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August 11, 2005 
 
 
 
 
 

Finance Committee of the House of Representatives and 
Joint Committee on Legislative Services, General Assembly, 
State of Rhode Island and Providence Plantations: 
 
 
 I am pleased to submit the State’s Single Audit Report for the fiscal year ended 
June 30, 2004.  This audit was required by both state law (sections 22-13-4 and 35-7-10 
of the General Laws) and the federal Single Audit Act. 
 
 The Single Audit Report includes our reports on (1) the basic financial statements 
of the State of Rhode Island, (2) internal control over financial reporting and on 
compliance and other matters, and (3) compliance with requirements applicable to each 
major federal program and internal control over compliance.  A detailed Schedule of 
Expenditures of Federal Awards is also included as outlined in the Table of Contents on 
the next page.  Findings and related recommendations that are required to be reported in 
the Single Audit Report are included in the Schedule of Findings and Questioned Costs.  
A corrective action plan, which addresses each current year finding, has been prepared by 
the State and is included herein.  Additionally, the status of prior year findings has also 
been prepared by the State and is included herein.   
 
      Respectfully submitted, 
 

      Ernest A. Almonte, CPA, CFE 
      Auditor General          
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INDEPENDENT AUDITOR'S REPORT 
 
 
 
 
Finance Committee of the House of Representatives and  
Joint Committee on Legislative Services, General Assembly, 
State of Rhode Island and Providence Plantations: 
 
 

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 State of Rhode Island and Providence 
Plantations (the State) as of and for the year ended June 30, 2004 which collectively comprise 
the State’s basic financial statements as listed in the Table of Contents.  These financial 
statements are the responsibility of the State'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 component units which represent 3% of the assets and 1% of the revenues of the 

governmental activities and 1% of the assets and 3% of the revenues of the aggregate 
remaining fund information; 

    
• the Convention Center Authority, a major fund, which also represents 49% of the assets 

and 4% of the revenues of the business-type activities; and 
 
• certain component units which represent 100% of the assets and 100% of the 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 the 
governmental activities, the business-type activities, the aggregate discretely presented 
component units, the Convention Center Authority major fund, and the aggregate remaining fund 
information, is based solely on the reports of the other auditors. 
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Finance Committee of the House of Representatives 
Joint Committee on Legislative Services 
 

Except as discussed in the following two paragraphs, 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 and the reports of other 
auditors provide a reasonable basis for our opinions. 

 
We were unable to obtain sufficient evidence regarding the completeness of the furniture 

and equipment, depreciable intangible, and building improvement categories of capital assets 
included in governmental activities at June 30, 2004.  Due to insufficient physical inventories of 
capital assets and weaknesses in accounting controls over the accumulation of capital asset 
acquisitions and disposals, we were unable to satisfy ourselves as to the carrying value of these 
categories of capital assets and the related depreciation expense by other auditing procedures.  
The furniture and equipment, depreciable intangible, and building improvement capital asset 
categories represent $128 million or 10% of total recorded governmental activities capital assets 
of $1,257 million at June 30, 2004. 
 
  We were unable to obtain sufficient evidence regarding the completeness of accounts 
payable and related expenditures, federal revenue, and federal receivables reported for the 
Intermodal Surface Transportation Fund, a major fund, due to weaknesses in accounting controls 
over the accumulation and reporting of information included in these account classifications.      
 
  Management has not presented encumbrances outstanding at June 30, 2004 as a reserved 
component of fund balance within the General, Intermodal Surface Transportation, and Grant 
Anticipation Revenue Vehicle Fund (GARVEE) major governmental funds and other non-major 
governmental funds included in the aggregate remaining fund information or disclosed such 
amounts in the notes to the basic financial statements as required by accounting principles 
generally accepted in the United States of America.  The amount by which this departure would 
affect the reserved and unreserved components of fund balance of these governmental funds is 
not reasonably determinable. 
 
  In our opinion, except for the effects of such adjustments, if any, on the Intermodal 
Surface Transportation Fund as might have been considered to be necessary had we been 
provided sufficient evidence regarding accounts payable and related expenditures, federal 
revenue and federal receivables, and except for the omission of encumbrances outstanding at 
June 30, 2004 as a component of reserved fund balance of the General, Intermodal Surface 
Transportation, and GARVEE major governmental funds and non-major governmental funds 
included in the aggregate remaining fund information, based on our audit and the reports of other 
auditors, the financial statements referred to above, present fairly, in all material respects, the 
financial position of each major fund and the aggregate remaining fund information of the State 
as of June 30, 2004 and the respective changes in financial position and cash flows, where 
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Finance Committee of the House of Representatives 
Joint Committee on Legislative Services 
 
applicable, thereof for the year then ended in conformity with accounting principles generally 
accepted in the United States of America.    
 
 In addition, in our opinion, except for the effects of such adjustments, if any, on the 
governmental activities included in the government-wide statement of net assets and the related 
statement of activities as might have been determined to be necessary had we been provided 
sufficient evidence regarding the carrying value of the furniture and equipment, depreciable 
intangible, and building improvement components of capital assets, 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, and the aggregate discretely presented component units of the State as of June 30, 
2004, and the respective changes in financial position and cash flows, where applicable, thereof 
for the year then ended in conformity with accounting principles generally accepted in the United 
States of America.  
 

As discussed in notes 1 and 17 to the basic financial statements, the State adopted the 
provisions of Governmental Accounting Standards Board (“GASB”) Statement No. 39, 
Determining Whether Certain Organizations Are Component Units – an amendment of GASB 
Statement No. 14 effective July 1, 2003.  Beginning net assets of the discretely presented 
component units on the government-wide statement of net assets were increased by $82.6 million 
to include foundations of the State colleges and university.   

 
As provided by GASB Statement No. 34, Basic Financial Statements – and 

Management’s Discussion and Analysis – for State and Local Governments, the State has 
included only capital outlays for infrastructure since July 1, 2001 as capital assets within 
governmental activities on the government–wide statement of net assets.  Infrastructure outlays 
from prior years will be included in future financial statements.   
 
 In accordance with Government Auditing Standards, we will issue our report on our 
consideration of the State’s internal control over financial reporting and our tests of its 
compliance with certain provisions of laws, regulations, contracts, and grant agreements and 
other matters.  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.  The report on internal control and 
compliance will be included in the State’s Single Audit Report. 
 

The Management’s Discussion and Analysis, on pages 11 through 22, the Budgetary 
Comparison Schedules on pages 88 through 114, and the Schedules of Funding Progress on page 
115 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.   
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Our audit was conducted for the purpose of forming opinions on the financial statements 

that collectively comprise the State’s basic financial statements.  The accompanying Schedule of 
Expenditures of Federal Awards is presented for purposes of additional analysis as required by 
U.S. Office of Management and Budget Circular A-133, Audits of States, Local Governments, 
and Non-Profit Organizations, and is not a required part of the basic financial statements.  The 
Schedule of Expenditures of Federal Awards has been subjected to the auditing procedures 
applied by us and the other auditors in the audit of the basic financial statements and, in our 
opinion, except for the effects of such adjustments, if any, on the Intermodal Surface 
Transportation Fund as might have been considered to be necessary had we been provided 
sufficient evidence regarding accounts payable and related expenditures, based on our audit and 
the reports of the other auditors, is fairly stated in all material respects, in relation to the basic 
financial statements taken as whole.  
 

      Ernest A. Almonte, CPA, CFE 
July 29, 2005     Auditor General 
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Management’s Discussion and Analysis 

The following is a discussion and analysis of the financial activities of the State of Rhode Island 
and Providence Plantations (the State) for the fiscal year ended June 30, 2004.  Readers are 
encouraged to consider the information presented here in conjunction with the letter of 
transmittal, which can be found at the front of this report, and with the State's financial 
statements, which follow this section. 
 
Financial Highlights – Primary Government 
 
Government-wide Financial Statements 
 

• Net Assets  The total assets of the State exceeded total liabilities at fiscal year ended June 
30, 2004 by $147.8 million.  This amount is presented as "net assets" on the Statement of 
Net Assets for the Total Primary Government.  Of this amount, ($996.0) million was 
reported as unrestricted net assets, $552.9 million was restricted net assets, and $590.7 
million was invested in capital assets net of related debt.  Net assets of the governmental 
activities increased, after the restatement as detailed in Note 17, by $112.8 million for the 
fiscal year ended June 30, 2004.  This increase is reflected in the Changes in Net Assets 
in the line “Net assets-beginning, as restated.” 

• Changes in Net Assets  In the Statement of Activities the State's total net assets changed 
by $77.5 million in fiscal year 2004.  Net assets of governmental activities changed by 
$112.8 million, while net assets of the business-type activities changed by ($35.3) 
million.  The primary reason for the difference in the change in governmental activities 
was that taxes increased by $142.1 million.  The primary reason for the difference in the 
business-type activities was the increase in operating transfers out. 

