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TOBACCO SETTLEMENT FINANCING CORPORATION 
STATE OF LOUISIANA 
Baton Rouge, Louisiana  
 
We have audited the accompanying basic financial statements of the Tobacco Settlement 
Financing Corporation, a component unit of the State of Louisiana, as of and for the year ended 
June 30, 2003, as listed in the table of contents.  These financial statements are the 
responsibility of management of the Tobacco Settlement Financing Corporation.  Our 
responsibility is to express an opinion on these financial statements based on our audit.   
 
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.  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 provides a reasonable basis for our opinion.   
 
In our opinion the financial statements referred to above present fairly, in all material respects, 
the financial position of the Tobacco Settlement Financing Corporation as of June 30, 2003, and 
the changes in its financial position and its cash flows for the year then ended, in conformity with 
accounting principles generally accepted in the United States of America. 
 
Management’s discussion and analysis on pages 4 through 7 is not a required part of the basic 
financial statements but is supplementary information required by the Governmental Accounting 
Standards Board (GASB).  We have applied certain limited procedures, which consisted 
primarily of inquiries of management regarding the methods of measurement and presentation 
of the supplementary information.  However, we did not audit the information and express no 
opinion on it.  The Tobacco Settlement Financing Corporation disclosed its disagreement with 
existing accounting principles for revenues in the financial highlights section of management’s 
discussion and analysis.  This information is not required or allowed by GASB. 
 
As discussed in note 7 of the financial statements, the corporation discloses that much of the 
tobacco settlement revenues that will be received in the future are contingent on future sales of 
tobacco products and, under generally accepted accounting principles, such contingent 
amounts cannot be recognized as revenue.  The note also states that it is management’s 
contention that the existing guidance does not properly address the recognition issues and its 
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application results in a presentation that does not fairly reflect the position of the corporation.  
Under existing accounting standards, this amount is appropriately not accrued and reported.  
 
In accordance with Government Auditing Standards, we have also issued our report dated 
October 6, 2003, on our consideration of the Tobacco Settlement Financing Corporation’s 
internal control over financial reporting and on our tests of its compliance with certain provisions 
of laws, regulations, and contracts.  That report is an integral part of an audit performed in 
accordance with Government Auditing Standards and should be read in conjunction with this 
report in considering the results of our audit.   
 

Respectfully submitted, 

 
Grover C. Austin, CPA 
First Assistant Legislative Auditor 

 
RR:JR:THC:dl 
 
[TSFC03] 
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TOBACCO SETTLEMENT FINANCING CORPORATION 
STATE OF LOUISIANA 

MANAGEMENT’S DISCUSSION AND ANALYSIS 
 
 
 
This section of the Tobacco Settlement Financing Corporation’s (TSFC) annual financial report 
represents management’s analysis of the TSFC’s financial performance during the period from 
July 1, 2002, to June 30, 2003. Please read it in conjunction with the financial statements, which 
follow this section. 
 
FINANCIAL HIGHLIGHTS 
 

• The TSFC’s net asset deficit decreased $34,864,923 (or 3.45%). 

• The operating revenues of the TSFC increased $332,910 (or 0.32%). 

• The operating expenses of the TSFC increased $23,301,306 (or 50.59%). 

• Transfers to the State of Louisiana decreased $1,069,428,423 (or 99.99%). 

The TSFC was formed in order to purchase Pledged Tobacco Settlement Revenues (TSRs) 
from the State of Louisiana. This purchase was financed by the issuance of bonds. The TSRs 
consist of amounts to be collected as part of a Master Settlement Agreement (MSA) between 
cigarette manufacturers (PMs) and 46 states and other U.S. jurisdictions (Settling States). 
Under the MSA, the PMs are required to pay the Settling States annual payments in perpetuity. 
 
Much of the TSRs represent a portion of future sales of tobacco products, and under generally 
accepted accounting principles (GAAP), such contingent amounts cannot be recognized as 
revenue, even if the resolution of the contingency is all but certain.  However, it should be noted 
that the aforementioned GAAP guidance was promulgated before the tobacco litigation and 
MSA were contemplated, and therefore no GAAP guidance existed which addressed this 
specific scenario and the related recognition issues unique to this situation during its 
development.  It is management’s contention that the existing guidance does not properly 
address the recognition issues and its application results in a presentation that does not fairly 
reflect the position of the TSFC. 
 
Management estimates that the amount of TSRs that will be collected over time is 
$4,509,207,429; however, there are so many contingencies involved in the calculation of the 
specific amounts of TSRs due from the PMs that the estimate is not considered sufficient 
enough to be recorded as a receivable in these financial statements. If the receivable were 
recorded, the net assets of the TSFC would be zero because TSR collections and any other 
revenues of the TSFC in excess of the bonds payable and other obligations of the TSFC are 
owed to the State of Louisiana. 
 
OVERVIEW OF THE FINANCIAL STATEMENTS 
 
This annual report consists of two parts: Management’s Discussion and Analysis and the 
Financial Statements.  The Financial Statements also include notes that provide more detail of 
the information included in the financial statements.  
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BASIC FINANCIAL STATEMENTS 
 
The financial statements of the TSFC report information about the TSFC using accounting 
methods similar to those used by private sector companies. These statements offer short and 
long-term financial information about the activities of the corporation.  
 
The Statement of Net Assets (page 8) presents the current and long-term portions of assets and 
liabilities separately.  
 
