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March 17, 2006 
 
 
 
 
 

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, 2005.  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, 2005 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 38% of the 

assets and 2% of the revenues of the business-type activities; and 
 
• 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, 2005.  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 $122 million or 8% of total 
recorded net governmental activities capital assets of $1,457 million at June 30, 2005. 
 
  We were unable to obtain sufficient evidence regarding the completeness of accounts 
payable and amounts due from other governments and agencies and related expenditures and 
federal revenue reported for the Intermodal Surface Transportation (IST) 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, 2005 as a 
reserved component of fund balance within the State’s major governmental funds and other 
governmental funds 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 the governmental funds is not reasonably determinable. 
 
  In our opinion, except for the effects of such adjustments, if any, on the IST Fund as 
might have been considered to be necessary had we been provided sufficient evidence 
regarding accounts payable and amounts due from other governments and agencies and 
related expenditures and federal revenue, and except for the omission of encumbrances 
outstanding at June 30, 2005 as a component of reserved fund balance of the governmental 
funds, 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 each major 
fund and the aggregate remaining fund information of the State as of June 30, 2005 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.    
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Finance Committee of the House of Representatives 
Joint Committee on Legislative Services 
 
 
 In addition, in our opinion, except for the effects of such adjustments, if any, on the 
governmental activities included in the 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, 
2005, 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 note 1 to the basic financial statements, the State adopted the 
provisions of Governmental Accounting Standards Board (“GASB”) Statement No. 40, 
Deposit and Investment Risk Disclosures  - an amendment of GASB Statement No. 3 effective 
July 1, 2004.   

 
As discussed in note 17 to the basic financial statements, beginning net assets of the 

governmental activities on the statement of net assets were decreased by $11.4 million for the 
recording of additional long-term liabilities.  Beginning net assets of the discretely presented 
component units on the statement of net assets were increased by $11.6 million primarily to 
reflect a reduction in previously recorded long-term liabilities.  

 
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 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 A-5 through A-16, the 
Budgetary Comparison Schedules on pages A-87 through A-110, and the Schedules of 
Funding Progress on page A-111 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 
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Finance Committee of the House of Representatives 
Joint Committee on Legislative Services 
 
principally of inquiries of management regarding the methods of measurement and 
presentation of the required supplementary information.  However, we did not audit the 
information and express no opinion on it.   

 
Our audit was conducted for the purpose of forming opinions on the financial 

statements that collectively comprise the 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 State, 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 federal expenditures recorded within the Intermodal Surface Transportation Fund as 
might have been considered to be necessary had we been provided sufficient evidence 
regarding accounts payable, 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 a whole.  
 

      Ernest A. Almonte, CPA, CFE 
February 17, 2006    Auditor General 
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June 30, 2005 

the asset or materially extend assets lives are not capitalized.  Interest incurred during the 
construction of capital facilities is not capitalized.   
  
Capital assets utilized in the governmental funds are recorded as capital outlay expenditures 
in the governmental fund financial statements.  Depreciation is recorded in the government-
wide financial statements, as well as the proprietary funds and component units financial 
statements.  Capital assets of the primary government and its component units are 
depreciated using the straight-line method over the assets' estimated useful life.   
 
Capital assets of the primary government are depreciated over the following estimated useful 
lives:  
 

Assets Years
Buildings 20-50
Land improvements 20
Infrastructure 30
Leasehold improvements Term of Lease
Leasehold land improvements Term of Lease
Building renovations 10-20
Trailers 10
Furniture and equipment 3-10
Computer systems 5
Motor vehicles 3-10

 
M. Bonds Payable 
 
In the Statement of Revenues, Expenditures, and Changes in Fund Balances Governmental 
Funds, bond discounts/premiums and issuance costs are recognized in the current period.  
Bond discounts, premiums and issuance costs in the government-wide financial statements 
are deferred and amortized over the term of the bonds using the straight-line method.  For 
proprietary fund types and component units bond discounts, premiums and issuance costs are 
generally deferred and amortized over the term of the bonds using the straight-line method 
for issuance costs and the interest method for discounts and premiums.  Bond discounts and 
premiums are presented as an adjustment to the face amount of bonds payable.  Bond 
issuance costs are included in other assets. 
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N. Obligations under Capital Leases 
 
The construction and acquisition of certain State office buildings, campus facilities and other 
public facilities, as well as certain equipment acquisitions, have been financed through bonds 
and notes issued by the R.I. Refunding Bond Authority, the R.I. Economic Development 
Corporation, or by a trustee pursuant to a lease/purchase agreement with the State (See Note 
7(D)). 
 