 
Fund Financial Statements 
 

• State's governmental funds reported a combined ending fund balance of $709.6 million, 
an increase of $251.5 million in comparison with the previous fiscal year.  The primary 
reason for this is the $256.9 million fund balance in the GARVEE Fund. 

• The General Fund ended the current fiscal year with an unreserved, undesignated balance 
of $24.5 million, a decrease of $18.1 million in comparison with the previous fiscal year. 

• The Budget Reserve Account ended the fiscal year with a balance of $84.3 million, an 
increase of $0.7 million in comparison with the previous fiscal year. 

• The Intermodal Surface Transportation Fund ended the fiscal year with an unreserved 
fund balance of $36.4 million, which was an increase of $12.3 million from the previous 
year. 

• The R.I. Temporary Disability Insurance Fund ended the current fiscal year with a 14.2% 
increase of $16.2 million over last year. The fund balance at year-end was $130.3 million. 

• The GARVEE Fund ended its first year of operations with a fund balance of $256.9 
million of which $7.2 million is reserved for debt. 

• The Rhode Island State Lottery transferred $281.1 million to the General Fund in support 
of general revenue expenditures during the fiscal year, an increase of  $32.1 million in 
comparison with the previous fiscal year. 
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Management’s Discussion and Analysis 

 
 
Overview of the Financial Statements 
 
This discussion and analysis is intended to serve as an introduction to the State's basic financial 
statements.  The State's basic financial statements include three components: 
 

1. Government-wide financial statements, 
2. Fund financial statements, and 
3. Notes to the financial statements 

 
This report also contains other supplementary information in addition to the basic financial 
statements. 
 
Changes in Presentation 
 
For the fiscal year ended June 30, 2004, the Bond Capital Fund did not meet the criteria of a major 
fund as described in Note 1(D).  Accordingly, it is included in the Other Governmental Funds 
column on the fund financial statements in the basic financial statements. 
 
On the Statement of Net Assets, the amount reported as Investment in Capital Assets, Net of 
Related Debt was increased and the amount reported as Unrestricted Net Assets was decreased by 
$284.0 million, which was the cash balance in certain capital projects funds. 
 
Government-wide Financial Statements 
 
The government-wide financial statements provide a broad view of the State's finances.  The 
statements provide both short-term and long-term information about the State's financial 
position, which assists in assessing the State's financial condition at the end of the year.  These 
financial statements are prepared using the accrual basis of accounting, which recognizes all 
revenues and grants when earned, and expenses at the time the related liabilities are incurred. 
 

• The Statement of Net Assets presents all of the government's assets and liabilities, with 
the difference between the two reported as "net assets".  Over time, increases and 
decreases in the government's net assets may serve as a useful indicator of whether the 
financial position of the State is improving or deteriorating. 

• The Statement of Activities presents information showing how the government's net 
assets changed during the fiscal year.  All changes in net assets are reported as soon as 
the underlying event giving rise to the change occurs, regardless of the timing of related 
cash flows.  Therefore, revenues and expenses are reported in this statement for some 
items that will not result in cash flows until future fiscal periods; for example, 
uncollected taxes and earned but unused vacation leave.  This statement also presents a 
comparison between direct expenses and program revenues for each function of the 
government. 

 
Both of the government-wide financial statements have separate sections for three different types 
of government activities: 
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Management’s Discussion and Analysis 

 
• Governmental Activities:  The activities in this section represent most of the State's 

basic services and are generally supported by taxes, grants and intergovernmental 
revenues.  The governmental activities of the State include general government, human 
services, education, public safety, natural resources, and transportation.  The net assets 
and change in net assets of the internal service funds are also included in this column. 

• Business-type Activities:  These activities are normally intended to recover all or a 
significant portion of their costs through user fees and charges to external users of goods 
and services.  These business-type activities of the State include the operations of the 
Lottery Commission, R.I. Convention Center Authority and the Employment Security 
Trust Fund. 

• Discretely Presented Component Units:  Component units are entities that are legally 
separate from the State, but for which the State is financially accountable.  The State has 
20 discretely presented component units.  Financial information for these entities is 
presented separately from the financial information presented for the primary 
government. 

 
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 State uses fund accounting to ensure 
and demonstrate compliance with finance-related legal requirements.  The fund financial 
statements focus on the individual parts of the State government, and report the State's operations 
in more detail than the government-wide financial statements.  The State's funds are divided into 
three categories: governmental, proprietary and fiduciary. 
 

• Governmental funds:  Most of the State's basic services are financed through 
governmental funds.  Governmental funds are used to account for essentially the same 
functions reported as governmental activities in the government-wide financial 
statements.  However, unlike the governmental-wide financial statements, the 
governmental fund financial statements focus on near-term inflows and outflows of 
spendable resources, as well as on spendable resources available at the end of the fiscal 
year.  Such information helps determine whether there are more or fewer financial 
resources that can be spent in the near future to finance the State's programs. 
 
Because the focus of governmental funds is narrower than that of the government-wide 
financial statements, it is useful to compare the information presented for governmental 
funds with similar information presented for governmental activities in the government-
wide financial statements.  By doing so, readers may better understand the long-term 
impact of the State's near-term financial 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 the governmental activities. 
 
Governmental funds include the general fund and special revenue, capital projects, debt 
service and permanent funds.  The State has several governmental funds, of which GASB 
Statement No. 34, Basic Financial Statements – and Management’s Discussion and 
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Analysis – for State and Local Governments defines the general fund as a major fund.  
The criteria for determining if any of the other governmental funds are major funds are 
detailed in Note 1(D).  The Intermodal Surface Transportation Fund, R.I. Temporary 
Disability Insurance Fund and the GARVEE Fund are also major funds.  Each of the 
major funds is presented in a separate column in the governmental funds balance sheet 
and statement of revenues, expenditures and changes in fund balances.  The remaining 
governmental funds are combined in a single aggregated column on these financial 
statements.  Individual fund data for each of these nonmajor governmental funds can be 
found in the supplementary information section of this report. 
 

• Proprietary funds: Services for which the State charges customers a fee are generally 
reported in proprietary funds.  The State maintains two different types of proprietary 
funds, enterprise funds and internal service funds.  Enterprise funds report activities that 
provide supplies and services to the general public.  Internal service funds report 
activities that provide supplies and services for the State's other programs and activities.  
Like the government-wide statements, proprietary funds use the accrual basis of 
accounting.  The State has three enterprise funds, the Lottery Fund, Convention Center 
Authority Fund and the Employment Security Trust Fund.  These funds are each 
presented in separate columns on the basic proprietary fund financial statements.  The 
State's internal service funds are reported as governmental activities on the government-
wide statements, because the services they provide predominantly benefit governmental 
activities.  The State's 15 internal service funds are reported on the basic proprietary fund 
financial statements in a single combined column.  Individual fund data for these funds is 
provided in the form of combining statements and can be found in the supplementary 
information section of this report. 

 
• Fiduciary funds: These funds are used to account for resources held for the benefit of 

parties outside the State government.  Fiduciary funds are not included in the 
government-wide financial statements because the resources of these funds are not 
available to support the State's programs.  These funds, which include the pension trust, 
private-purpose trust and agency funds, are reported using accrual accounting.  Individual 
fund data for fiduciary funds can be found in the supplementary information section of 
this report. 
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Scope Entire State government (except Activities of the State that are not Activities of the State that are Instances in which the State is the
fiduciary funds) and the State's proprietary or fiduciary operated similar to private trustee or agent for someone else's
component units businesses resources

Required Statement of net assets Balance sheet Statement of net assets Statement of net assets
financial Statement of activities Statement of revenues, Statement of revenues, expenses Statement of changes in fund
statements expenditures, and and changes in net assets net assets

changes in fund balances Statement of cash flows

Accounting basis Accrual accounting and Modified accrual Accrual accounting and Accrual accounting and
and measurement economic resources focus accounting and current economic resources focus economic resources focus
focus financial resources focus

Type of All assets and liabilities, both Only assets expected to be used All assets and liabilities, both All assets and liabilities, both
asset/liability financial and capital, and up and liabilities that come due financial and capital, and short-term and long-term
information short-term and long-term during the year or soon thereafter; short-term and long-term

no capital assets included

Type of All revenues and expenses during Revenues for which cash is All revenues and expenses All revenues and expenses
inflow/outflow the year, regardless of when received during or soon after during the year, regardless of during the year, regardless of 
information cash is received or paid the end of  the year end when cash is received or paid when cash is received or paid

Expenditures when goods or
services have been received and
payment is due during the year
or soon thereafter

Major Features of the Basic Financial Statements

Fiduciary Funds
Fund Financial StatementsGovernment-wide

Financial Statements Governmental Funds Proprietary Funds

 
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 fiduciary funds financial statements. 
 
Required Supplementary Information 
 
The basic financial statements and accompanying notes are followed by a section of required 
supplementary information, including information concerning the State's progress in funding its 
obligation to provide pension benefits to its employees.  This section also includes a budgetary 
comparison schedule for each of the State's major governmental funds that have a legally 
mandated budget. 
 