The Statement of Revenues, Expenses, and Changes in Fund Net Assets (page 9) presents 
information on how the TSFC’s assets changed as a result of current period operations. 
 
The Statement of Cash Flows (page 10) presents information on how the TSFC’s cash changed 
as a result of current period activity.  
 
The following presents condensed financial information on the operations of the TSFC: 
 

June 30, 2003 June 30, 2002

Current assets $224,984 $174,984
Noncurrent assets 166,798,536 170,925,114
     Total assets 167,023,520 171,100,098

Current liabilities 8,408,701 8,675,202
Long-term liabilities 1,135,345,000 1,174,020,000
     Total liabilities 1,143,753,701 1,182,695,202

Restricted for debt service 138,103,352 141,915,634
Unrestricted (1,114,833,533) (1,153,510,738)

          Total net assets (deficit) ($976,730,181) ($1,011,595,104)

Summary of Financial Position
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June 30, 2003 June 30, 2002

Operating revenues $104,310,303 $103,977,393

Operating expenses (69,362,908) (46,061,602)

Operating income 34,947,395 57,915,791

Transfers to the State of Louisiana (82,472) (1,069,510,895)

Changes in net assets [increase (decrease)] $34,864,923 ($1,011,595,104)

Net cash provided by operating activities $37,267,054 $64,618,659

Net cash provided (used) by noncapital
  financial activities (38,715,552) 75,324,550

Net cash provided (used) by investing
  activities 1,498,498 (139,768,225)

Net increase in cash 50,000 174,984

Cash at beginning of year 174,984 NONE 

Cash at end of year $224,984 $174,984

Summary of Revenues, Expenses,
and Changes in Net Assets

Summary of Cash Flows

 
BUDGET ANALYSIS 
 
The TSFC did not have an approved budget for the fiscal year ended June 30, 2003. 
 
LONG-TERM DEBT ACTIVITY 
 
At June 30, 2003, the TSFC has $1,135,345,000 in outstanding debt.  The TSFC made bond 
payments totaling $38,675,000 during the year ended June 30, 2003. 
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CONTACTING THE TOBACCO SETTLEMENT 
  FINANCING CORPORATION’S MANAGEMENT 
 
This financial report is designed to provide a general overview of the TSFC finances and to 
demonstrate the TSFC’s accountability for the money it receives. If you have any questions 
about this report or need additional information, contact the Tobacco Settlement Financing 
Corporation, P.O. Box 44154, Baton Rouge LA 70804.  
 
 



Statement A

TOBACCO SETTLEMENT FINANCING CORPORATION
STATE OF LOUISIANA

Statement of Net Assets
June 30, 2003

ASSETS 
Current Assets - cash (note 2) $224,984
  
Noncurrent Assets:
  Unamortized bond issue cost/discount 28,695,184
  Restricted assets:
    Investments (note 3) 138,074,713
    Interest receivable 28,639
     Total noncurrent assets 166,798,536

          Total Assets 167,023,520

LIABILITIES 
Current Liabilities:
  Bank fees payable 6,409
  Accounts payable - State of Louisiana 41,920
  Accrued interest payable 8,360,372
     Total current liabilities 8,408,701

Noncurrent Liabilities - bonds payable (note 4) 1,135,345,000
  
        Total Liabilities 1,143,753,701

NET ASSETS (Deficit)
Restricted for debt service (note 5) 138,103,352
Unrestricted net assets (note 6) (1,114,833,533)

          TOTAL NET ASSETS (Deficit) ($976,730,181)

The accompanying notes are an integral part of this statement.
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Statement B

TOBACCO SETTLEMENT FINANCING CORPORATION
STATE OF LOUISIANA

Statement of Revenues, Expenses,
  and Changes in Fund Net Assets
For the Year Ended June 30, 2003

OPERATING REVENUES
Tobacco settlement revenues $99,289,727
Investment income 5,020,576        
     Total operating revenues 104,310,303

OPERATING EXPENSES
Bond interest expense 69,096,649
Amortization of bond issue cost 139,041
Bank fees 85,298
Professional services 41,920
     Total operating expenses 69,362,908

OPERATING INCOME 34,947,395

TRANSFERS TO THE STATE OF LOUISIANA (82,472)

CHANGE IN NET ASSETS 34,864,923

NET ASSETS (Deficit) AT BEGINNING OF YEAR (1,011,595,104)

NET ASSETS (Deficit) AT END OF YEAR ($976,730,181)

The accompanying notes are an integral part of this statement.
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Statement C

TOBACCO SETTLEMENT FINANCING CORPORATION
STATE OF LOUISIANA

Statement of Cash Flows
For the Year Ended June 30, 2003

Cash flows from operating activities:
  Cash received from tobacco settlement $99,289,727
  Cash received from investment income 7,334,360        
  Cash paid for bond interest expense (69,228,860)
  Cash paid for bank fees (86,253)
  Cash paid for professional fees (41,920)
Net cash provided by operating activities 37,267,054
 
Cash flows from noncapital financing activities:
  Principal payments made on bonds (38,675,000)
  Transfer to the State of Louisiana (40,552)
Net cash flows provided by noncapital financing activities (38,715,552)

Cash flows from investing activities: 
  Purchase of investment securities (496,584,538)
  Proceeds from sale of investment securities 498,083,036
Net cash provided by investing activities 1,498,498