O. Compensated Absences 
 
Vacation pay may be discharged, subject to limitations as to carry-over from year to year, by 
future paid leave or by cash payment upon termination of service.  Sick pay may be 
discharged by payment for an employee's future absence caused by illness or, to the extent of 
vested rights, by cash payment upon death or retirement.  For governmental fund types, such 
obligations are recognized when paid and for proprietary fund types, they are recorded as 
fund liabilities when earned. 
 
P. Other Liabilities 
 
Other liabilities includes, among other things, escrow deposits, accrued salary and fringe 
benefits for the governmental fund types; accrued interest payable, accrued salaries, accrued 
vacation and sick leave for the business fund types and escrow deposits, land fill closure 
costs, accrued expenses, arbitrage and interest payable for the component units. 
 
Q. Fund Balances 
 
Reserved fund balances represent amounts which are (1) not appropriable for expenditure or 
(2) legally segregated for a specific future use. 
 
Designated fund balances represent amounts segregated to indicate management's tentative 
plans or intent for future use of financial resources. 
 
R. Change in Presentation 
 
For the fiscal year ended June 30, 2005, the R.I. Temporary Disability Insurance 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. 
 
S. New Pronouncements 
 
The State implemented GASB Statement No. 40, Deposit and Investment Risk Disclosures, 
an amendment of GASB Statement No. 3.  
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Note 2. Budgeting and Budgetary Control 
 
An annual budget is adopted on a basis consistent with generally accepted accounting 
principles for the general fund and certain special revenue funds.  Preparation and submission 
of the budget is governed by both the State Constitution and the Rhode Island General Laws. 
The budget, as enacted by the General Assembly and signed by the Governor, contains a 
complete plan of estimated revenues (general, federal and restricted), transfers in (general 
and restricted) and proposed expenditures. 
 
The legal level of budgetary control, i.e. the lowest level at which management (executive 
branch) may not reassign resources without special approval (legislative branch) is the line 
item within the appropriation act.  Management cannot reallocate any appropriations without 
special approval from the legislative branch.  Federal grant appropriations may also be 
limited by the availability of matching funds and may also require special approval from a 
federal agency before reallocating resources among programs. 
 
Internal administrative and accounting budgetary controls utilized by the State consist 
principally of statutory restrictions on the expenditure of funds in excess of appropriations 
and the supervisory powers and functions exercised by management.  Management cannot 
reduce the budget without special approval. 
 
Unexpended general revenue appropriations lapse at the end of the fiscal year, unless the 
department/agency directors identify unspent appropriations related to specific 
projects/purchases and request a reappropriation.  If the requests are approved by the 
Governor, such amounts are reappropriated for the ensuing fiscal year and made immediately 
available for the same purposes as the former appropriations.  Unexpended appropriations of 
the General Assembly and its legislative commissions and agencies may be reappropriated 
by the Joint Committee on Legislative Services.  If the sum total of all departments and 
agencies general revenue expenditures exceeds the total general revenue appropriations, it is 
the policy of management to lapse all unexpended appropriations, except those of the 
legislative and judicial branches. 
 
 
Note 3. Cash, Cash Equivalents and Investments 
 
Cash 
 
Primary Government
 
At June 30, 2005, the carrying amount of the State's cash deposits was $119,351,000 and the 
bank balance was $142,294,000.  Deposits are exposed to custodial credit risk if they are not 
covered by depository insurance and the deposits are: a. Uncollatereralized  b. Collateralized 
with securities held by the pledging financial institution, or c. Collateralized with securities 
held by the pledging financial institution’s trust department or agent but not in the depositor-
government’s name.  Of the bank balance, $921,000 was covered by federal depository 
insurance and $76,939,000 was collateralized with securities held by the pledging financial 
institution, as it’s agent but not in the State’s name.  The remaining amount, $64,434,000 was 
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uninsured and uncollateralized. The carrying amount and bank balance includes $2,171,000 
of certificates of deposit. 
 