Other Supplementary Information 
 
Other supplementary information includes the combining financial statements for nonmajor 
governmental funds, grouped by fund type and presented in single columns in the basic financial 
statements, internal service funds, fiduciary funds, discretely presented component units and the 
statistical section. 
 
Government-Wide Financial Analysis 
 
Net Assets 
 
As noted earlier, net assets may serve over time as a useful indicator of a government's financial 
position.  The State's combined net assets (governmental and business-type activities) totaled 
$147.8 million at the end of fiscal year 2004, compared to $70.2 million (after the restatement as 
detailed in Note 17) at the end of the prior fiscal year.  The primary reasons for the  
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$109.2 million decrease in the Governmental Activities unrestricted net assets are the change in 
presentation noted above and an increase in debt not related to capital assets. 
 
A portion of the State's net assets reflects its investment in capital assets such as land, buildings, 
equipment and infrastructure (roads, bridges, and other immovable assets) recorded for fiscal 
years 2002 through 2004, less any related debt outstanding that was needed to acquire or 
construct the assets.  The State uses these capital assets to provide services to its citizens; 
consequently, these assets are not available for future spending.  Although the State'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. 
 

Current and other assets $ 1,257,114 $ 967,379 $ 276,030 $ 312,155 $ 1,533,144 $ 1,279,534
Capital assets 1,256,951 1,086,556 199,644 208,273 1,456,595 1,294,829

Total assets 2,514,065 2,053,935 475,674 520,428 2,989,739 2,574,363

Long-term liabilities outstanding 1,868,542 1,599,965 286,424 294,364 2,154,966 1,894,329
Other liabilities 650,086 571,311 36,915 38,471 687,001 609,782

Total liabilities 2,518,628 2,171,276 323,339 332,835 2,841,967 2,504,111

Net assets:
Invested in capital assets,

net of related debt 675,696 481,460 (84,910) (83,896) 590,786 397,564
Restricted 301,346 273,559 251,596 283,944 552,942 557,503
Unrestricted (981,605) (872,360) (14,351) (12,455) (995,956) (884,815)

Total net assets $ (4,563) $ (117,341) $ 152,335 $ 187,593 $ 147,772 $ 70,252

2004 2003

Activities Activities Government

2004 2003 2004 2003

PrimaryGovernmental Business-Type

State of Rhode Island's Net Assets as of June 30, 2004
(Expressed in Thousands)

Total

 
An additional portion of the State's net assets represents resources that are subject to external 
restrictions on how they may be used. 
 
Changes in Net Assets 
 
The State's net assets increased by $77.5 million during the current fiscal year.  Total revenues of 
$6,558.2 million were more than expenses of $6,480.7 million.  Approximately 37.9% of the 
State's total revenue came from taxes, while 28.8% resulted from grants and contributions 
(including federal aid).  Charges for various goods and services provided 30.9% of the total 
revenues.  The State's expenses covered a range of services.  The largest expenses were for 
human services (37.4%) and intergovernmental (16.2%). In fiscal year 2004, governmental 
activity expenses exceeded program revenues, which resulted in the use of $2,623.4 million in 
general revenues (mostly taxes).  On the other hand, net program revenues from business-type 
activities in fiscal year 2004 exceeded expenses by $213.2 million. 
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Revenues:
Program revenues:

Charges for services $ 342,366 $ 313,733 $ 1,684,585 $ 1,473,723 $ 2,026,951 $ 1,787,456
Operating grants and contributions 1,703,526 1,452,834 29,492 45,712 1,733,018 1,498,546
Capital grants and contributions 156,372 191,993 156,372 191,993

General revenues:
Taxes 2,477,453 2,335,329 2,477,453 2,335,329
Interest 9,812 7,668 12,884 17,336 22,696 25,004
Other 136,122 160,547 5,568 5,354 141,690 165,901

Total revenues 4,825,651 4,462,104 1,732,529 1,542,125 6,558,180 6,004,229
Program expenses:

General government 474,640 459,989 474,640 459,989
Human services 2,420,998 2,244,980 2,420,998 2,244,980
Education 75,654 103,476 75,654 103,476
Public safety 321,015 309,569 321,015 309,569
Natural resources 61,839 67,597 61,839 67,597
Transportation 173,935 170,082 173,935 170,082
Intergovernmental 1,047,537 947,792 1,047,537 947,792
Grants 299,381 291,208 299,381 291,208
Interest 104,760 98,831 104,760 98,831
Lottery 1,200,059 1,054,764 1,200,059 1,054,764
Convention Center 62,622 59,372 62,622 59,372
Employment insurance 238,220 262,585 238,220 262,585

Total expenses: 4,979,759 4,693,524 1,500,901 1,376,721 6,480,660 6,070,245

Increase (decrease) in net assets before
transfers and special items (154,108) (231,420) 231,628 165,404 77,520 (66,016)

Transfers 266,886 235,064 (266,886) (235,064)
Special items 1,511 1,511

Change in net assets 112,778 5,155 (35,258) (69,660) 77,520 (64,505)
Net assets - Beginning (117,341) (110,446) 187,593 257,253 70,252 146,807
Cumulative effect of prior period adjustments (12,050) (12,050)

Net assets - Beginning, as restated (117,341) (122,496) 187,593 257,253 70,252 134,757

Net assets - Ending $ (4,563) $ (117,341) $ 152,335 $ 187,593 $ 147,772 $ 70,252

Activities
2004 2004 2003

Primary Government
2004 2003

Activities
2003

Business-TypeGovernmental

State of Rhode Island - Changes in Net Assets
For the Fiscal Year Ended June 30, 2004

(Expressed in Thousands)

Total

 
Financial Analysis of the State’s Funds 
 
As noted earlier, the State uses fund accounting to ensure and demonstrate compliance with 
finance-related legal requirements. 
 
Governmental Funds 
 
The focus of the State's governmental funds is to provide information on near-term inflows, 
outflows, and balances of spendable resources.  Such information is useful in assessing the 
State's financing requirements.  In particular, unreserved fund balance may serve as a useful 
measure of the State's net resources available for spending at the end of the fiscal year.  At the 
end of the current fiscal year, the State's governmental funds reported a combined ending fund 
balance of $709.6 million, an increase of $251.5 million.  Reserved fund balances are not 
available for new spending because they have already been committed as follows: (1) $84.3 
million for a "rainy day" account, (2) $47.5 million for continuing appropriations, (3) $85.3 
million principally for liquidating debt, (4) $130.3 million for employment insurance programs 
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and (5) $1.5 million for other restricted purposes.  Approximately 47.4% ($336.3 million) of the 
ending fund balance is designated by the State’s management, consistent with the limitations of 
each fund. 
 
The major governmental funds of the primary government are: 
 
General Fund.  The General Fund is the chief operating fund of the State.  At the end of the 
current fiscal year, the unreserved fund balance of the General Fund was $24.5 million, while 
total fund balance was $156.3 million.  As a measurement of the General Fund's liquidity, it may 
be useful to compare both unreserved fund balance and total fund balance to total fund 
expenditures.  Unreserved fund balance represent 0.5% of total General Fund expenditures, 
while total fund balance represent 3.4% of the same amount.  The General Fund's unreserved 
fund balance decreased from $42.6 million to $24.5 million, a decrease of $18.1 million during 
the current fiscal year.  This is primarily attributed to the appropriation of the FY2003 closing 
surplus for program expenditures in FY04.  
 
Intermodal Surface Transportation Fund.  The Intermodal Surface Transportation Fund 
(ISTEA) accounts for the collection of gasoline tax, federal grants, and bond proceeds that are 
used in maintenance, upgrading, and construction of the State's highway system.  At the end of 
the current fiscal year, unreserved fund balance of the ISTEA fund was $36.4 million, while the 
total fund balance was $37.8 million.  Total fund balance of the ISTEA fund increased by $12.3 
million during the current fiscal year. 
 
GARVEE Fund.  This fund accounts for the proceeds of the Grant Anticipation Revenue 
Vehicle (GARVEE) and the RI Motor Fuel Tax (RIMFT) revenue bonds, related expenditures 
and the two cents per gallon gasoline tax that is dedicated for the debt service of the RIMFT 
bonds.  The GARVEE Fund ended its first year of operation with a fund balance of $256.9 of 
which $7.2 million is reserved for debt. 
 
R.I. Temporary Disability Insurance Fund.  This fund is responsible to account for the 
employee tax on wages which are levied to pay benefits to covered workers who are absent due 
to non job-related illnesses. The ending fund balance for the current fiscal year was $130.3 
million. It represents an increase of $16.2 million or 14.2% over last year. 
 