Net increase in cash 50,000

Cash at beginning of year 174,984

Cash at end of year $224,984

Reconciliation of operating income to net cash provided (used)      
  by operating activities:
  Operating income $34,947,395
  Adjustments to reconcile operating income to net cash
    provided by operating activities:
    Net decrease in fair value of investments 2,286,892
    Amortization of bond discount 175,255
    Amortization of bond issue cost 139,041
    Changes in assets and liabilities:
      Decrease in interest receivable 26,892
      (Decrease) in bank fees payable (955)
      (Decrease) in interest expense payable (307,466)

          Net cash provided by operating activities $37,267,054

The accompanying notes are an integral part of this statement.
10
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TOBACCO SETTLEMENT FINANCING CORPORATION 
STATE OF LOUISIANA 

 
Notes to the Financial Statements 

As of and for the Year Ended June 30, 2003 
 
 
 
INTRODUCTION 
 
The Tobacco Settlement Financing Corporation was created by Act 1145 of the 2001 Regular 
Session of the Louisiana State Legislature codified under the provisions of Louisiana Revised 
Statutes (R.S.) 39:99.1 through 39:99.20.  The corporation is a special purpose, public 
corporate entity, an instrumentality independent of the state.   
 
On November 23, 1998, the State of Louisiana entered into a Master Settlement Agreement 
with the major United States tobacco product manufacturers that should result in Louisiana 
receiving substantial monies in perpetuity.  The corporation is authorized and empowered to, 
among other things, (1) purchase the state’s allocation of monies to be received as a result of 
the master settlement agreement and receive, or authorize the indenture trustee to receive, the 
tobacco settlement payments when they become due; (2) issue bonds; (3) determine the 
amounts of the residual interests, and pay and transfer such residual interests to the state 
treasurer, semiannually, in accordance with the provisions of the Louisiana Revised Statutes 
noted above; and (4) do any and all other acts and things necessary, convenient, appropriate or 
incidental in carrying out the provisions of the Louisiana Revised Statutes noted above. 
 
Income of the corporation, and bond proceeds, if any, not previously paid to the state, that are in 
excess of the corporation’s requirements to pay its operating expenses, debt service, sinking 
fund requirements, reserve fund requirements, and any other contractual obligations to the 
holders or that may be incurred in connection with the issuance of the bonds, the amounts of 
which shall be determined by the board on or before January 1 and July 1 of each year for the 
next twelve months, and which, within ten days after each such determination, shall be 
transferred and paid by the corporation to the state treasurer for deposit in and credit to the 
Millennium Trust. 
 
The corporation shall have perpetual existence; provided, however, the board shall dissolve and 
terminate the existence of the corporation no later than two years after the date of final payment 
of all outstanding bonds and the payments or satisfaction of all other outstanding obligations 
and liabilities of the corporation.  Upon dissolution of the corporation, title to all assets and 
properties of the corporation shall vest in and become the property of the State of Louisiana and 
shall be deposited in and credited to the Millennium Trust. 
 
The corporation is governed by a board consisting of 13 members as follows: (i) the Governor or 
his designee; (ii) the State Treasurer or his designee; (iii) the Attorney General or his designee; 
(iv) the President of the Senate or his designee; (v) the Speaker of the House of 
Representatives or his designee; and (vi) seven members appointed by the Governor from each 
of the seven congressional districts and one additional member appointed from the state. The 
State Treasurer serves as the secretary-treasurer of the corporation and the board.  The 
Tobacco Settlement Financing Corporation is a component unit of the state and is included in 
the state’s financial statements. 
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Operations of the corporation were funded initially with a portion of bond proceeds and in 
subsequent years will be funded with corporation investment income.  The corporation has no 
employees.  R.S. 39:99.8(A) states the staff of the Department of the Treasury, including that of 
the State Bond Commission, may, pursuant to a cooperative endeavor agreement, serve as 
staff to the corporation under the supervision of the state treasurer.  The corporation’s board 
has not entered into a cooperative endeavor agreement and has not assigned any 
administrative functions to the staff of the Department of the Treasury. 
 
1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

 
A. BASIS OF PRESENTATION 
 
The accompanying financial statements have been prepared on the full accrual basis in 
accordance with accounting principles generally accepted in the United States of 
America as applied to governmental units.  The Governmental Accounting Standards 
Board (GASB) is the accepted standard setting body for establishing governmental 
accounting principles and reporting standards. These principles are found in the 
Codification of Governmental Accounting and Financial Reporting Standards, published 
by the GASB.   
 
B. REPORTING ENTITY 
 
GASB Codification Section 2100 has defined the governmental reporting entity to be the 
State of Louisiana.  The corporation is considered a component unit of the State of 
Louisiana because the state exercises oversight responsibility and has accountability for 
fiscal matters as follows:  (1) a majority of the members of the governing board are 
appointed by the governor; (2) the state has control and exercises authority over budget 
matters; (3) no later than two years after the full payment of tobacco settlement asset-
backed bonds principal and interest, the board shall dissolve and terminate the 
existence of the corporation.  The accompanying financial statements present 
information only as to the transactions of the Tobacco Settlement Financing Corporation, 
a component unit of the State of Louisiana.  Annually, the State of Louisiana issues 
basic financial statements, which include the activity contained in the accompanying 
financial statements.  Those basic financial statements are audited by the Louisiana 
Legislative Auditor. 
 
