008.

(Dollars in Thousands)

Total
Expenses Other
Loss for Non-
on Sale of Securities Operating
Capital Lending Revenue/
Assets Transactions Other (1) Expenses
Proprietary Funds:
Major Enterprise Funds:
State Lottery $ $ (2,340) $ 871 (1,469)
Virginia College Savings Plan (537) - (537)
Nonmajor Enterprise Funds (1,979) (490) (2,469)
Total Enterprise Funds $ $ (4,856) $ 381 (4,475)
Internal Service Funds $ (843) $ (3,898) $ 2,805 (1,936)

Note (1): $2,060 (dollars in thousands) is related to revenues associated with asset transfers in the Virginia Information Technologies Agency

internal service fund.

Commonwealth of Virginia
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29.

TRANSFERS

The following table summarizes Transfers In and Transfers Out for the fiscal year ended June 30, 2008 (dollars in thousands).

Transfers In (Reported In):

Nonmajor
Commonwealth Federal Literary Governmental
Transfers Out (Reported In): General Transportation Trust Fund Funds
Primary Government
General $ - $ 327,935 $ - $ - $ 372,926
Major Special Revenue Funds:
Commonwealth Transportation 19,598 - 707 - 272,363
Federal Trust 209 20,663 - - 223
Nonmajor Governmental Funds 44,289 1,002 345 - 6,973
Mgjor Enterprise Funds:
State Lottery 455,259 - - 10,479 -
Virginia College Savings Plan 10 - - - -
Unemployment Compensation - - 12,970 - -
Nonmajor Enterprise Funds 113,297 - 60 1 2,967
Interna Service Funds 82 - - - 886
Totd Primary Government $ 632,744  $ 349,600 $ 14,082 $ 10,480 $ 656,338
Transfers are used to (1) move revenues from the fund
that the Code of Virginia or budget requires to collect
them to the fund that the Code of Virginia or budget 30. ON-BEHALF PAYMENTS
requires to expend them; (2) move receipts restricted for
debt service from the funds holding the resources to the Higher education institutions (component units)

debt service fund as principal and interest payments
become due; (3) move unrestricted revenues collected
in the General Fund to finance various programs
accounted for in other funds in accordance with
budgetary authorizations; and (4) reimburse the General
Fund for expenses incurred on behalf of nongeneral
funds.

During the fiscal year, the following significant transfers
were made that do not occur on a routine basis or are
inconsistent with the activities of the fund making the
transfer.

e Various nongeneral funds transferred
approximately $12.2 million to the General Fund as
required by Chapter 847, 2008 Acts of Assembly.

e The Department of Motor Vehicles transferred
certain fees of approximately $2.5 million to the
General Fund as required by Chapter 847, 2008
Acts of Assembly.

31.

recognized various foundation and association on-
behalf payments for fringe benefits and salaries during
fiscal year 2008 totaling $1,031,187. This activity was
recorded as Program Revenue — Operating Grants and
Contributions in the amount of $1,017,437; and Program
Revenue — Charges for Services in the amount of
$13,750, with corresponding expenses.

ENDOWMENTS

Donor restricted endowments reside primarily within the
higher education institutions. The net appreciation
available for expenditure is $1,087,321,041, and of this
amount, $1,085,657,496 is reported as restricted net
assets and $1,663,545 is reported as unrestricted net
assets. The Code of Virginia authorizes acceptance of
donations. The governing boards of these entities and
the donor agreements determine whether net
appreciation can be spent and the accepted spending
rate. These policies are entity specific and vary with
each institution.
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Unemployment Nonmajor Internal Total

Compensation Enterprise Service Primary
Fund Funds Funds Government
$ - $ - $ - $ 700,861
- - 311 292,979
1,640 38 - 22,773
- 141 369 53,119
- - - 465,738
- - - 10
- - - 12,970
- 31 - 116,356
1 - - 969
$ 1,641 $ 210 $ 680 $ 1,665,775
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32. CASH FLOWS — ADDITIONAL DETAILED INFORMATION

The following table (dollars in thousands) summarizes specific cash flows for the fiscal year ended June 30, 2008.