General Fund Budgetary Highlights 
 
According to the State’s Constitution, general revenue appropriations in the general fund cannot 
exceed 98% of available general revenue sources, which consist of the current fiscal year’s 
budgeted general revenue plus the general fund undesignated fund balance from the prior fiscal 
year.  The budgets for the components of the current fiscal year’s general revenue estimates are 
established by the State’s revenue estimating conference.  If actual general revenue is less than 
the projection, appropriations have to be reduced or additional revenues must be imposed.  
Certain agencies have federal programs that are entitlements, which must continue to receive the 
federal funds.  Agencies may get additional appropriations providing a need is established.  
Adjustments to general revenue receipt estimates resulted in an increase of $35.5 million 
(1.27%) between the original budget and the final budget.  General revenue appropriations 
decreased from the original budget by $2.0 million (0.08%).   Some significant changes between 
the estimated general revenue receipts and general revenue appropriations are listed below. 
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• Personal income tax increased by $31.6 million (3%) 
• Business corporation tax increased by $14.9 million (22%) 
• Public gross earnings tax increased by $7.2 million (9%) 
• Financial institutions tax decreased by $4.5 million (300%) 
• Departmental general revenue increased by $6.8 million (2%) 
• General revenue appropriations decreased in the Department of Administration by $20.8 

million 
• General revenue appropriations increased in the Department of Corrections by $5.2 

million 
 
Capital Assets and Debt Administration 
 
Capital Assets 
 
The State's investment in capital assets for its governmental and business-type activities as of 
June 30, 2004, amounts to $1,456.6 million, net of accumulated depreciation of $481.2 million.  
This investment in capital assets includes land, buildings, improvements, equipment, 
infrastructure, and construction in progress.  The total increase in the State's investment in capital 
assets for the current fiscal year was about 12.5 % in terms of net book value. 
 
Actual expenditures to purchase or construct capital assets were $203.7 million for the year.  Of 
this amount, $137.4 million was used to construct or reconstruct roads.  Depreciation charges for 
the year totaled $52.3 million. 
 

Capital assets not being depreciated
Land $ 322,369 $ 382,579 $ 38,032 $ 38,032 $ 360,401 $ 420,611
Intangibles 85,564 85,564
Construction in progress 82,810 102,881 1,189 83,999 102,881
Total capital assets not being depreciated 490,743 485,460 39,221 38,032 529,964 523,492

Capital assets being depreciated
Land improvements 3,601 3,601 3,601 3,601
Buildings 429,982 374,127 229,813 229,748 659,795 603,875
Building improvements 198,632 198,449 198,632 198,449
Equipment 158,399 148,924 24,722 23,571 183,121 172,495
Intangibles 898 898
Infrastructure 361,850 224,490 361,850 224,490

1,153,362 949,591 254,535 253,319 1,407,897 1,202,910
Less: Accumulated depreciation 387,154 348,495 94,113 83,078 481,267 431,573

Total capital assets being depreciated 766,208 601,096 160,422 170,241 926,630 771,337

Total capital assets (net) $ 1,256,951 $ 1,086,556 $ 199,643 $ 208,273 $ 1,456,594 $ 1,294,829

State of Rhode Island's Capital Assets as of June 30, 2004
(Expressed in Thousands)

Total

2004 2003
Governmental Activities Business-Type Activities Primary Government

2004 2003 2004 2003

 
Additional information on the State's capital assets can be found in the notes to the financial 
statements of this report. 
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Debt Administration 
 
Under the State's Constitution, the General Assembly has no power to incur State debts in excess 
of $50,000 without the consent of the people (voters), except in the case of war, insurrection or 
invasion, or to pledge the faith of the State to the payment of obligations of others without such 
consent.  At the end of the current fiscal year, the State’s governmental activities had total 
bonded debt outstanding of $1,794.0 million of which $763.0 million is general obligation debt, 
$264.0 million is special obligation debt and $767.0 million is debt of the blended component 
units. The State's total bonded debt increased by $284.7 million during the current fiscal year. 
This increase is the net of a $39.7 million increase in general obligation debt, an increase of 
$264.0 million in special obligation debt and a decrease of $19.0 million in the blended 
component units. Additionally, the State has extended its credit through contractual agreements 
of a long-term nature, which are subject to annual appropriations. 
 
During the current fiscal year, the State issued $79.7 million of general obligation bonds, $65.8 
million of general obligation refunding bonds and $269.8 million of special obligation bonds.  
These bonds have been assigned ratings by Fitch, Inc. (Fitch), Moody's Investors Service 
(Moody's) and Standard and Poor's Rating Services (Standard and Poor's).  Of the $269.8 million 
of special obligation bonds, $53.0 million are supported by dedicated future gasoline tax revenue 
and $216.8 million are supported by future federal revenue.  The proceeds and related 
expenditures of this special obligation debt are accounted for in the GARVEE Fund. 
 
The State does not have any debt limitation.  Bonds authorized by the voters, that remain 
unissued as of the end of the current fiscal year, amounted to $238.7 million. Additional 
information on the State's long-term debt can be found in the notes to the financial statements of 
this report. 
 
Economic Factors 
 
The State's economy has continued to perform well.  According to the U.S. Bureau of Labor 
Statistics, Rhode Island experienced an increase in non-farm employment of 5,100 jobs, or 1.1 
percent, in FY 2004.  In FY 2003, Rhode Island gained 3,500 jobs, an increase of 0.7 percent 
over FY 2002.  On a calendar year basis, Rhode Island added 9,000 jobs in 2003 and 2004.  The 
May 2005 Revenue Estimating Conference’s Consensus Economic Forecast projects Rhode 
Island non-farm employment to total 495,200 in 2005, an increase of 6,800 jobs, or 1.4 percent, 
over 2004, and 503,100 in 2006, an increase of 7,900 jobs, or 1.6 percent, over projected 2005. 
 
According to Economy.com’s April 2005 Forecast Report: U.S., New England, and Rhode 
Island, Rhode Island’s recent job gains are a result of “an acceleration in its (the State’s) 
expansion.  This improvement is quite broad based and can be seen in all major sectors of the 
economy."  Although the expansion is widespread, the strongest sectors have been financial 
services, leisure and hospitality, and education and health services.  The education and health 
services sector accounts for 19.0 percent of Rhode Island total non-farm employment well above 
the U.S. average of 12.5 percent.  Rhode Island construction employment remains strong 
bolstered by “a booming housing market” and “government spending on road improvement 
projects”.  Finally, the State’s manufacturing sector has begun to stabilize after an employment 
decline of 1.5 percent in 2004.  Rising demand, particularly in export markets which rose by 6.0 
percent year-over-year in the third quarter of 2004, has “forced manufacturers to increase the 
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workweek for production workers” which is typically “a precursor to stronger hiring, or at least, 
the end of layoffs.” 
 
Rhode Island personal income growth has also accelerated over the past year, however, the gap 
between Rhode Island and U.S. personal income growth has narrowed during this period.  In CY 
2003, Rhode Island personal income growth was 3.9 percent vs. 3.2 percent for U.S. personal 
income growth, a difference of 70 basis points.  In CY 2004, Rhode Island personal income 
growth was 5.7 percent as was U.S. personal income growth.  The elimination of the gap 
between Rhode Island and U.S. personal income growth rates is a result of the rebound of the 
national economy from its recessionary level in 2002.  It should be noted that Rhode Island 
experienced a mild economic downturn in 2002 relative to that of the United States as a whole. 
 
Economy.com (4/2005) remains “optimistic about a favorable near-term outlook” for Rhode 
Island’s economy with payroll growth expected “to pick up pace in 2005 and employment to rise 
a solid 1.1%.”  One of the catalysts for near- to medium-term growth remains rising national 
defense spending.  Economy.com (4/2005) notes that “Electric Boat continues to win federal 
contracts to retrofit submarines for use in special operations and surveillance” and, in addition, 
“Raytheon is also enjoying more business from a larger defense budget given its emphasis on 
surveillance and control systems.”  Finally, the national defense build-up is moving the State’s 
manufacturing sector into a much better position to support growth in the Rhode Island 
economy.  With the assistance of the Rhode Island Manufacturing Extension Services, “area 
businesses with little history of defense work” anticipate capturing a significant part of the U.S. 
Department of Defense’s increased spending. 
 
The biotechnology industry cluster that has begun to emerge in Rhode Island should positively 
impact the State’s long term economic performance.  According to Economy.com (4/2005), 
“[T]he state has the necessary ingredients for a successful biotech agglomeration: dynamic 
research institutions, federal grant money, and a group of leading companies and their associated 
skilled labor force.”  In 2002, the Brown University Medical School won $90 million in research 
grants from the National Institutes of Health.  The State’s voters approved a $50 million bond 
referendum for the construction of the Center for Biotechnology and Life Sciences at the 
University of Rhode Island.  The presence and proposed expansion of the Naval Undersea 
Warfare Center in Newport further augments the requisite “cutting edge knowledge base” 
necessary for a successful biotech cluster.  Finally, Amgen has invested $1.5 billion in the State 
since 2001 building the largest biopharmaceutical manufacturing facility in the U.S. for the 
production of its blockbuster rheumatoid arthritis drug Enbrel®.  The final phase of the plant is 
expected to open in 2005 adding from 300 to 400 jobs. 
 