In December 2004, the General Fund borrowed $50,000,000 from the R.I. Temporary 
Disability Fund to cover a cash shortfall as permitted under RIGL 35-3-23.  This loan was 
repaid in full as of June 30, 2005 with interest at the rate of 2.49%, which reflected the 
average General Fund investment rate for the applicable period. 
 
In accordance with Chapter 35-10.1 of the General Laws, depository institutions holding 
deposits of the State, its agencies or governmental subdivisions of the State, shall at a 
minimum, insure or pledge eligible collateral equal to one hundred percent of time deposits 
with maturities greater than 60 days.  Any of these institutions which do not meet minimum 
capital standards prescribed by federal regulators shall insure or pledge eligible collateral 
equal to one hundred percent of deposits, regardless of maturity.  None of the cash deposits 
of the primary government were required to be collateralized at June 30, 2005. 
 
Investments 
 
The State Investment Commission (Commission) is responsible for the investment of all 
State funds.  Pursuant to Chapter 35-10 of the General Laws, the Commission may, in 
general, "invest in securities as would be acquired by prudent persons of discretion and 
intelligence in these matters who are seeking a reasonable income and the preservation of 
their capital." 
 
Short-term cash equivalent type investments are made by the General Treasurer in 
accordance with guidelines established by the Commission.  Investments of the pension trust 
funds are made by investment managers in accordance with the Commission's stated 
investment objectives and policies.  Investments of certain blended component units are not 
made at the direction of the Commission, but are governed by specific statutes or policies 
established by their governing body. 
 
Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its 
obligations. Credit risk is mitigated by the State’s minimum rating criteria policy, 
collateralization and maximum participation by any one issuer is limited to 35% of the total 
portfolio.  As of June 30, 2005, the State’s investments in GE Capital Corporation 
commercial paper was rated A1+ by Standard and Poors and P1 by Moody’s.  The State’s 
investments in Morgan Stanley commercial paper was rated A1 by Standard and Poors and 
P1 by Moody’s.  The State’s investments in US Government Agency Securities were rated 
AAA by Moody’s.  The State’s investment in mutual funds were rated Aaa by Moody’s. 
 
Custodial credit risk for deposits is the risk that, in the event of the failure of a depository 
financial institution, the State will not be able to recover deposits or will not be able to 
recover collateral securities that are in the possession of an outside party. 
 
Investment securities are exposed to custodial credit risk if the securities are uninsured, are 
not registered in the name of the government, and are held by either:  a. The counterparty or  
b. The counterparty’s trust department or agent but not in the government’s name.  Of the 
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State’s $26,338,000 investment in repurchase agreements, $1,714,000 of underlying 
securities are held by the investment’s counterparty, not in the name of the State. 
 
The portfolio concentrations (expressed in thousands) are as follows. 
 

Type Issuer Percentage
Commercial Paper GE Capital Corporation $ 44,693 9.6%
Repurchase Agreements Citizens Bank 24,624 5.3%
Commercial Paper Morgan Stanley 51,922 11.2%
US Government Agency Securities Federal Home Loan Bank 45,700 9.9%

Amount

 
Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of 
an investment.  Interest rate risk is mitigated by the portfolio’s short duration (<7 days). 
 
The State's investments (expressed in thousands) at June 30, 2005 all having maturities of 
less than one year are as follows. 
 

Fair
Investment Type Value
U.S. Government Agency Securities $ 66,308
Money Market 271,616
Commercial Paper 99,613
Repurchase Agreements 26,338

463,875

Less amounts classified
as cash equivalents 389,190

Investments $ 74,685

 
Fiduciary Funds
 
Pension Trusts 
 
The Employees’ Retirement System (ERS) consists of four plans: the Employee 
Retirement System (ERSP), Municipal Employees Retirement System (MERS), State 
Police Retirement Board Trust (SPRBT), and Judicial Retirement Board Trust (JRTB). 
 
Cash 
 
At June 30, 2005, the carrying amounts of these plans’ cash deposits (expressed in 
thousands) are listed below: 
 

Book balance $ 3,996 $ 190 $ 261 $ 175 $ 4,622
Bank balance 3,821 538 263 176 4,798

ERSP SPRBTMERS JRBT Total

 
The bank balances represent the plans’ deposits in short-term trust accounts that are 
covered by federal depository insurance.  At the end of each business day, the excess bank 
balances are invested in overnight repurchase agreements.  The book and bank balances 
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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 
approximately $4,500,000 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 $127,310,000 at 
June 30, 2005. 
 