C. BASIS OF ACCOUNTING 
 
For financial reporting purposes, the corporation is treated as a special-purpose 
government engaged only in business-type activities.  All activities of the corporation are 
accounted for within a single proprietary (enterprise) fund.  Basis of accounting refers to 
when revenues and expenses are recognized in the accounts and reported in the 
financial statement.  Basis of accounting relates to the timing of the measurements 
made, regardless of the measurement focus applied.  The financial statements of the 
corporation have been presented using the economic resources measurement focus and 
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the accrual basis of accounting.  Under the accrual basis, revenues are recognized 
when earned, and expenses are recorded when an obligation has been incurred. 
 
The corporation applies all GASB pronouncements as well as Financial Accounting 
Standards Board (FASB) statements and interpretations issued on or before 
November 30, 1989, unless those pronouncements conflict with or contradict GASB 
pronouncements.  In accordance with the State of Louisiana’s Division of Administration, 
the board has elected to follow GASB statements issued after November 30, 1989, 
rather than the FASB statements and interpretations. 
 
D. BUDGET PRACTICES 
 
The corporation did not have an approved budget as required by R.S. 39:99.6(C). 
 
E. CASH AND INVESTMENTS 
 
Cash consists of demand deposits.  Investments consist of direct investments in 
commercial paper and mutual funds.  Under state law, the Tobacco Settlement 
Financing Corporation may deposit funds within a fiscal agent bank organized under the 
laws of the State of Louisiana, the laws of any other state in the Union, or the laws of the 
United States.  
 
Under state law, any funds held by the corporation or by the indenture trustee may be 
invested and reinvested in investments and securities that are legal investments under 
the laws of the State of Louisiana for the funds of the state, funds of political subdivisions 
of the state, or tax exempt bonds as defined in R.S. 49:342(C).  Investments are stated 
at fair value. 
 
F. RESTRICTED ASSETS 
 
Restricted assets represent resources set aside for the purpose of funding debt service 
payments in accordance with bond resolutions.   
 
G. CAPITAL ASSETS 
 
The corporation has no capital assets at June 30, 2003. 
 
H. LONG-TERM OBLIGATIONS 
 
Long-term obligations are reported at face value. 
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I. COMPENSATED ABSENCES, PENSION 
BENEFITS, AND POSTRETIREMENT 
HEALTH CARE AND LIFE INSURANCE 
BENEFITS 

 
The corporation has no employees.  Therefore, no compensated absences, pension 
benefits, or postretirement benefits are provided by the corporation. 
 
J. NET ASSETS 
 
Net assets comprise the various net earnings from operation, nonoperating revenues, 
expenses and contributions of capital.  Net assets generally are classified in the 
following components: 
 

Restricted net assets consist of external constraints placed on net asset use by 
creditors, grantors, contributors, or laws or regulations of other governments or 
constraints imposed by law through constitutional provisions or enabling 
legislation. 
 
Unrestricted net assets consist of all other net assets that are not included in 
restricted net assets. 
 

K. ESTIMATES 
 

The preparation of financial statements requires management to make estimates and 
assumptions that affect certain reported amounts and disclosures.  Accordingly, actual 
results could differ from those estimates. 
 

2. CASH 
 
At June 30, 2003, the corporation has cash (book balances) totaling $224,984, which is held in 
a demand deposit account.  The board has $100,000 in deposits (collected bank balances) that 
are secured from risk by federal deposit insurance (GASB Risk Category 1).  The remaining 
$124,984 is unsecured (GASB Risk Category 3). 
 
3. INVESTMENTS 
 
At June 30, 2003, investments of the corporation total $138,074,713, as shown on Statement A.  
In accordance with GASB Codification Section I50.125, the various types of investments are 
listed and presented by category of credit risk assumed by the corporation.  Category 3 
represents investments unsecured and unregistered with securities held by the counterparty or 
by its trust department or agent but not in the corporation’s name. 
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A summary of corporation investments follows: 
 

Reported Fair
1 2 3 Amount Value

Commercial paper $105,789,497 $105,789,497 $105,789,497
Mutual funds 32,285,216 32,285,216

           Total investments NONE NONE $105,789,497 $138,074,713 $138,074,713

Category

Investments are stated at fair value as required by GASB Statement Number 31.  The 
corporation used quoted market values to determine the fair value of the investments.  
 
The $32,285,216 of mutual funds consists of investments in corporate notes, funding 
agreements, certificates of deposit, and bank obligations.  These investments are not required 
to be classified as to category of credit risk by GASB Codification Section I50.126. 
 