Virginia

College
State Savings Unemployment
Lottery Plan Compensation

Cash Flows Resulting from:

Payments for Prizes, Claims, and
Loss Control:
Lottery Prizes $ (783,285) $ - 3 -
Claims and Loss Control - - (428,447)
Totd $ (783,285) $ - $ (428,447)

Other Operating Revenues:
Other Operating Revenue $ - $ 21 $ -
Totd $ - $ 21 $ -

Other Operating Expenses:
Other Operating Expenses (1) $ -
Totd $ -

(35 $ -
(35 $ -

*#| &

Other Noncapital Financing Receipt Activities:
Advances/Contributions from the Commonweath $ 500 $ - 3 -
Receipts from Taxes - - -
Other Noncapital Financing Receipt Activities 3,1 - -
Totd $ 812 % - 3 -

Other Noncapital Financing Disbursement
Activities:
Repayments of Advances/Contributions
from the Commorwealth $ (6,000) $ - 3 -
Other Noncapital Financing Dishursement Activities -
Totd $ (6,000) $ - $ -

Other Capital and Related Financing Receipt
Activities:
Other Capital and Related Financing
Receipt Activities
Totd

|
*|
R Rz

Other Capital and Related Financing
Disbursement Activities:
Disbursments for Capital Expenditures $ - $ - $ -
Total $ - $ - $ -

Note (1): $5,100 (dollars in thousands) can be attributed to disbursements related to closing cases in the Risk Management
internal service fund.
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Nonmajor Total Internal
Enterprise Enterprise Service
Funds Funds Funds
$ - $ (788,285 $ -
(185,728) (614,175 (916,983)
$ (185,728) $ (1,42,4600 $ (916,983)
$ 8,124 % 8,145 % 583
$ 8,124 % 8,145 $ 583
$ (557) $ (592 $ (9,074)
$ (557) $ (592 $ (9,074)
$ 31,449 % 6,494 % -
149,798 149,798 -
101 3,233 226
$ 181,38 $ 189,525 $ 226
$ (35,03) $ (41,023 $ -
(34) (349 -
$ (35,367) $ (4,367) $ -
$ $ $ 24
$ $ $ 24
$ 3%H) $ (385 $ (632)
$ (38%B) $ (385 $ (632)

Commonwealth of Virginia
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33.

TOBACCO SETTLEMENT AND SECURITIZATION

On November 23, 1998, 46 states’ Attorneys General
and the major tobacco companies signed a proposed
settlement that reimburses states for smoking-related
medical expenses paid through Medicaid and other
health care programs. The Commonwealth could
receive approximately $4.1 billion over the next 25
years. The settlement was approved in a Consent
Decree in December 1998. On March 29, 1999, the
General Assembly enacted a law approving the
establishment of the Virginia Tobacco Indemnification
and Community Revitalization Commission
(commission), in compliance with the Consent Decree,
to help communities in Virginia hurt by the decline of
tobacco.

The commission was established for the purposes of
determining the appropriate recipients of monies in the
Tobacco Indemnification and Community Revitalization
Fund. The monies are to be used to provide payments
to tobacco farmers as compensation for the tobacco
equipment and barns and lost tobacco production
opportunities associated with a decline in quota. The
monies are also to be used to revitalize tobacco
dependent communities.

The General Assembly also created The Virginia
Tobacco Settlement Foundation (foundation). The
purpose of the foundation is to determine the
appropriate recipients of monies in the Virginia Tobacco
Settlement Fund. The foundation will also be
responsible for distributing monies for the purposes
provided in the legislation. Disbursements can be made
to assist in financing efforts to restrict the use of tobacco
products by minors, through educational and awareness
programs describing the health effects of tobacco use
on minors, and laws restricting the distribution of
tobacco products to minors. The Virginia Tobacco
Indemnification and Community Revitalization
Commission and the Virginia Tobacco Settlement
Foundation are included in the Comprehensive Annual
Financial Report as component units.

Additionally, the General Assembly created two special
non-reverting funds. The Tobacco Settlement monies
are accounted for in these funds and the General Fund.
Fifty percent of the Settlement monies will be deposited
into the Tobacco Indemnification and Community
Revitalization Fund. Ten percent of the Settlement
monies will be deposited into the Virginia Tobacco
Settlement Fund. The remaining 40 percent will be
reported in the General Fund.

In May 2005, pursuant to a Purchase and Sale
Agreement with the Commonwealth, acting as an agent
on behalf of the Tobacco Indemnification and
Community Revitalization Commission (commission),
the Commonwealth sold to the Tobacco Settlement
Financing Corporation (corporation) 25 percent of its
future right, title and interest in the Tobacco Settlement
Revenues (TSRs). In May 2007, pursuant to a
Purchase and Sale Agreement with the Commonwealth,
acting as an agent on behalf of the commission, the
Commonwealth sold to the Tobacco Settlement

34.

