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FY2009 Financial Statement Preparation and Audit Process


Preparation of the FY2009 financial statements began in July and ran through mid-September.



Staff and U.S. Bank (tobacco bond trustee) provided Kennedy Cottrell Richards (KCR) with the
information, reports, and account statements needed to compile the financial statements.



Once the financial statements were compiled, we meet with KCR to review, verify all cash based
numbers in the report, and ask questions.
o

Moving forward, AOS recommended that BTSFA members be directly involved in the
initial review of the financial statements and that any changes or comments be documented.



Audit began in late September and ended in November. Staff held an exit conference with the
Auditor’s office in December in which they reviewed the audit and conveyed their findings.



The FY2009 Audit Opinion was ‘unqualified’ and the financial statements were found to present
fairly, in all material aspects, BTSFA’s financial position.
o

o



However, the Audit did identify a significant deficiency in internal controls resulting in the
failure to record $26.4 million in deferred tobacco settlement receivables (primarily amounts
withheld by RJ Reynolds) which resulted in an understatement of tobacco settlement
revenues.
This misstatement was immediately corrected and the proper amount was reflected in the
financial statements. Moving forward, the Authority will identify and examine all line-items
that experience a variance of 5% or more from their prior year values (5% is a common
materiality threshold).

The FY2009 Audit did not include a Management Letter.
o

All of last year’s management recommendations were remedied (SAS-70 from US Bank;
adoption of a travel policy; pre-approval of investment purchases; approval of minutes).

FY2010 Financial Statement Preparation and Audit Timeline


Under the ARRA reporting requirements, the timeline for the State’s CAFR and, thus, the
timeline for completion of the FY2010 BTSFA audited financial statements has been accelerated.
o

Financial Statements must be completed for submission to the Auditor of State by August
16, 2010. The audit of those financial statements and the audit opinions are scheduled to be
completed by October 1, 2010.

Calendar Year 2010 Tobacco Settlement Receipts (TSRs)


Pledged Tobacco Settlement Receipts (TSRs) for CY2010 totaled $305.6 million, a decline of
9.5% from CY2009 TSRs after adjusting for the release of $27.2 million from prior year disputed
accounts.
o



The significant decrease in CY 2010 receipts resulted from near 9% decline in domestic
cigarette shipments attributable to a federal tax increase tobacco products and the national
recession.

According to Moody’s industry outlook, cigarette volume declines should ease in 2010 and 2011
with volume declines expected to be in the 3-4 percent range.
o

This easing in volume decline in conjunction with the inflation factor in the MSA TSR
payment formula are expected to result in a leveling of receipts in the next couple of years.