A portion of the Rhode Island Resource Recovery Corporation (RIRRC) landfill is a 
designated Superfund site. During 1996, the RIRRC entered into a Consent Decree with the 
United States Environmental Protection Agency (EPA) concerning remedial actions taken by 
RIRRC for groundwater contamination.  The consent Decree requires the establishment of a 
trust in the amount of $27,000,000 for remedial purposes.  The Central Landfill Remediation 
Trust Fund Agreement was approved August 22, 1996 by the EPA.  In accordance with the 
terms of the agreement, RIRRC has deposited approximately $33,300,000 into the trust fund 
and has disbursed approximately $5,200,000 for remediation expenses through June 30, 
2005.  Additionally, trust fund earnings, net of changes in market value have totaled 
approximately $8,151,000. 
 
The cost of future remedial actions may exceed the amount of funds reserved. However, the 
RIRRC projects that the amount reserved plus cash flow over the next five years will be 
adequate to fund the Superfund remedy. RIRRC would seek appropriations from the General 
Assembly to fund any shortfall.  The State, virtually every municipality in the State, and 
numerous businesses within and without the State are all potentially responsible parties 
(“PRPs”) for the costs of remedial actions at the RIRRC Superfund site.  Under federal law, 
PRPs are jointly and severally liable for all costs of remediation.  EPA has agreed not to seek 
contributions from any other PRP as long as RIRRC is performing the remedy. 
 

The Environmental Protection Agency (EPA) established closure and postclosure care 
requirements for municipal solid waste landfills as a condition for the right to currently 
operate them.  In 2004,  RIRRC reviewed and revised its estimates relating to methane gas 
monitoring as required by the EPA and leachate pretreatment costs and flows.  In addition, 
the RIRRC began construction of the Phase I and Phase II/III caps.  In 2005, RIRRC began 
landfilling in Phase V and further revised its estimates relating to capping, maintenance and 
leachate flow costs.  The net effect of the changes in assumptions on the provision for landfill 
closure and postclosure care costs was a decrease in operating income of approximately 
$4,600,000 in 2005.  The total estimate of future landfill closure and postclosure care costs 
was increased to approximately $89,353,000 at June 30, 2005. 
 
The liability for closure and postclosure care costs at June 30, 2005 of $45,958,380 is 
recorded in the accompanying statements of net assets, as noted below, with $43,395,335 
remaining to be recognized at June 30, 2005.  The detail of the recorded liability (expressed 
in thousands) is listed below. 
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Phase V $ 5,381            
Phase IV 14,919          
Phases II and III 5,828            
Phase I 19,830          

$ 45,958          

2005

 
Based on the estimates of RIRRC engineers, approximately 95% and 11% of capacity for 
Phase IV and Phase V, respectively, has been used to date, and it is expected that full 
capacity will be reached during fiscal 2006 for Phase IV and fiscal 2012 for Phase V. 
 
Amounts provided for closure and postclosure care 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 or regulations.  It is at least reasonably possible 
that these estimates and assumptions could change in the near term and that the change could 
be material. 
 
Included in restricted assets on the accompanying statements of net assets is $24,079,387 at 
June 30, 2005, consisting of amounts placed in trust to meet the financial requirements of 
closure and postclosure care costs related to Phases II, III, and IV.  RIRRC plans to make 
additional trust fund contributions each year to enable it to satisfy these costs. 
 
The R.I. Housing and Mortgage Finance Corporation had loan commitments of $36,739,000 
under various loan programs at June 30, 2005. 
 
The R.I. Turnpike and Bridge Authority has entered into various contracts for maintenance of 
its bridges.  At June 30, 2005 remaining commitments on these contracts approximated 
$1,154,000, primarily due in one year or less. 
 
The R.I. Public Transit Authority is committed under construction contracts in the amount of 
$12,919,072 at June 30, 2005. 
 
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.  As of June 30, 2005, the amount outstanding is $736,637, payable in 
two installments of $368,319 and $368,318 on September 1, 2006 and 2007, respectively. 
 