Financing Corporation the remaining 25 percent of its
future right, title and interest in the TSRs. Specifically,
these rights include all of the 50 percent share of the
TSRs received by the commission starting May 15,
2005, and in perpetuity under the Master Settlement
Agreement.

Consideration paid by the corporation to the commission
for TSRs consisted of a cash amount deposited into an
endowment to fund the long-term spending plan
approved by the commission. The bonds of the
corporation are asset-backed instruments secured
solely by the TSRs, and the corporation’s right to
receive TSRs is expected to produce funding for its
obligations.

The commission is a discrete component unit of the
Commonwealth and the corporation is disclosed as a
related organization.

INFORMATION TECHNOLOGY INFRASTRUCTURE
PARTNERSHIP — NORTHROP GRUMMAN

The Comprehensive Infrastructure Agreement (CIA) is a
contract between the Commonwealth of Virginia
(Commonwealth) acting through the Virginia Information
Technologies Agency (VITA) and Northrop Grumman
Information Technology, Inc (NG). The CIA began July
1, 2006, for an initial term of ten years, and the
Commonwealth may renew the CIA for one three-year
renewal term. The Commonwealth’s primary goal is to
significantly  improve the Commonwealth’s IT
infrastructure  and the manner in which such
infrastructure is operated, supported, and maintained.

The services and activities required to provide the
Commonwealth the appropriate level of service are
provided in the following infrastructure service towers:
Desktop Computing Services; Data Network Services;
Voice and Video Telecom Services; Mainframe and
Server Services; Help Desk Services; Messaging
Services; Security Services; and, Application Services.
VITA made payments to NG of $230.5 million during the
fiscal year and will make additional payments of
approximately $1.7 billion over the next eight fiscal
years.

The Commonwealth may terminate the CIA due to a
variety of reasons including the Commonwealth’s
convenience; a significant change of control in the
equity interests in NG; NG’'s failure to implement
satisfactory improvements; or, NG’s failure to prevent
service interruption of 15 days or more. In these
instances, the Commonwealth will be required to pay
exit fees as outlined in the CIA. Additional causes for
termination that do not require the payment of exit fees
are NG’s default on the CIA terms, the Commonwealth’s
lack of funds, or NG’s incurrence of liabilities equal to or
more than 75% of the direct damages cap. NG may
terminate the CIA only if the Commonwealth owes an
aggregate amount of at least $100 million that is more
than 30 days past due and not being disputed in good
faith. The Commonwealth may be required to pay exit
fees if NG terminates the CIA. Any applicable exit fees
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35.

36.

will be computed at the termination of the agreement
based upon the number of service units in place at the
time of termination. Accordingly, as service units
change on a recurring basis, it is not possible to quantify
exit fees. However, any exit fees resulting from the
termination of the agreement are expected to be
significant to the Commonwealth.  Further, if the
Commonwealth and NG terminate the business
relationship at the conclusion of the CIA term, the
Commonwealth will incur significant costs to obtain the
IT infrastructure necessary to continue the
Commonwealth’s operations

OXYCONTIN SETTLEMENTS

During fiscal year 2007, lawsuits were filed related to
OxyContin. As a result, the Commonwealth was party
to three separate plea agreements. One agreement
provided $20 million for a prescription monitoring
program. These amounts are recorded in the
Prescription Monitoring Permanent Fund (nonmajor) as
the principal must remain intact. Under the terms of the
second agreement, the Office of the Attorney General
received $39.8 million to be used by the Virginia
Medicaid Fraud Control Unit. This amount is recorded
as revenue in the Other Special Revenue Fund
(nonmajor) in fiscal year 2008. Under the terms of the
third agreement, the Department of State Police will
receive $44.2 million during fiscal years 2008 and 2009
to assist with enforcement activities, training, and
equipment purchases. $38.6 million was received in
fiscal year 2008 and $5.6 million will be received in
fiscal year 2009.

CONTINGENCIES
A. Grants and Contracts

The Commonwealth has received federal grants for
specific purposes that are subject to review and
audit by the grantor agencies. Claims against these
resources are generally conditional upon
compliance with the terms and conditions of grant
agreements and applicable federal regulations,
including the expenditure of resources for allowable
purposes. Any disallowance resulting from a federal
audit may become a liability of the Commonwealth.

Institutions of higher education (component units)
and other state agencies are required to comply
with various federal regulations issued by the Office
of Management and Budget, if such agencies are
recipients of federal grants, contracts, or other
sponsored agreements. Failure to comply with
certain requirements of these regulations may
result in questions concerning the allowability of
related direct and indirect charges pursuant to such
agreements. It is believed that the ultimate
disallowance pertaining to these regulations, if any,
will be immaterial to the overall financial condition
of the Commonwealth.