One of the biggest drags on the State’s economic performance is the high tax burden imposed on 
Rhode Island businesses and households.  Economy.com (4/2005) reports that, “according to the 
fourth annual Economic Outlook Survey conducted by Sovereign Bank and the Greater 
Providence Chamber of Commerce, 83% of business owners in Providence feel that their 
greatest challenge is taxes.”  In 2005, the Tax Foundation projected that, based on a net national 
product definition of personal income and a geographical distribution of tax incidence, Rhode 
Island had the 4th highest effective state and local tax burden in 2005, a substantial increase from 
its rank of 31 in 1970.  High property taxes at the local level and high personal income tax rates 
at the state level drive Rhode Island’s heavy tax burden.  The former discourages businesses that 
are making relocation decisions from choosing Rhode Island.  The latter discourage 
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entrepreneurs and venture capitalists from enhancing new business development in the State 
giving Rhode Island a less dynamic economy than Connecticut and Massachusetts. 
 
 
Requests for Information 
 
This financial report is designed to provide a general overview of Rhode Island's finances for all 
those with an interest in the State's finances.  Questions concerning any of the information 
provided in this report or requests for additional information should be sent to 
finreport@mail.state.ri.us.   As of fiscal year 1999, the State’s Comprehensive Annual Financial 
Report may be found on the State Controller’s home page, http://controller.doa.state.ri.us.  
Requests for additional information related to component units should be addressed as listed in 
Note 1 of the financial statements. 
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Assets
Current assets:

Cash and cash equivalents $ 411,193 $ 18,223 $ 429,416 $ 701,578
Funds on deposit with fiscal agent 265,238 184,767 450,005
Investments 74,887 47 74,934 888,943
Receivables (net) 278,938 52,040 330,978 1,079,495
Due from primary government 3,096
Due from component units 4,860 4,860
Internal balances 4,088 (4,088)
Due from other governments and agencies 140,654 1,245 141,899 7,692
Loans to component units 3,400 3,400
Inventories 2,289 1,049 3,338 7,502
Other assets 37,005 1,156 38,161 7,931

Total current assets 1,222,552 254,439 1,476,991 2,696,237

Noncurrent assets:
Investments 17,174 17,174 163,679
Receivables (net) 475 475 1,188,338
Due from component units 23,819 23,819
Capital assets - nondepreciable 490,743 39,221 529,964 342,265
Capital assets - depreciable (net) 766,208 160,423 926,631 983,102
Lease receivable 4,730
Other assets 10,268 4,417 14,685 162,452

Total noncurrent assets 1,291,513 221,235 1,512,748 2,844,566
Total assets 2,514,065 475,674 2,989,739 5,540,803

Liabilities
Current Liabilities:

Cash overdraft 12,269 12,269 649
Accounts payable 313,770 12,408 326,178 72,447
Due to primary government 795
Due to component units 1,507 1,507 602
Due to other governments and agencies 1,960 1,960 820
Accrued expenses 70,034 4,870 74,904 53,386
Deferred revenue 10,916 1,909 12,825 25,360
Other current liabilities 84,649 84,649 8,068
Current portion of long-term debt 156,941 9,533 166,474 290,456
Obligation for unpaid prize awards 6,235 6,235

Total current liabilities 650,086 36,915 687,001 452,584

Noncurrent Liabilities:
Due to other governments and agencies 6,000 6,000 4,177
Accrued liabilities 33,613
Deferred revenue 11,250 11,250 4,609
Notes payable 4,445
Loans payable 179,610
Obligations under capital lease 93,054 93,054 20,087
Compensated absences 13,288 13,288 22,550
Bonds payable 1,720,447 275,174 1,995,621 2,872,963
Other liabilities 35,753 35,753 289,507

Total noncurrent liabilities 1,868,542 286,424 2,154,966 3,431,561

Total liabilities 2,518,628 323,339 2,841,967 3,884,145
Net Assets

Invested in capital assets, net of related debt 675,696 (84,910) 590,786 693,493
Restricted for:

Budget Reserve 84,298 84,298
State infrastructure bank 1,354 1,354
Debt 85,336 23,763 109,099 686,121
Self-insurance 100 100
Employment Insurance Programs 130,258 227,833 358,091

Unrestricted (981,605) (14,351) (995,956) 277,044
Total net assets $ (4,563) $ 152,335 $ 147,772 $ 1,656,658

The notes to the financial statements are an integral part of this statement.

Units

Primary Government

Activities
Business - Type

Activities Totals

State of Rhode Island and Providence Plantations
Statement of Net Assets

June 30, 2004

Governmental Component

(Expressed in Thousands)
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   Primary government:
Governmental activities:

General government $ 474,640 $ 137,913 $ 118,147 $ 35 $ (218,545) $ $ (218,545) $
Human services 2,420,998 124,716 1,339,603 119 (956,560) (956,560)
Education 75,654 3,320 154,589 2 82,257 82,257
Public safety 321,015 43,487 34,839 717 (241,972) (241,972)
Natural resources 61,839 31,191 16,486 10,857 (3,305) (3,305)
Transportation 173,935 1,739 39,862 144,642 12,308 12,308
Intergovernmental 1,047,537 (1,047,537) (1,047,537)
Grants 299,381 (299,381) (299,381)
Interest and other charges 104,760 (104,760) (104,760)

Total governmental activities 4,979,759 342,366 1,703,526 156,372 (2,777,495) (2,777,495)
Business-type activities:

State lottery 1,200,059 1,480,625 280,566 280,566
Convention Center 62,622 40,265 (22,357) (22,357)
Employment security 238,220 163,695 29,492 (45,033) (45,033)

Total business-type activities 1,500,901 1,684,585 29,492 213,176 213,176

Total primary government $ 6,480,660 $ 2,026,951 $ 1,733,018 $ 156,372 (2,777,495) 213,176 (2,564,319)

Component units $ 999,351 $ 991,804 $ 31,040 $ 37,356 60,849

General Revenues:
Taxes 2,477,453 2,477,453
Interest and investment earnings 9,812 12,884 22,696 37,236
Miscellaneous 136,122 5,568 141,690 (2,048)

Special or Extraordinary Items (1,630)
Transfers 266,886 (266,886)

Total general revenues, special or extraordinary items, and transfers 2,890,273 (248,434) 2,641,839 33,558

Change in net assets 112,778 (35,258) 77,520 94,407
Net assets - beginning, as restated (117,341) 187,593 70,252 1,562,251

Net assets - ending $ (4,563) $ 152,335 $ 147,772 $ 1,656,658

           The notes to the financial statements are an integral part of this statement.

contributions

State of Rhode Island and Providence Plantations
Statement of Activities

For the Year Ended June 30, 2004
(Expressed in Thousands)

Net (Expense) Revenue and Changes in Net Assets

Services

Program Revenues

Totals
Governmental Business-type

Primary Government

activities

CapitalOperating
Componentgrants and grants and

UnitsactivitiescontributionsFunctions/Programs Expenses
Charges for
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Assets
Cash and cash equivalents $ 226,697 $ 19,575 $ 86,598 $ $ 72,393 $ 405,263
Funds on deposit with fiscal agent 259,255 5,983 265,238
Investments 74,887 74,887
Receivables (net) 216,846 12,368 44,901 925 275,040
Due from other funds 7,654 9,960 167 17,781
Due from component units 717 24 25 766
Due from other governments

and agencies 93,788 42,624 4,242 140,654
Loans to other funds 118 118
Loans to component units 3,400 3,400
Other assets 34,366 400 1,493 36,259

        Total assets 583,586 84,951 131,499 260,180 159,190 1,219,406
Liabilities and Fund Balances
Liabilities

Cash overdraft 11,039 11,039
Accounts payable 271,947 28,178 53 3,142 4,988 308,308
Due to other funds 1,188 113 12,881 14,182
Due to component units 35 1,472 1,507
Loans from other funds 18 18
Accrued expenses 51,507 51,507
Deferred revenue 21,529 17,006 66 38,601
Other liabilities 82,274 498 1,877 84,649

        Total liabilities 427,292 47,154 1,241 3,255 30,869 509,811
Fund Balances

Reserved for:
Budget reserve 84,298 84,298
Appropriations carried forward 47,545 47,545
Debt 7,230 78,106 85,336
Self-insurance 100 100
State infrastructure bank 1,354 1,354
Employment Insurance Programs 130,258 130,258

Unreserved, reported in:
General fund 24,451 24,451
Special revenue funds 36,443 15 36,458
Capital projects funds 249,695 49,225 298,920
Permanent fund 875 875

Total fund balances 156,294 37,797 130,258 256,925 128,321 709,595

Total liabilities and fund balances $ 583,586 $ 84,951 $ 131,499 $ 260,180 $ 159,190 $ 1,219,406

The notes to the financial statements are an integral part of this statement.

GARVEEGeneral

Intermodal

DisabilityTransportation
Surface

State of Rhode Island and Providence Plantations
Balance Sheet

Governmental Funds
June 30, 2004

(Expressed in Thousands)

Other
Governmental

R.I.
Temporary

Funds

Total
Governmental

Funds
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Fund Balance of Governmental Funds $ 709,595

Amounts reported for governmental activities in the Statement of Net Assets are different
because:

Capital Assets used in the governmental activities are not financial resources and therefore are 1,253,590
not reported in the funds.