4. LONG-TERM DEBT 
 
Long-term debt is composed of the following: 
 

Series 2001A (Taxable) Term Bonds due May 15, 2025,
with interest of 6.36% due semiannually on May 15 and 
November 15, commencing on May 15, 2002 $215,550,000

Series 2001B (Tax Exempt) Term Bonds due May 15, 2030,
with interest of 5.50% due semiannually on May 15 and
November 15, commencing on May 15, 2002 230,390,000

Series 2001B (Tax Exempt) Term Bonds due May 15, 2039,
with interest of 5.875% due semiannually on May 15 and
November 15, commencing on May 15, 2002 689,405,000
  

$1,135,345,000
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The following is a summary of the long-term obligation transactions for the year ended June 30, 
2003: 
 

Long-Term Long-Term
Debt Debt

Payable at Payable at
July 1, 2002 Additions Deductions June 30, 2003

Tobacco Settlement Asset-Backed bonds:
  Series 2001A (Taxable) due May 15, 2025 $254,225,000 ($38,675,000) $215,550,000
  Series 2001B (Tax Exempt) due May 15, 2030 230,390,000 230,390,000
  Series 2001B (Tax Exempt) due May 15, 2039 689,405,000 689,405,000

          Total $1,174,020,000 NONE ($38,675,000) $1,135,345,000

 
On November 7, 2001, the corporation issued $1,202,770,000 in Tobacco Settlement Asset-
Backed Bonds.  The bonds were issued to finance the corporation’s purchase of 60% of the 
state’s future receipts from the Master Settlement Agreement with participating cigarette 
manufacturers. The bonds are secured by the corporation’s claim to 60% of these future 
receipts.  The claim is on parity with the claim of the state to the ownership of the remaining 
40% of all amounts expected to be paid to the state under the Master Settlement Agreement.  In 
addition, the bonds are secured by all earnings on amounts on deposit in certain accounts 
pledged under the indenture and the amounts held in certain accounts established under the 
indenture.  
 
The bond indenture states that the Series 2001 Bonds shall not be deemed to be nor constitute 
a debt or obligation of the state or a pledge of the full faith or credit of the state or any political 
subdivision thereof.   The corporation has no taxing power.   No assets or revenues of the state 
or any political subdivision thereof is or shall be obligated or pledged to the payment of the 
principal of or interest on the bonds. 
 
The proceeds of this issue were used for the following: 
 

Payment to the state for 60% of the expected MSA proceeds $1,069,510,895
Liquidity reserve accounts 103,920,481
Capitalized operating expenses 75,000
Costs of Issuance Account 2,274,000
Underwriters' discount 9,294,328
Original issue discount 17,695,296

          Total Bond Proceeds $1,202,770,000
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Debt service requirements, including interest to maturity, are as follows: 
 

Fiscal Year Principal Interest Principal Interest Principal Interest

2004 $66,882,974 $66,882,974 $25,500,000 $66,882,974
2005 66,882,974 66,882,974 28,145,000 65,261,174
2006 66,882,974 66,882,974 31,170,000 63,471,152
2007 66,882,974 66,882,974 34,390,000 61,488,740
2008 66,882,973 66,882,974 53,175,000 59,301,536
2009-2013 334,414,869 334,414,869 339,965,000 243,888,406
2014-2018 334,414,869 $41,440,000 331,656,855 497,110,000 128,683,944
2019-2023 334,414,869 109,505,000 309,057,549 125,890,000 7,663,642
2024-2028 $215,550,000 293,287,929 191,435,000 265,551,319
2029-2033 230,390,000 227,855,619 294,070,000 200,579,881
2034-2038 202,512,719 413,720,000 99,787,756
2039 689,405,000 40,502,542 85,175,000 5,004,030

          Total $1,135,345,000 $2,101,818,285 $1,135,345,000 $1,880,467,129 $1,135,345,000 $696,641,568

Term Maturities Sinking Fund Maturities Turbo Maturities

 
Term bond maturities represent the minimum amount of principal that the corporation must pay 
as of specific distribution dates in order to avoid an event of default under the indenture. 
 
Sinking fund maturities represent the amount of principal that the corporation will pay 
according to the terms of the indenture. The corporation is required to make these payments to 
the extent that funds are available for payment. Failure by the corporation to make a sinking 
fund installment according to the terms of the indenture will not constitute an event of default 
under the terms of the indenture. The amount of any sinking fund installments made will be 
credited against term maturities in ascending chronological order. 
 
Turbo maturities represent the requirement contained in the indenture to apply 100% of all 
collections that are in excess of the funding requirements of the indenture to redemption of the 
Series 2001 Term Bonds. The amount of any turbo redemption made will be credited against 
both sinking fund installments and term bond maturities in ascending chronological order. 
 
Because of the uncertainty of the schedule of bond repayments, no current portion of bonds 
payable is recorded. 
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5. RESTRICTED NET ASSETS  
 
Restricted net assets represent the assets restricted for debt service.  The composition of 
restricted net assets is as follows: 
 

Assets restricted for debt service:
  Investments $138,074,713
  Interest receivable 28,639

Net assets restricted for debt service $138,103,352

 
6. UNRESTRICTED NET ASSETS (DEFICIT) 
 
On November 7, 2001, the corporation issued $1,202,770,000 in Tobacco Settlement Asset-
Backed Bonds.  During fiscal years ended June 30, 2002, and June 30, 2003, $1,069,510,895 
and $82,472, respectively, was transferred to other funds of the State of Louisiana in 
accordance with state law.  Of the remaining assets related to the bond issuance and other 
operations of the corporation at June 30, 2003, $138,103,352 is restricted for debt service, 
resulting in a deficit for unrestricted net assets of $1,114,833,533, as presented on Statement A. 
 