The U.S. Department of Health and Human
Services (DHHS) Office of the Inspector General

conducted a review and indicated that the
Commonwealth’s Statewide Indirect Cost Allocation
Plan rates have allowed over-recoveries in the
internal service funds. The U.S. DHHS has
received the 2009 cost allocation plan, which is
based on state fiscal year 2007 data. The
Commonwealth believes this liability has the
potential to total $950,954 as of June 30, 2008.

Virginia’'s combined overpayment and
underpayment food stamp error rate for federal
fiscal year 2007 was 6.47 percent. The national
average combined error rate was 5.64 percent. A
liability amount is established when, for the second
or subsequent consecutive fiscal year, the USDA
determines there is a 95 percent probability a
state’s payment error rate exceeds 105 percent of
the national performance measure. Virginia fell
within the tolerance level for 2007. Therefore, 2007
will not count as a first year of potential liability.

However, as of June 30, 2008, there is an
outstanding liability of $355,258.  This liability
results from a USDA review of reinvestment
expenditures made in  accordance  with
reinvestment agreements for federal fiscal years
1994-1996. The Department of Social Services
program improvement plan was approved by the
USDA in October 2006.

Litigation

The Commonwealth is named as a party in legal
proceedings and investigations that occur in the
normal course of governmental operations, some
involving substantial amounts. It is not possible at
the present time to estimate the ultimate outcome
or liability, if any, of the Commonwealth in respect
to the various proceedings; however, it is believed
that any ultimate liability resulting from these suits
or investigations will not have a material, adverse
effect on the financial condition of the
Commonwealth.

Subject to Appropriation

Both the primary government and the discretely
presented component units enter into agreements
and issue debt secured solely by future
appropriations from the General Fund of the
Commonwealth. The primary government has
leases and other agreements of such debt of $1.9
billion. The discretely presented component units
have such debt of $947.4 million.

Bailment Inventory

The Department of Alcoholic Beverage Control
(ABC) houses and controls bailment inventory in
the warehouse and is therefore responsible for the
exercise of reasonable care to preserve the
inventory until it is purchased by ABC or returned to
the supplier. ABC uses the bailment system for
payment of merchandise for resale. ABC initiates
payments to the vendors based on shipments from
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the ABC warehouse to the retail stores, rather than
receipt of invoice from the vendor. At June 30,
2008, the bailment inventory was valued at
$38,352,876.

E. Loan Guarantees

The Virginia Small Business Financing Authority
(nonmajor component unit) has a loan guaranty
program which provides guarantees up to the
lesser of $500,000 or 75 percent of a bank loan for
lines of credit and short-term working capital loans
for small businesses. As of June 30, 2008, the loan
guaranty program has guarantees outstanding of
$2.6 million. In addition, the Department of Minority
Business Enterprise fund provides loan guarantees
up to 90 percent of a bank loan for lines of credit
and short-term working capital loans for minority
businesses. As of June 30, 2008, there was
$122,380 in outstanding guarantees.

The Assistive Technology Loan Fund Authority
(nonmajor component unit) has an alternative
financing program which provides guarantees of
loans issued by its financial partner, SunTrust
Bank. As of June 30, 2008, there was
approximately $1.2 million of loans issued in which
it was the guarantor.

SUBSEQUENT EVENTS

The financial markets began a period of considerable
disruption and volatility in mid-September. On
September 15, 2008, Lehman Brothers filed for
bankruptcy and Bank of America announced a buyout of
Merrill Lynch. On September 16, shares in the Reserve
Primary Fund fell to under one dollar, and the Federal
government seized control of AIG with an $85 bhillion
bailout. By month end, Washington Mutual became the
largest failure of a U. S. bank. Market uncertainties
caused investors to sell off money market funds in favor
of Treasury securities. By mid-October, tax-exempt
short-term and long-term rates had increased
dramatically from their pre-September 15 levels.

Due to this environment, many issuers, including the
Commonwealth, postponed bond issues scheduled for
this period in the hope that markets would regain
stability. By late October, tax-exempt markets showed
considerable improvement.