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. 
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average award of approximately $2,230 per student.  As of  June 30, 2005, the estimated 
value of the potential future scholarship costs through the year 2018 is estimated to be 
between $3,800,000 and $15,700,000. 
 
 
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.  
 
In April 2005 twenty of the tobacco manufacturers participating in the MSA either 
withheld all or portions of their payments due, or remitted their payments to an escrow 
account, disputing the calculation of amounts due under the agreement.  These 
manufacturers assert that the calculations of the April 2005 payments failed to recognize a 
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non-participating manufactures adjustment.  Some of the SPM sought to arbitrate the non-
participating manufactures’ adjustment rather than follow the procedure outlined in the 
MSA which required a significant factors determination proceeding before an NPM 
adjustment could be applied.  
 
The non-participating manufacturer (NPM) adjustment would permit the Participating 
Manufacturers (PM) to reduce their MSA payments if their market share loss exceeds 2% 
of the original participating manufacturers’ 1997 market share, and if the MSA was a 
significant factor for the PMs’ market share loss, and if the PMs prevailed in proving lack 
of diligent enforcement of the MSA and the escrow statutes.  
 
For 2003, the Independent Auditor determined that the PMs’ market share loss exceeded 
2% of the original participating manufacturers’ 1997 market share.  Rhode Island along 
with the other Settling States and the PMs have begun a Significant Factors Determination 
(SFD) proceeding to determine whether or not the PMs have lost market share due to the 
MSA.  Although no date is set for a final determination for the SFD proceeding, Rhode 
Island anticipates a SFD determination in 2006. 
 
In addition, two NPMs have filed for bankruptcy protection and a PM threatened to seek 
bankruptcy protection.  In December 2005, the Illinois Supreme court reversed a $10.1 
billion verdict against Phillip Morris USA, which had caused concern in the market due to 
the threat of bankruptcy by Phillip Morris.  A bankruptcy could slow the flow of MSA 
payments which secure the TSFC’s outstanding bonds.  A significant participant in the 
MSA, Phillip Morris is responsible for over 50% of the payments under the 1998 MSA.  
While disposing of this litigation cures some of the bankruptcy event risks viewed by the 
market, there are still cases pending which challenge the validity of the MSA itself. 
 

                         Litigation has been initiated against the State and the State’s Fire Marshal arising out of a 
tragic fire at a nightclub in West Warwick, Rhode Island.  The fire resulted in 100 deaths and 
injuries to approximately 300 people.  Numerous suits have been served upon the State and 
its Fire Marshal.  There is no way to estimate the potential claims against the State and/or its 
employees.  The State intends to contest any liability on its part or that of its employees.  In 
any event, the Attorney General believes the State and its employees have immunity from 
suit based upon R.I. General Law § 23-28.2-17 of the State Fire Code.  In addition, the 
Attorney General is of the view the State and its employees have immunity under the Public 
Duty Doctrine.  Moreover, should total immunity not be available (which is denied), 
damages in any tort action against the State ought to be subject to the $100,000 per plaintiff 
limitation contained in the State’s Tort Claims Act. 
 



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

June 30, 2005 

A-    73  

Federal Grants 
 
The State receives significant amounts of federal financial assistance under grant agreements 
which specify the purpose of the grant and conditions under which the funds may be used.  
Generally, these grants are subject to audit.  Any disallowances as a result of these audits 
become a liability of the State.  Although such audits could generate expenditure 
disallowances under terms of the grants, it is believed that any required reimbursements will 
not be material. 
 
Moral Obligation Bonds 
 
Some component units issue bonds with bond indentures requiring capital reserve funds.  
Moneys in the capital reserve fund are to be utilized by the trustee in the event scheduled 
payments of principal and interest by the component unit are insufficient to pay the bond 
holder(s).  These bonds are considered “moral obligations” of the State when the General 
Laws require the executive director to submit to the Governor the amount needed to restore 
each capital reserve fund to its minimum funding requirement and the Governor is required 
to include the amount in the annual budget.  At June 30, 2005 the R.I. Housing and Mortgage 
Finance Corporation and the R.I. Economic Development Corporation (RIEDC) had 
$272,975,263 and $66,404,274 respectively, in “moral obligation” bonds outstanding.  
Certain of the RIEDC bonds are economic development revenue bonds whereby the State 
will assume the debt if the employer reaches and maintains a specified level of full-time 
equivalent employees.  The participating employers have certified that the employment level 
has been exceeded, thereby triggering credits toward the debt.  As a result, the State 
anticipates paying approximately $1,800,000 of the debt on the related economic 
development revenue bonds in fiscal year 2006. 
 