7. TOBACCO SETTLEMENT REVENUES 
 
Tobacco Settlement Revenues (TSRs) consist of the amounts to be received under the terms of 
a Master Settlement Agreement (MSA) among participating cigarette manufacturers and 46 
states and six other U.S. jurisdictions (Settling States). The MSA is an industry wide settlement 
of litigation between the Settling States and the Original Participating Manufacturers (OPMs) 
and was entered into between the attorneys general of the Settling States and the OPMs on 
November 23, 1998. The MSA provides for other tobacco companies, referred to as 
Subsequent Participating Manufacturers (SPMs), to become parties to the MSA. The four OPMs 
together with the 30 SPMs are referred to as the Participating Manufacturers (PMs). The 
settlement represents the resolution of a large potential financial liability of the PMs for smoking-
related injuries, the cost of which have been borne and will likely to continue to be borne by 
cigarette consumers. Pursuant to the MSA, the Settling States agreed to settle all their past and 
future smoking-related claims against the PMs in exchange for agreements and undertakings by 
the PMs concerning a number of issues. These issues include, among other things, making 
payments to the Settling States, abiding by more stringent advertising restrictions and funding 
educational programs, all in accordance with the terms and conditions set forth in the MSA. 
Distributors of the PMs are also covered by the settlement of such claims to the same extent as 
the PMs.  
 
Under the MSA, the PMs are required to pay to the Settling States (i) five initial payments, the 
first of which was due on November 12, 1999, with the remaining four due on January 10, 2000 
through 2003 (Initial Payments); (ii) annual payments required to be made on April 15, 
commencing April 15, 2000, and continuing in perpetuity (Annual Payments) and (iii) ten annual 
payments required to be made on each April 15, commencing April 15, 2008, and continuing 
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through April 15, 2017 (Strategic Contribution Payments). As of November 7, 2001, the PMs 
had made the first of the three required Initial Payments and the Annual Payments due April 15, 
2000 and 2001, none of which the corporation has any right to receive.  
 
The TSRs due under the MSA are subject to numerous adjustments, some of which are 
material. Such adjustments include, among others, reductions for decreased domestic cigarette 
shipments, reductions for amounts paid by PMs to four states which had previously settled their 
claims independently of the MSA, and in the case of Annual Payments and Strategic 
Contribution Payments, increases related to inflation of not less than 3% per annum. 
 
Much of the TSRs represent a portion of future sales of tobacco products, and under generally 
accepted accounting principals (GAAP), such contingent amounts cannot be recognized as 
revenue, even if the resolution of the contingency is all but certain. However, it should be noted, 
that the aforementioned GAAP guidance was promulgated before the tobacco litigation and 
MSA were contemplated, and therefore no GAAP guidance existed which addressed this 
specific scenario and the related recognition issues unique to this situation during its 
development.  It is management’s contention that the existing guidance does not properly 
address the recognition issues and its issues and its application results in a presentation that 
does not fairly reflect the position of the corporation. 
 
Management estimates that the amount of TSRs that will be collected over time is 
$4,509,207,429; however, so many contingencies are involved in the calculation of the specific 
amounts of TSRs due from the PMs that the estimate is not considered sufficient enough to be 
recorded as a receivable in these financial statements. If the receivable were recorded, the net 
assets of the corporation would be zero because TSR collections and any other corporation 
revenues in excess of the bonds payable and other obligations of the corporation are owed to 
the State of Louisiana. 
 
8. ADMINISTRATIVE EXPENSES 
 
The State of Louisiana performs certain accounting, legal and administrative services for the 
corporation for which it receives no compensation.  The value of such services was immaterial 
to the corporation’s financial statements. 
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9. CONTINGENCIES 
 
Certain smokers, consumer groups, cigarette manufacturers, cigarette importers, cigarette 
distributors, native American tribes, taxpayers, taxpayers’ groups and other parties have 
instituted litigation against various tobacco manufacturers, including the PMs, as well as certain 
of the Settling States and other public entities.  The lawsuits allege, among other things, that the 
MSA violates certain provisions of the United States Constitution, state constitutions, the federal 
antitrust laws, federal civil rights laws, state consumer protection laws and unfair competition 
laws, certain of which actions, if ultimately successful, could result in a determination that the 
MSA is void or unenforceable.  The lawsuits seek, among other things, an injunction against 
one or more of the Settling States from collecting any monies under the MSA and barring the 
PMs from collecting cigarette price increases related to the MSA and/or a determination that the 
MSA is void or unenforceable.  In addition, class action lawsuits have been filed in several 
federal and state courts alleging that under the federal Medicaid law, any amount of tobacco 
settlement funds that the Settling States receive in excess of what they paid through the 
Medicaid program to treat tobacco-related diseases should be paid directly to Medicaid 
recipients.  To date, no such lawsuits have been successful.  The enforcement of the terms of 
the MSA may, however, continue to be challenged in the future.  In the event of an adverse 
court ruling, the corporation may not have adequate financial resources to make payment on the 
Series 2001 Term Bonds. 
 
The corporation is also exposed to various risks of loss related to torts, theft of assets, and 
errors and omissions that could occur in the normal course of business.  The corporation retains 
the risk of loss in the event of any judgments against it.  As of June 30, 2003, no known 
asserted or unasserted claims or judgments were against the corporation. 
 
