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Richmond, Virginia 23218 
 

 
 
 
 
 
December 14, 2005 
 
 
 
 
 
The Honorable Mark R. Warner 
Governor of the Commonwealth of Virginia 
State Capitol 
Richmond, Virginia  23219 
 
Dear Governor Warner: 
 
 It is my pleasure to present the Comprehensive Annual Financial Report 
(CAFR) for the fiscal year ended June 30, 2005, 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 2005 CAFR is presented in three sections. The Introductory Section 
includes a financial overview, discussion of the Virginia economy, 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.   
 
 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, 2005. 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. I would like to acknowledge the Auditor of Public Accounts’ staff for 
their many contributions to the preparation of this report.   
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 It should be noted that GAAP requires the MD&A mentioned on the 
previous page to include a narrative introduction, overview, and analysis to 
accompany the basic financial statements.  This letter of transmittal is 
designed to complement the MD&A and should be read in conjunction with it.  
The Commonwealth’s MD&A can be found on page 31 immediately following 
the independent auditor’s report. 
 
 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, 2004. 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 
nineteen consecutive years (fiscal years 1986-2004). I 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, 

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Commonwealth of Virginia  •  7 

David A. Von Moll 

Comptroller of the Commonwealth of Virginia 



Financial Overview 

General Fund Condition – Overall 

General Fund Balance – 


Basis of Budgeting Virginia uses the cash basis of accounting for budgetary purposes. Revenues 
and expenditures are recorded at the time cash is actually received or disbursed 

(Dollars in Millions) Figure 1 according to the provisions of the Appropriation Act. The basis of budgeting financial 
activity of the General Fund is presented as Required Supplementary Information on 
page 158 in the Financial Section. 

$1,865.3 

$1,194.1 

$632.9 

$554.8 

$1,109.6 

FY 2005 

FY 2004 

FY 2003 

FY 2002 

FY 2001 

Figure 1 shows the General Fund ending fund balances on a basis of budgeting 
since fiscal year 2001. All of the $1,865.3 million ending fund balance at June 30, 
2005, was reserved or designated, including $664.2 million for the Revenue 
Stabilization Reserve Fund, $74.2 million for the Payroll Reserve, $352 thousand for 
Unexpended Lottery Proceeds, and $1,126.5 million designated for reappropriation, 
appropriation, or transfer in fiscal years 2006 and 2007.  Figure 2 shows the General 
Fund ending fund balances since fiscal year 2001, using the modified accrual basis 
of accounting. Additional data for general fund balances are located on page 276 in 
the Statistical Section. 

General Fund Revenues, Expenditures, and Other Financing Sources (Uses) 

Figure 3 presents a detailed analysis of General Fund revenue on a basis of 
budgeting for the year ended June 30, 2005. Prior year data is shown for comparison 
purposes. Overall, total revenue and other financing sources increased by 16 
percent, which is mainly attributable to an overall increase in tax revenue collections 
that resulted from tax reform legislation.

General Fund Balance – GAAP Basis 
(Dollars in Millions) Figure 2 Figure 4 shows General Fund expenditures by function on a basis of budgeting 

for the year ended June 30, 2005. Overall, expenditures and other financing uses 
increased by 15.0 percent during fiscal year 2005. 

$1,22

$553.8 

$(216.7) 

$63.6 

$446.2 

FY 2005 

FY 2004 

FY 2003 

FY 2002 

FY 2001 

9.0 General Fund Condition - Modified Accrual Basis 

Although the Commonwealth budgets and manages its financial affairs using the 
basis of budgeting, GAAP requires that states use the modified accrual basis of 
accounting to prepare fund financial statements. The modified accrual basis of 
accounting recognizes revenues when they become both measurable and available 
to finance operations throughout the fiscal year or to liquidate liabilities at the end of 
the fiscal year. Expenditures are recognized when a liability occurs. The accruals 
recorded on the financial statements for the fiscal year ended June 30, 2005, reflect 
cash that will not be received or disbursed until fiscal year 2006. 

Accruals of revenues and expenditures required by the modified accrual basis of 
accounting resulted in a decrease of $636.3 million from the $1,865.3 million basis of 
budgeting General Fund balance (Figure 5).  Starting in fiscal year 2002 with the 
implementation of GASB Statement No. 34, Basic Financial Statements – and 
Management’s Discussion and Analysis – for State and Local Governments, full 
accrual data is also required. Please refer to the Management Discussion and 
Analysis on page 31 in the Financial Section for additional analysis. 
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Analysis of General Fund Revenues and Other Financing Sources 
(Basis of Budgeting) 

(Dollars in Thousands) Figure 3 
Increase (Decrease) 

Over FY 2004 
FY 2005 FY 2004 Amount Percent 

Taxes: 
Individual and Fiduciary Income $ 8,352,366 $ 7,430,365 $ 922,001 12.4 
Sales and Use 3,093,725 2,582,797 510,928 19.8 
Corporation Income 616,690 434,493 182,197 41.9 
Public Service Corporations 88,309 86,870 1,439 1.7 
Premiums of Insurance
     Companies 373,571 351,278 22,293 6.3 
Other 1,045,283 668,380 376,903 56.4

 17.4      Subtotal - Taxes 13,569,944 11,554,183 2,015,761
Other Revenue 570,745 490,910 79,835 16.3

 17.4      Total Revenues 14,140,689 12,045,093 2,095,596
Other Financing Sources: 

Transfers and Other Sources 636,063 697,884 (61,821) (8.9) 

Total Revenues and Other 
Financing Sources $ 14,776,752 $ 12,742,977 $ 2,033,775 16.0 

Analysis of General Fund Expenditures By Function and Other Financing Uses 
(Basis of Budgeting) 

(Dollars in Thousands) Figure 4 
Increase (Decrease) 

Over FY 2004 
FY 2005 FY 2004 Amount Percent 

General Government $ 1,484,308 $ 1,407,323 $ 76,985 5.5 
Education 6,242,886 5,272,151 970,735 18.4 
Transportation 44 48 (4) (8.3) 
Resources and Economic
    Development 234,857 214,116 20,741 9.7 
Individual and Family Services 3,348,455 2,907,139 441,316 15.2 
Administration of Justice 2,042,773 1,906,455 136,318 7.2 
Capital Outlay 25,368 17,830 7,538 42.3 

Total Expenditures 13,378,691 11,725,062 1,653,629 14.1 

Other Financing Uses: 
Transfers and Other Uses 642,289 463,135 179,154 38.7 

Total Expenditures and Other 
Financing Uses $ 14,020,980 $ 12,188,197 $ 1,832,783 15.0 
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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, 
2005, 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. 

The management's discussion and analysis, budgetary comparison schedule, funding progress for 
defined benefit pension plans, and claims development information on pages 31 through 41 and 158 
through 168 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 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. 

AUDITOR OF PUBLIC ACCOUNTS 
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