Bond, notes, certificates of participation, accrued interest and other liabilities are not due and
payable in the current period and therefore are not recorded in the governmental funds. (2,011,634)

Revenues (expenses) in the Statement of Activities that do not provide (use) current financial
resources are not reported as revenues (expenditures) in the governmental funds. 35,251

Internal service funds are used by management to charge the costs of certain activities to
individual funds.  The net assets of the internal service funds is reported with
governmental activities. 8,635

Net Assets - Governmental Activities $ (4,563)

The notes to the financial statements are an integral part of this statement.

(Expressed in Thousands)

State of Rhode Island and Providence Plantations
Reconciliation of the Balance Sheet of the Governmental Funds

to Statement of Net Assets for Governmental Activities
June 30, 2004
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Revenues:
Taxes $ 2,156,633 $ 142,487 $ 178,758 $ $ $ 2,477,878
Licenses, fines, sales, and services 239,263 69 2,948 242,280
Departmental restricted revenue 105,737 1,670 107,407
Federal grants 1,664,496 167,207 15,497 1,847,200
Income from investments 81 864 3,775 5,590 10,310
Other revenues 45,136 1,970 224 45,721 93,051

Total operating revenues 4,211,265 313,484 179,846 3,775 69,756 4,778,126
Expenditures:

Current:
General government 297,662 162,462 1,617 461,741
Human services 2,409,512 262 2,409,774
Education 71,990 848 72,838
Public safety 311,642 59 311,701
Natural resources 57,916 1,762 59,678
Transportation 161,883 91 161,974

Capital outlays 27,696 115,383 154 31,945 25,702 200,880
Intergovernmental 1,046,510 861 166 1,047,537
Grants 6,145 6,145
Debt service:

Principal 66,557 5,625 3,710 75,892
Interest and other charges 52,483 9,421 45,816 107,720

Total operating expenditures 4,341,968 278,127 162,616 46,991 86,178 4,915,880

Excess (deficiency) of revenues
over (under) expenditures (130,703) 35,357 17,230 (43,216) (16,422) (137,754)

Nonoperating revenues (expenditures):
Bonds and notes issued 269,835 145,600 415,435
Premium and accrued interest 20,807 9,290 30,097
Operating transfers in 382,593 64,288 9,499 56,976 513,356
Operating transfers in from component units 15,395 173 15,568
Other 25,391 25,391
Payment to refunded bonds escrow agent (72,160) (72,160)
Operating transfers out (79,054) (54,996) (1,066) (110,130) (245,246)
Operating transfers out to component units (229,168) (32,306) (31,762) (293,236)

Total nonoperating revenues (expenditures)
and other financing sources (uses) 115,157 (23,014) (1,066) 300,141 (2,013) 389,205

Change in fund balances (15,546) 12,343 16,164 256,925 (18,435) 251,451

Fund balances - beginning 171,840 25,454 114,094 146,756 458,144

Fund balances - ending $ 156,294 $ 37,797 $ 130,258 $ 256,925 $ 128,321 $ 709,595

The notes to the financial statements are an integral part of this statement.  

Disability

Total
GovernmentalSurface

R.I.

GARVEEGeneral Transportation

State of Rhode Island and Providence Plantations
Statement of Revenues, Expenditures, and Changes in Fund Balances

Governmental Funds
For the Year Ended June 30, 2004

(Expressed in Thousands)

Intermodal
Temporary

Funds

Other
Governmental

Funds
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Change in Fund Balance - Governmental Funds $ 251,451

Amounts reported for governmental activities in the Statement of Activities are different because:

Governmental funds report capital outlays as expenditures.  However, in the Statement of Activities the cost
of those assets is allocated over their estimated useful lives and reported as depreciation expense.
Current year acquisitions are therefore deducted from expenses on the Statement of Activities, less 
current year depreciation expense and revenue resulting from current year disposals. 170,957

Bond, notes, and certificates of participation proceeds provide current financial resources to governmental
funds by issuing debt which increases long-term debt in the Statement of Net Assets.  Repayments of
bond principal is an expenditure in the governmental funds, but the repayment reduces long-term
liabilities in the Statement of Net Assets. (300,887)

Revenues (expenses) in the Statement of Activities that do not provide (use) current financial
resources are not reported as revenues (expenditures) in the governmental funds. (5,717)

Internal service funds are used by management to charge the costs of certain activities to individual funds.
The change in net assets of the internal service funds is reported with governmental activities. (3,026)

Change in Net Assets - Governmental Activities $ 112,778

The notes to the financial statements are an integral part of this statement.

(Expressed in Thousands)

State of Rhode Island and Providence Plantations
Reconciliation of the Statement of Revenues, Expenditures, and

Changes in Fund Balances of Governmental Funds to the Statement of Activities
For the Year Ended June 30, 2004
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Assets
Current assets:

Cash and cash equivalents $ 7,957 $ 9,146 $ 1,120 $ 18,223 $ 5,930
Funds on deposit with fiscal agent 184,767 184,767
Investments 47 47
Receivables (net) 6,197 1,821 44,022 52,040 3,898
Due from other funds 1,943
Due from other governments and agencies 1,245 1,245
Inventories 1,049 1,049 2,289
Other assets 223 933 1,156 746

Total current assets 15,473 11,900 231,154 258,527 14,806

Noncurrent assets:
Investments 17,174 17,174
Capital assets - nondepreciable 39,221 39,221
Capital assets - depreciable (net) 1,707 158,716 160,423 3,361
Other assets 4,417 4,417 475

Total noncurrent assets 1,707 219,528 221,235 3,836
Total assets 17,180 231,428 231,154 479,762 18,642

Liabilities
Current Liabilities

Cash overdraft 1,230
Accounts payable 8,702 3,706 12,408 5,789
Due to other funds 1,697 1,030 1,361 4,088 1,454
Due to other governments and agencies 1,960 1,960
Loans from other funds 100
Accrued expenses 381 4,489 4,870
Deferred revenue 790 1,119 1,909
Other current liabilities 1,434
Notes payable 153 153
Bonds payable 9,380 9,380
Obligations under capital lease 720
Obligation for unpaid prize awards 6,235 6,235

Total current liabilities 17,805 19,877 3,321 41,003 10,727

Noncurrent Liabilities:
Deferred contract revenue 11,250 11,250
Obligations under capital lease 112
Bonds payable 275,174 275,174

Total noncurrent liabilities 11,250 275,174 286,424 112

Total liabilities 29,055 295,051 3,321 327,427 10,839
Net Assets

Invested in capital assets, net of related deb 1,707 (86,617) (84,910) 2,529
Restricted for:

Debt 23,763 23,763
Employment Insurance Program 227,833 227,833

Unrestricted (13,582) (769) (14,351) 5,274
Total net assets $ (11,875) $ (63,623) $ 227,833 $ 152,335 $ 7,803

The notes to the financial statements are an integral part of this statemen

Governmental
ActivitiesEnterprise Funds

Lottery Security Totals Service Funds
R.I. State Employment Internal

State of Rhode Island and Providence Plantations
Statement of Net Assets

June 30, 2004
(Expressed in Thousands)

Proprietary Funds

R.I.
Convention

Center

Business-type Activities--
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Operating revenues:
Charges for services $ 1,480,625 $ 39,632 $ 162,575 $ 1,682,832 $ 96,296
Grants 29,492 29,492
Miscellaneous 633 1,120 1,753

Total operating revenues 1,480,625 40,265 193,187 1,714,077 96,296

Operating expenses:
Personal services 3,626 15,496 19,122 13,589
Supplies, materials, and services 175,420 19,009 194,429 84,621
Prize awards 1,020,683 1,020,683
Depreciation 330 11,500 11,830 705
Benefits paid 230,887 230,887

Total operating expenses 1,200,059 46,005 230,887 1,476,951 98,915

Operating income (loss) 280,566 (5,740) (37,700) 237,126 (2,619)

Nonoperating revenues (expenses):
Interest revenue 1,015 11,869 12,884 21
Other nonoperating revenue 1,314 4,254 5,568
Interest expense (16,617) (16,617) (61)
Other nonoperating expenses (7,333) (7,333) 25

Total nonoperating revenue (expenses) 1,314 (15,602) 8,790 (5,498) (15)

Net income (loss) before transfers 281,880 (21,342) (28,910) 231,628 (2,634)

Transfers in 22,078 1,224 23,302
Transfers out (281,255) (5,030) (3,903) (290,188) (1,224)

Change in net assets 625 (4,294) (31,589) (35,258) (3,858)

Total net assets - beginning (12,500) (59,329) 259,422 187,593 11,661

Total net assets - ending $ (11,875) $ (63,623) $ 227,833 $ 152,335 $ 7,803

The notes to the financial statements are an integral part of this statement.