Members of the board and persons acting on the corporation’s behalf, while acting within the 
scope of their duties or employment, shall not be subject to any personal liability resulting from 
carrying out the powers and duties conferred on them pursuant to R.S. 39:99.5 and shall have 
the indemnification rights provided in R.S. 13:5108.1 with respect to such actions. 
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ANNUAL FISCAL REPORT TO THE OFFICE OF THE GOVERNOR, 
DIVISION OF ADMINISTRATION, 

OFFICE OF STATEWIDE REPORTING AND ACCOUNTING POLICY 
 
 

The following supplemental information presents the financial position of the Tobacco 
Settlement Financing Corporation as of June 30, 2003, and the results of its operations for the 
year then ended.  The information is presented in the format requested by the Office of 
Statewide Reporting and Accounting Policy for consolidation into the Louisiana Comprehensive 
Annual Financial Report. 
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GOVERNMENT AUDITING STANDARDS 
 
The following pages contain a report on compliance with laws and regulations and on internal 
control as required by Government Auditing Standards, issued by the Comptroller General of 
the United States.  This report is based solely on the audit of the financial statements and 
includes, where appropriate, any reportable conditions and/or material weaknesses in internal 
control or compliance matters that would be material to the presented financial statements. 
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Report on Compliance and on Internal Control Over Financial 
Reporting Based on an Audit of the Basic Financial Statements 
Performed in Accordance With Government Auditing Standards 

 
 
 
TOBACCO SETTLEMENT FINANCING CORPORATION 
STATE OF LOUISIANA  
Baton Rouge, Louisiana 
 
We have audited the accompanying basic financial statements of the Tobacco Settlement 
Financing Corporation, a component unit of the State of Louisiana, as of and for the year ended 
June 30, 2003, and have issued our report thereon dated October 6, 2003.  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.   
 
Compliance 
 
As part of obtaining reasonable assurance about whether the Tobacco Settlement Financing 
Corporation’s basic financial statements are free of material misstatement, we performed tests 
of its compliance with certain provisions of laws, regulations, and contracts, noncompliance with 
which could have a direct and material effect on the determination of financial statement 
amounts.  However, providing an opinion on compliance with those provisions was not an 
objective of our audit, and, accordingly, we do not express such an opinion.  The results of our 
tests disclosed the following instances of noncompliance that are required to be reported under 
Government Auditing Standards.   
 

Board Did Not Meet Quarterly and 
  Did Not Have an Approved Budget 
 
For the second consecutive year, the Tobacco Settlement Financing Corporation’s board 
only met once during the fiscal year and did not have an approved budget for the fiscal 
year ended June 30, 2003.  Louisiana Revised Statute (R.S.) 39:99.5(C) requires the 
board to meet no less than quarterly and R.S. 39:99.6(C) requires the corporation to 
prepare an operating budget annually, which is to be submitted for approval to the State 
Bond Commission and the Joint Legislative Committee on the Budget. 
 
The chairman or a majority of the board members only called for one meeting during 
fiscal year 2003.  In addition to violating Louisiana law, failure to submit a budget for 
approval does not provide for proper oversight of the operations of the corporation. 
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The board should meet at least quarterly and oversee the activities of the corporation.  
The board should obtain approval for an operating budget by the State Bond 
Commission and the Joint Legislative Committee on the Budget as required by law.  
Management concurred with the finding and recommendation and outlined a plan of 
corrective action (see Appendix A, page 1). 
 

Internal Control Over Financial Reporting 
 
In planning and performing our audit, we considered the Tobacco Settlement Financing 
Corporation’s internal control over financial reporting in order to determine our auditing 
procedures for the purpose of expressing our opinion on the financial statements and not to 
provide assurance on the internal control over financial reporting.  However, we noted certain 
matters described on the following pages involving the internal control over financial reporting 
and its operations that we consider to be reportable conditions.  Reportable conditions involve 
matters coming to our attention relating to significant deficiencies in the design or operation of 
the internal control over financial reporting that, in our judgment, could adversely affect the 
corporation’s ability to record, process, summarize, and report financial data consistent with the 
assertions of management in the financial statements. 
 

Articles of Incorporation Not Filed 
 
For the second consecutive year, the Tobacco Settlement Financing Corporation has not 
filed Articles of Incorporation with the Secretary of State.  The corporation was created 
by Act 1145 of the 2001 Regular Session of the Legislature.  This act was codified as 
R.S. 39:99.4.  Management of the corporation relied on the language of the legislation to 
establish the corporation and did not file Articles of Incorporation on the advice of 
counsel.  R.S. 12:205 applies to the incorporation of nonprofit entities and requires that 
Articles of Incorporation be filed with the Louisiana Secretary of State.  It also specifies 
that a corporation shall only come into existence when the articles have been accepted 
by the Secretary of State and a Certificate of Incorporation has been issued.  By not 
filing Articles of Incorporation, the State of Louisiana’s position against tobacco revenue 
bondholders may be weakened if the tobacco companies file bankruptcy. 
 
Articles of Incorporation should be filed with the Secretary of State to strengthen the 
position of the corporation and to ensure that outside parties do not have easier 
recourse against the State of Louisiana should legal action against the corporation arise.  
Management did not concur with the finding.  Management stated, in part, that filing 
Articles of Incorporation would be a redundancy of effort and expense providing no 
additional shield of protection beyond that already provided through statute.  
Management also expressed that the process of the bond validation suit settled the 
issue of state liability (see Appendix A, pages 2-3). 
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Additional Comments:  We continue to believe that Articles of Incorporation should be 
filed to ensure the understanding that the Tobacco Settlement Financing Corporation is 
in fact a separate legal entity, distinct and apart from the state. 
 