Primary Government
Other

On November 1, 2008, the control of the Dulles Toll
Road transferred from the Virginia Department of
Transportation (VDOT) to the Metropolitan Washington
Airports Authority (MWAA). The terms of the agreement
transferred the rights to operate the Dulles Toll Road
from VDOT to MWAA for a 50-year term in
consideration of MWAA's agreement to repay or
defease all of the outstanding series of bonds of the

Commonwealth relating to financing of the construction
and maintenance of the toll road and to pay off the
outstanding note issued by the Virginia State Highway
and Transportation Commission of the Commonwealth
of Virginia in favor of Fairfax County, Virginia, in the
principal amount of $4,325,000. MWAA is required to
use the toll revenues to fund the Dulles Corridor
Metrorail project and other transportation improvements
in the Dulles Corridor. Prior to the effective date of this
transition, the outstanding note to Fairfax County was
paid in full and funding was transferred to the
Department of the Treasury to fund an escrow for the
defeasance of the outstanding bonds (Series 1989A and
series 2002). During the transition period, which may
last for up to a year or more, VDOT will operate the
Dulles Toll Road on behalf of MWAA.

Investment

The volatile and unfavorable conditions in the financial
markets have adversely affected the Commonwealth’s
investment portfolios. As of November 14, 2008, it is
estimated that the value of the portfolio including VRS,
taken as a whole has declined approximately $25.0
billion or 26 percent since June 30. The majority of the
valuation decline results directly from the market
conditions. The Commonwealth has taken steps to
mitigate the risk of loss by monitoring exposure in
various asset classes and making adjustments within
approved investment  policies. While  the
Commonwealth currently has four financially impaired
holdings, there is no significant financial risk to the
Commonwealth.

Debt

On November 25, 2008, the Commonwealth issued
$270,865,000 in General Obligation Bonds, Series
2008B to fund capital projects for educational facilities,
parks and recreational facilities of the Commonwealth,
revenue-producing projects at various institutions of
higher education, and to refinance $52,150,000 in
General Obligation Refunding Bonds, Series 1998.

The Virginia Public Building Authority had planned to
issue its Public Facilities Revenue Bonds, Series 2008B
in early October. The issue was postponed and is
expected to be issued in December 2008. The bonds
will be used to finance or refinance the acquisition,
construction, improvement, rehabilitation, furnishing,
and equipping of various public facilities for use by the
Commonwealth and its agencies or the
Commonwealth’s share of various regional and local
jails and juvenile detention facility projects.

Component Units

Debt

In July 2008, the Virginia Resource Authority issued
Clean Water Revolving Fund Revenue Bonds in the

amount of $181,280,000, dated August 14, 2008 with a
final due date of October 1, 2031.
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In July 2008, Hampton Roads Sanitation District was
advised that a $30 million loan has been authorized
from the Virginia Water Facilities Revolving Fund to
partially fund improvements at the York River Treatment
Plant. The 20-year loan has an interest rate of 3.55
percent. Hampton Roads Sanitation District has not yet
closed on the loan.

In November 2008, the Virginia Resources Authority as
part of the Virginia Pooled Financing Program issued
$215,449,000 Infrastructure Revenue Bonds. Of this
amount, $147,495,000 were Senior Series 2008B and
$67,945,000 were Subordinate Series 2008B. The
Subordinate Series are backed by the Commonwealth’s
Moral Obligation pledge.

In November 2008, the Virginia Housing Development
Authority issued $55,500,706 of Commonwealth
Mortgage Bonds Pass Through Certificates 2008 Series
C with an effective rate of 6.3 percent maturing on June
25, 2038. In addition, in December 2008, the Virginia
Housing Development Authority expects to issue
approximately $300 million of Commonwealth Mortgage
Bonds Series 2008DE.

The Virginia Public School Authority plans to issue
$118,930,000 of School Financing Bonds (1997
Resolution) Series 2008B to purchase certain general
obligation local school bonds to finance capital projects
for public schools. The bonds are expected to be
issued in December 2008. The Authority also plans to
sell approximately $67,000,000 in a stand-alone issue
for Fluvanna County in December 2008.

Investment

The volatile and unfavorable conditions in the financial
markets have adversely affected the significant
component units’ investment portfolios as well. As of
November 14, 2008, it is estimated that the value of the
component unit portfolio has declined approximately
$1.7 billion or 15 percent since June 30. While the
majority of the valuation decline results directly from the
market conditions, approximately $260.7 million or 15
percent of the decline is due to operational outflows in
excess of inflows between July 1 and November 14,
2008. The component units have taken steps to
mitigate the risk of loss by monitoring exposure in
various asset classes and making adjustments within
approved investment policies. While the component
units currently have one financially impaired holding,
there is no significant financial risk to the component
units.
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