Internal
Service FundsSecurity

Employment
Totals

(Expressed in Thousands)

Business-type Activities--
Enterprise Funds

Governmental
Activities

State of Rhode Island and Providence Plantations
Statement of Revenues, Expenses and Changes in Fund Net Assets

Proprietary Funds
For the Year Ended June 30, 2004

R.I.
Convention

Center
R.I. State
Lottery
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Cash flows from operating activities:
Cash received from customers $ 1,487,294 $ 41,158 $ 156,838 $ 1,685,290 $ 100,924
Cash received from grants 29,492 29,492
Cash payments to suppliers for goods and services (3,950) (19,279) (23,229) (84,598)
Cash payments to employees for services (3,469) (15,432) (18,901) (14,086)
Cash payments to prize winners (1,026,771) (1,026,771)
Cash payments for commissions (174,873) (174,873)
Cash payments for benefits (230,950) (230,950)
Other operating revenue (expense) 199 199 4

Net cash provided by (used for) operating activities 278,231 6,447 (44,421) 240,257 2,244
Cash flows from noncapital financing activities:

Loans from other funds 11,079
Repayment of loans to other funds (11,079)
Operating transfers in 15,150 267 15,417
Operating transfers out (281,054) (3,429) (284,483) (1,224)
Net transfers from (to) fiscal agent 47,180 47,180
Negative cash balance implicitly financed 1,230

Net cash provided by (used for) noncapital financing activities (281,054) 15,150 44,018 (221,886) 6
Cash flows from capital and related financing activities:

Principal paid on capital obligations (7,685) (7,685) (265)
Interest paid on capital obligations (14,407) (14,407) (69)
Acquisition of capital assets (183) (2,617) (2,800) (270)
Proceeds from the disposition of capital assets 4 4

Net cash provided by (used for) capital and related financing activities (183) (24,705) (24,888) (604)
Cash flows from investing activities:

Proceeds from sale and maturity of investments 295 295
Interest on investments 251 1,015 1,266 21

Net cash provided by (used for) investing activities 546 1,015 1,561 21
Net increase (decrease) in cash and  cash equivalents (2,460) (2,093) (403) (4,956) 1,667

Cash and cash equivalents, July 1 10,417 11,239 1,523 23,179 4,264
Cash and cash equivalents, June 30 $ 7,957 $ 9,146 $ 1,120 $ 18,223 $ 5,931

Reconciliation of operating income (loss) to net cash
provided by (used for) operating activities:
Operating income (loss) 280,566 (5,740) (37,700) 237,126 (2,619)
Adjustments to reconcile operating income (loss)

to net cash provided by (used for) operating
activities:

Depreciation 330 11,500 11,830 705
Other revenue (expense) and operating transfer in (out) 1,224 1,224 1,196
Net changes in assets and liabilities:

Receivables, net 71 748 (7,732) (6,913) 29,429
Operating revenue deposited directly with 
  the fiscal agent
Inventory 159 159 (232)
Prepaid items 13 (56) (43) (238)
Other assets (25) (25)
Other income / expenses 191 (4) 187
Due to / due from transactions (213) (213)
Accounts and other payables (3,386) (107) (3,493) (25,492)
Accrued expenses 47 (9) 38 (505)
Deferred revenue (211) 115 (96)
Prize awards payable 476 476

Total adjustments (2,335) 12,187 (6,721) 3,131 4,863
Net cash provided by (used for) operating activities $ 278,231 $ 6,447 $ (44,421) $ 240,257 $ 2,244

The notes to the financial statements are an integral part of this statement.

Lottery Security Totals Service Funds
R.I. State Employment Internal

State of Rhode Island and Providence Plantations
Statement of Cash Flows

Proprietary Funds
For the Year Ended June 30, 2004
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Convention

Center

(Expressed in Thousands)

Business-type Activities-- Governmental
Enterprise Funds Activities
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Assets

Cash and cash equivalents $ 9,495 $ $ 17,076

Receivables
Contributions 27,757
Due from state for teachers 18,428
Miscellaneous 3,483

Total receivables 49,668

Investments, at fair value
Equity in Short-Term Investment Fund 6,526
Equity in Pooled Trust 6,164,676
Plan specific investments 22,629
Other investments 1,908 61,411

Total investments
before lending activities 6,193,831 1,908 61,411

Invested securities lending collateral 806,497

Property and equipment, at cost, net
of accumulated depreciation

Line of Business System in Development 14,378
Computer Equipment 164

Total Property and Equipment 14,542

Total assets 7,074,033 1,908 78,487

Liabilities

Securities lending liability 806,497
Accounts payable 7,643
Deposits held for others 5 78,487

Total liabilities 814,140 5 78,487

Net assets held in trust for pension
and other benefits $ 6,259,893 $ 1,903 $

The notes to the financial statements are an integral part of this statement.

State of Rhode Island and Providence Plantations
Statement of Net Assets

June 30, 2004
(Expressed in Thousands)

Fiduciary Funds

Private Purpose

Trust Synagogue Agency
Pension Touro Jewish
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Additions
Contributions

Member contributions $ 154,776 $
Employer contributions 141,490
State contributions for teachers 45,039
Interest on service credits purchased 987

Total contributions 342,292
Investment income

Net appreciation (depreciation) in fair value of investments 856,972 16
Interest 77,531 94
Dividends 40,538
Other investment income 47,684

1,022,725 110

Less investment expense 14,139
Net income from investing activities 1,008,586 110

Securities Lending
Securities lending income 6,516
Less securities lending expense 4,864

Net securities lending income 1,652
Total net investment income 1,010,238 110

Total additions 1,352,530 110
Deductions
Benefits

Retirement benefits 391,590
Cost of living adjustment 96,667
SRA Plus (option) 26,531
Supplemental benefits 1,035
Death benefits 3,761

Total benefits 519,584
Refund of contributions 7,852
Administrative expense 5,476
Distribution 95

Total deductions 532,912 95

Net increase (decrease) 819,618 15

Net assets held in trust for 
pension benefits

Net assets - beginning 5,440,275 1,888
Net assets - ending $ 6,259,893 $ 1,903

The notes to the financial statements are an integral part of this statement.

State of Rhode Island and Providence Plantations
Statement of Changes in Fund Net Assets

For the Year Ended June 30, 2004
Fiduciary Funds

(Expressed in Thousands)

Private Purpose

Trust Synagogue
Touro JewishPension
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State of Rhode Island and Providence Plantations 
Notes to the Basic Financial Statements 

June 30, 2004 

Note 10. Operating Transfers 
 
Operating transfers for the fiscal year ended June 30, 2004 are presented below (expressed in 
thousands): 
 
Fund Financial Statements 
 

Description

Governmental activities
Major Funds

General Fund
Major Funds

Intermodal Surface Transportation $ 45,497 Debt service
Temporary Disability 1,066 Operating assistance

Nonmajor Funds
Tobacco Settlement Financing Corp 454 Operating assistance
Tobacco Settlement Trust Fund 1,454 Operating assistance
Bond Capital 43,759 Debt service
Debt Service 175 Debt service

Business-Type Activities
Lottery 281,255 Net income
Convention Center 5,030 Excess debt service
Employment Security 3,903 Net income

ISTEA Fund
Bond Capital 64,288 Infrastructure

GARVEE
Intermodal Surface Transportation 9,499 Debt Service

Nonmajor Fund
Bond Capital

General Fund 55,548 Debt service or capital projects
Economic Policy Council

General Fund 1,428 Operating assistance

Total Governmental Activities 513,356
Business-Type Activities

Employment Security
Assessed Fringe Benefits 1,224 Operating assistance

Convention Center
General Fund 22,078 Debt service

Total operating transfers $ 536,658

Transfers

 
  
Note 11. Operating Lease Commitments 
 
The primary government is committed under numerous operating leases covering real 
property.  Operating lease expenditures totaled approximately $14,006,000 for the fiscal year 
ended June 30, 2004. 
 
Most of the operating leases contain an option allowing the State, at the end of the initial 
lease term, to renew its lease at the then fair rental value.  In most cases, it is expected that 
these leases will be renewed or replaced by other leases. 
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State of Rhode Island and Providence Plantations 
Notes to the Basic Financial Statements 

June 30, 2004 

The following is a summary of material future minimum rental payments (expressed in 
thousands) required under operating leases that have initial or remaining lease terms in 
excess of one year as of June 30, 2004: 
 

Fiscal Year
Ending June 30

2005 12,120
2006 9,925
2007 6,365
2008 4,809
2009 4,469
2010 - 2014 13,149
2015 - 2019 9,356
Total $ 60,193

 
The minimum payments shown above have not been reduced by any sublease receipts. 
 