Internal Control Weaknesses Over Operations 
 
For the second consecutive year, the Tobacco Settlement Financing Corporation’s board 
has not hired staff, established an accounting system, or adequately monitored 
transactions of Bank One, the trustee.  Adequate internal control includes assigning 
responsibility for maintaining an accounting system and monitoring trustee activities to 
ensure compliance with laws and regulations and that transactions are accomplished in 
the best interest of the corporation.  Internal control also provides assurance that the 
accounting system and its underlying data are reliable.  An accounting system should be 
designed to assemble, analyze, classify, record, and report financial data.  In performing 
these functions, an accounting system must also help to maintain adequate control over 
the assets of the corporation.  
 
R.S. 39:99.8(A) states that the staff of the Department of the Treasury, including that of 
the State Bond Commission, may, pursuant to a cooperative endeavor agreement, serve 
as staff to the corporation under the supervision of the state treasurer.  A cooperative 
endeavor agreement was never executed between the corporation and the Department 
of the Treasury.  Therefore, the duties of treasury personnel were never formally 
established.  
 
Neither the board nor the staff of the Department of the Treasury exercised adequate 
oversight over the financial and legal affairs of the Tobacco Settlement Financing 
Corporation.  Although monthly trustee account bank statements and monthly operating 
account bank statements were accumulated, no formal accounting records existed to 
support the financial statements.   The trustee’s activities were not reviewed for accuracy 
and compliance with laws and regulations.  In addition to the findings discussed under 
the legal compliance section of this report, the following weaknesses in control were 
noted: 
 

• The corporation engaged a certified public accountant (CPA) to prepare 
the financial statements.  Because the corporation had no books of 
original entry, the CPA had to prepare spreadsheets to summarize the 
transactions of the corporation.  CPAs typically charge fees based on the 
number of hours estimated to be necessary to complete a job.  It is likely 
that the corporation incurred additional expense because of its failure to 
provide books of original entry.  In addition, failure to prepare books of 
original entry makes it more difficult for management to monitor the 
transactions of the corporation. 
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• The board did not monitor investment activity and did not determine if the 
trustee maximized the investment income that could have been earned 
on tobacco settlement revenues. 

• Operating expenses totaling $41,920 were incorrectly paid from the Cost 
of Issuance Account instead of the Operating Account.  The expenses 
were not related to the issuance of the bonds, but were for professional 
services.  Section 8.06 of the bond indenture states, in part, that at such a 
time as an authorizing officer (of the corporation) notifies the trustee that 
the Cost of Issuance have been fully paid, the Trustee may close and 
terminate the Cost of Issuance Account.  The funds remaining therein, if 
any, shall then be transferred to the Louisiana Fund and the Millennium 
Trust pursuant to the direction of an authorized officer.  However, based 
on R.S. 39:99.12.B(3) and Attorney General Opinion Number 03-0185, 
these residual funds should be transferred to the Millennium Trust.  The 
payments totaling $41,920 paid from the Cost of Issuance Account 
lowered the balance that when closed would have been transferred to the 
Millennium Trust.  The Cost of Issuance Account was not closed until 
April 2003 although no disbursements, related to the issuance of bonds, 
had been made since January 30, 2002.  By not closing the account 
timely the corporation also incurred additional bank fees of $1,538.  
Because the corporation did not monitor the expenses paid from the Cost 
of Issuance Account, the Millennium Trust lost the interest as well as the 
use of the funds in the operating account. 

Without adequate monitoring and an accounting system, the risk increases that errors 
and noncompliance with laws and regulations will occur and not be detected or corrected 
in a timely manner.  It also increases the risk that fraud may occur and not be detected 
in a timely manner. 
 
The board should hire adequate staffing or establish a formal agreement for staffing with 
the state treasurer and should establish an accounting system and internal control 
procedures, including monitoring of the trustee’s activities and investment earnings.  
Furthermore, the board should authorize the transfer of $41,920 from the operating 
account to the Millennium Trust.  Management concurred in part with this finding.  
Management did not concur with the portions of the finding relating to the monitoring of 
investment activity and lost interest and stated that those portions of the finding are in 
error and represent a misunderstanding of the account in question (see Appendix A, 
pages 4-6). 
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Additional Comments:  We continue to believe that a lack of monitoring exists based 
on information available through the State Treasurer’s Office.  Monthly bank statements 
were the only evidence of monitoring provided to the auditors.  There was no indication 
that other records were maintained or that investment activity was monitored. 
 

A material weakness is a condition in which the design or operation of one or more of the 
internal control components does not reduce to a relatively low level the risk that misstatements 
in amounts that would be material in relation to the financial statements being audited may 
occur and not be detected within a timely period by employees in the normal course of 
performing their assigned functions. Our consideration of the internal control over financial 
reporting would not necessarily disclose all matters in the internal control that might be 
reportable conditions and, accordingly, would not necessarily disclose all reportable conditions 
that are also considered to be material weaknesses.  However, we believe that none of the 
reportable conditions described above are material weaknesses. 
 
This report is intended solely for the information and use of the corporation and its management 
and is not intended to be, and should not be, used by anyone other than these specified parties.  
Under Louisiana Revised Statute 24:513, this report is distributed by the Legislative Auditor as a 
public document. 
 

Respectfully submitted, 

 
Grover C. Austin, CPA 
First Assistant Legislative Auditor 
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Management’s Corrective Action 
Plans and Responses to the 
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