Component Units 
 
R.I. Student Loan Authority 
 
The R.I. Student Loan Authority (RISLA) maintains letters of credit in the original stated 
amount of $31,940,000 on its January 1995 weekly adjustable interest rate bonds and the 
originally stated amount of $69,203,000 on its April 1996 Series I, II and III variable rate 
bonds.  The letters of credit obligate the letter of credit provider to pay to the trustee an 
amount equal to principal and interest on the bonds when the same becomes due and payable 
(whether by reason of redemption, acceleration, maturity or otherwise) and to pay the 
purchase price of the bonds tendered or deemed tendered for purchase but not remarketed.   
The letters of credit will expire on the earliest to occur: a) June 30, 2009, for the January 
1995 and April 1996 issue; b) the date the letter of credit is surrendered to the letter of credit 
provider; c) when an alternative facility is substituted for the letter of credit; d) when the 
bonds commence bearing interest at a fixed rate; e) when an event of default has occurred or 
f) when no amount becomes available to the trustee under the letter of credit. 
 
Under an agreement with a provider, the Administrative Fund receives account maintenance, 
direct commission and other fees from the Program Fund.  All the Administrative Fund’s 
operating revenues, totaling $5,828,948, are derived from the Program Fund.  In addition, 
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Rhode Island Higher Education Assistance Authority (RIHEAA) receives $250,000 annually 
(in quarterly installments) directly from Alliance.  During 2002, RIHEAA established two 
scholarship and grant programs, to be funded with Rhode Island Higher Education Savings 
Trust (RIHEST) administrative fees, as follows: 
 
Academic Promise Scholarship Program: up to $1,000,000 is invested annually through 
RIHEAA in the CollegeBoundfund for the benefit of 100 academic and income-qualified 
students to provide up to $10,000 to each student over a four-year scholarship period.             
During 2005, $1,000,000 was transferred to RIHEAA and RIHEAA in turn invested that 
amount in the CollegeBoundfund on behalf of unnamed beneficiaries.  5 and 10 Matching 
Grant Program:  up to $500,000 may be made available annually by the Authority to invest 
through RIHEAA into the CollegeBoundfund as matching contribution accounts for 
individual’s account established for the benefit of income-qualifying individuals. . 
 
During 2005, the Board of Directors authorized the transfer of $4,458,167 to supplement 
amounts available for need-based scholarships under the State’s grant program. 
 
R.I. Public Transit Authority 

 
The R.I. Public Transit Authority has a $2,000,000 line of credit with a financial institution.  
The line of credit is due on demand with interest payable at a floating rate at the financial 
institution’s base rate or fixed rate options at the financial institution’s cost of funds plus 
2.00%.  No amount was due under this line of credit at June 30, 2005.  
 
R.I. Children’s Crusade for Higher Education 
 
The R.I. Children’s Crusade for Higher Education has a $850,000 line of credit agreement.  
Interest is payable monthly at the prime rate less one quarter, which was 3.75% at June 30, 
2005.  There was an outstanding balance of $125,000 as of June 30, 2005. Total interest 
expense for the fiscal year ended June 30, 2005 was $2,490. 
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Note 14. Employer Pension Plans 
 
Plan Descriptions  
 
The State, through the Employees’ Retirement System (System), administers four defined 
benefit pension plans.  Three of these plans; the Employees’ Retirement System (ERS), a 
cost-sharing multiple-employer defined benefit pension plan and the Judicial Retirement 
Benefits Trust (JRBT) and the State Police Retirement Benefits Trust (SPRBT), single-
employer defined benefit pension plans; cover most State employees.  The State does not 
contribute to the Municipal Employees’ Retirement System, an agent multiple-employer 
defined benefit pension plan.  The System provides retirement and disability benefits, 
annual cost-of-living adjustments, and death benefits to plan members and beneficiaries.  
The level of benefits provided to State employees, which is subject to amendment by the 
general assembly, is established by the General Laws as listed below.  In addition to the 
State, there are 40 local public school entities that are members of the ERS.  The System 
issues a publicly available financial report that includes financial statements and required 
supplementary information for the plans.  The report may be obtained by writing to the 
Employees’ Retirement System, 40 Fountain Street, Providence, RI 02903. 
 