 
Note 12. Commitments 
 
Primary Government 
 
The R.I. Economic Development Corporation (RIEDC), on behalf of the State, entered into 
several agreements with Providence Place Group Limited Partnership (PPG).  The 
agreements state the terms by which the State shall perform with regard to a shopping mall, 
parking garage and related offsite improvements developed by PPG.  The authority to enter 
into these agreements was provided in legislation passed by the General Assembly and 
signed by the Governor. This legislation further provided for payments to the developer, 
during the first 20 years only, of an amount equal to the lesser of (a) two-thirds of the amount 
of sales tax generated from retail transactions occurring at or within the mall or (b) 
$3,680,000 in the first five years and $3,560,000 in years 6 through 20.  
 
The R.I. Convention Center Authority (RICCA) has entered into management contracts with 
vendors under which these vendors will provide various services relating to the operation of 
the convention center, parking garages, and hotel.  In addition, RICCA has entered into a 
licensing agreement with a major hotel chain that permits the hotel to use its name, 
trademark, reservation system and other services. 
 
During May 2003, the Lottery entered into a 20-year master contract with its gaming systems 
provider granting them the right to be the exclusive provider of information technology 
hardware, software, and related services for all lottery games.  This contract is effective from 
July 1, 2003 through June 30, 2023, and amends all previous agreements between the parties. 
 
Component Units 
 
The R.I. Airport Corporation (RIAC), a subsidiary and component unit of RIEDC, was 
obligated for completion of certain airport improvements under commitments of 
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approximately $5,600,000 which is expected to be funded from current available resources 
and future operations.   
 
The Narragansett Bay Commission has entered into various engineering and construction 
contracts for the design and improvement of its facilities as part of a capital improvement 
program.  Commitments under these contracts aggregated approximately $144,724,000 at 
June 30, 2004. 
 
The R.I. Resource Recovery Corporation’s (RIRRC) currently licensed landfill consists of 
areas known as Phases I, II, III, and IV.  The capacity of Phase I was reached in May 1993.  
The capacity of Phases II and III was reached in December 2002.  Phase IV is expected to 
reach capacity during fiscal year 2005. 
  
Phase IV consists of four eleven-acre cells of which two cells began accepting refuse in 
September 2000. Costs incurred in connection with the acquisition and development of Phase 
V total $6,599,000 at June 30, 2004.  The Corporation expects Phase V to last approximately 
6 to 8 years. 
 
The Environmental Protection Agency (EPA) established closure and postclosure care 
requirements for municipal solid waste landfills as a condition for the right to operate a 
landfill in the current period.  Based on RIRRC's engineers and independent engineering 
studies, it is estimated that these costs of closure and postclosure activities for Phase I, II, III 
and IV will be approximately $43,035,000.  The liability at June 30, 2004 is approximately 
$43,233,000 with $1,357,000 remaining to be recognized.  RIRRC recognizes an expense 
and a liability for these costs based on landfill capacity used to date.  Based on the estimates 
of RIRRC's engineers, approximately 92% of capacity of Phase IV has been used to date, and 
it is expected that full capacity will be reached in fiscal year 2005.  Amounts provided for 
closure and postclosure are based on current costs.  These costs may be adjusted each year 
due to changes in the closure and postclosure care plan, inflation or deflation, technology, or 
applicable laws and regulations.  RIRRC has designated investments in the amount of 
$20,384,127 to meet the financial requirements of closure and postclosure costs, and plans to 
increase these designated investments each year to enable it to pay the costs as they are 
incurred. 
 
In prior years, the EPA issued administrative orders requiring the RIRRC to conduct 
environmental studies of the landfill and undertake various plans of action.  Additionally, in 
1986, the landfill was named to the EPA’s Superfund National Priorities List.  The majority 
of the studies were completed and were submitted to the EPA for review.  During 1996, the 
RIRRC entered into a consent decree with the EPA concerning remedial actions taken by the 
RIRRC for groundwater contamination.  The consent decree, which was approved by the 
U.S. District Court on October 2, 1996, requires the establishment of a trust fund in the 
amount of $27,000,000 for remedial purposes.  The trust is included in restricted assets held 
in trust on RIRRC’s balance sheet.  As of June 30, 2004, the market value of the trust was 
$32,767,441. The present value of the estimated remaining total expenditures relating to 
groundwater contamination that will be required as a result of the consent decree is estimated 
to be approximately $21,464,000 and is recorded in the financial statements, net of the 
amount included in the trust fund. 
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RIRRC is required by the R.I. Department of Environmental Management to restore certain 
wetlands which are located at the Central Landfill.  Total costs incurred for this project are 
approximately  $6,250,000.  As of June 30, 2004, the project was substantially complete and 
awaiting DEM approval. 
 
RIRRC submitted a wetland alteration application to DEM in July 2001.  The alteration 
application entails relocating the second phase of Cedar Swamp Brook, completing its 
separation from Sedimentation Pond 2, to the south of the proposed Phase V.  Phase II of 
the relocation of Cedar Swamp Brook began in August 2002.  The Corporation has 
incurred approximately $8,800,000 of engineering and subcontracting costs for this project 
through June 30, 2004.  The project was substantially complete at June 30, 2004 and is 
awaiting DEM approval. 
 
RIRRC is committed, under various contracts and agreements, for a materials recovery 
facility and a methane gas collection-flare system. 
 
In addition, RIRRC is required to grant funds to municipalities to assist them in organizing 
source separation and recycling programs in their communities. 
 
RIRRC has entered into an agreement with the City of Cranston to furnish sewer and water 
services to RIRRC’s Johnston facilities in exchange for payments by RIRRC. 
 
The R.I. Housing and Mortgage Finance Corporation had loan commitments of $30,503,000 
under various loan programs at June 30, 2004. 
 
The R.I. Turnpike and Bridge Authority has entered into various contracts for maintenance of 
its bridges.  At June 30, 2004 remaining commitments on these contracts approximated 
$1,525,000, primarily due in one year or less. 
 
The R.I. Public Transit Authority is committed under construction contracts in the amount of 
$6,235,574 at June 30, 2004. 
 
The R.I. Higher Education Assistance Authority is required to return to the federal 
government $1,116,117 as it’s share of Reserve Funds pursuant to the 1998 reauthorization 
of the Higher Education Act recall from guaranty agencies. The Authority’s share is payable 
in three installments due on September 1, 2002, 2006 and 2007, respectively.  The first 
installment was paid on August 30, 2002.  As of June 30, 2004, the amount outstanding is 
$736,637 and recorded in the Federal Fund. 
 
The University of Rhode Island, Rhode Island College and Community College of Rhode 
Island have begun a technology modernization of core administration systems. This is being 
accomplished system wide through the Office of Higher Education and will be financed over 
a seven-year period beginning in fiscal year 2000 at a cost of $3,700,000, $2,200,000, and 
$1,500,000, respectively. 
 



State of Rhode Island and Providence Plantations 
Notes to the Basic Financial Statements 

June 30, 2004 

A-66  

The R.I. Children’s Crusade has estimated its cost of scholarships for currently enrolled 
students to be $24,900,000 of which $12,400,000 will be funded by investments and 
$12,500,000 to be funded by pledged scholarships. 
 
 
Note 13. Contingencies 
 
Primary Government 
 
The State is involved in various civil lawsuits which could result in monetary loss to the 
State. The lawsuits are in various developmental stages, some to the point that a favorable 
decision, with no or minimal loss is anticipated, others, where the outcome and amount of 
loss, if any, cannot be determined and others which are still in the discovery stage. 
 
In June 2002, the Tobacco Settlement Financing Corporation (Corporation), a blended 
component unit, issued revenue bonds that are the sole obligation of the Corporation.  The 
bonds are asset-backed instruments that are secured solely by the Tobacco Settlement 
Revenues (TSR’s) receivable by the Corporation.  The State sold to the Corporation its 
future rights in the (TSR’s) under the Master Settlement Agreement and the Consent 
Decree and Final Judgement (the MSA).  When the Corporation’s obligations with the 
bonds have been fulfilled, the TSR’s will revert back to the State.   
 
The Corporation’s rights to receive TSR’s are expected to produce funding for its 
obligations.  The TSR payments are dependent on a variety of factors, which include: 
 
• the financial capability of the participating cigarette manufacturers to pay TSR’s; 
• future cigarette consumption which impacts the TSR payment; and 
• future legal and legislative challenges against the tobacco manufacturers and the 

master settlement agreement that provides for the TSR payments. 
 
Litigation has been filed against tobacco manufacturers as well as certain states and public 
entities.  The lawsuits allege, among other claims, that the Master Settlement Agreement 
(MSA) violates provisions of the U.S. Constitution, state constitutions, federal antitrust 
and civil rights laws, state consumer protection laws; these actions, if ultimately 
successful, could result in a determination that the MSA is void or unenforceable.  The 
lawsuits seek to prevent the states from collecting any monies under the MSA, and/or a 
determination that prevents the tobacco manufacturers from collecting MSA payments 
through price increases to cigarette consumers.  In addition, class action lawsuits have 
been filed in jurisdictions alleging violations of state Medicaid agreements.  To date, no 
such lawsuits have been successful.  The enforcement of the terms of the MSA may 
continue to be challenged in the future.  In the event of an adverse court ruling, the 
corporation may not have adequate financial resources to service its debt obligations.  
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