Summary of Significant Accounting Policies 

 
Basis of Accounting 
 
The financial statements of the System are prepared on the accrual basis of accounting.  
Under this method, revenues are recorded when earned and expenses are recorded when 
incurred. Plan member contributions are recognized in the period in which the 
contributions are due.  Employer contributions to each plan are recognized when due and 
the employer has made a formal commitment to provide the contributions.  Benefits and 
refunds are recognized when due and payable in accordance with the terms of each plan.  
Dividend income is recorded on the ex-dividend date. The gains or losses on foreign 
currency exchange contracts are included in income in the period in which the exchange 
rates change.  Gains and losses on contracts which hedge specific foreign currency 
denominated commitments are deferred and recognized in the period in which the 
transaction is completed. Investment transactions are recorded on a trade date basis. 
 
Method Used to Value Investments 
 
Investments are recorded in the financial statements at fair value.  Fair value is the amount 
that a plan can reasonably expect to receive for an investment in a current sale between a 
willing buyer and a willing seller - that is, other than a forced liquidation sale.  The fair 
value of fixed income and domestic and international stocks are generally based on 
published market prices and quotations from national security exchanges and securities 
pricing services.  Real estate is primarily valued on appraisals by independent appraisers or 
as adjusted by the general partner.  Other securities and investments, which are not traded 
on a national security exchange, are valued based on audited December 31 net asset values 
adjusted for purchases, sales, and cash flows for the period January 1 through June 30.  
Commingled funds consist primarily of institutional equity index funds.  The fair value of 
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the commingled funds is based on the reported share value of the respective fund.  Futures 
contracts are valued at the settlement price established each day by the board of trade or 
exchange on which they are traded. 
 
Funding Policy and Annual Pension Cost 
 
The State’s annual pension cost (expressed in thousands) for the current year and related 
information for each plan is listed below.  The most recent actuarial information may be 
found in the separately issued audit report referred to above. 
 
 

Employees' State Police Judicial
Retirement Retirement Retirement

System Benefits Trust Benefits Trust

Contribution rates:
State 11.51% 28.87% 36.19%
Plan members - state employees 8.75% 8.75% 8.75%
State contribution for teachers 5.62% and 6.12%

Annual pension cost $114,923 $2,615 $2,057
Contributions made - state employees $66,088 $2,615 $2,057
Contributions made - teachers $48,835
Actuarial valuation date June 30, 2002 June 30, 2002 June 30, 2002
Actuarial  cost method Entry Age Normal Entry Age Normal Entry Age Normal
Amortization method Level Percent of Level Percent of Level Percent of

Payroll - Closed Payroll - Closed Payroll - Closed
Equivalent Single Remaining Amortization Period 27 years 27 years 27 years
Asset valuation method 5 Year Smoothed Market 5 Year Smoothed Market 5 Year Smoothed Market
Actuarial Assumptions:

Investment rate of return 8.25% 8.25% 8.25%
Projected salary increases 4.25% to 14.25% 5% to 15.00% 5.50%
Inflation 3.00% 3.00% 3.00%
Cost-of-living adjustments 3% compounded $1,500 per annum 3%

Level of benefits established by:

General Law(s) 36-8 to 10 42-28-22.1 8-3-16, 8-8-10.1,
8-8.2-7 and
28-30-18.1

 
Three-Year Trend Information

Annual
Pension Percentage Net

Year Cost (APC) of APC Pension
Ending (In Thousands) Contributed Obligation

Employees' Retirement System 6/30/03 $ 83,384 100% $ 0
6/30/04 100,739                                 100% 0
6/30/05 114,923                                 100% 0

State Police Retirement Benefits Trust 6/30/03 2,257 100% 0
6/30/04 2,224                                     100% 0
6/30/05 2,615                                     100% 0

Judicial Retirement Benefits Trust 6/30/03 1,657 100% 0
6/30/04 1,830                                     100% 0
6/30/05 2,057                                     100% 0

 
Article 7 of the Fiscal Year 2006 Appropriation Act (Chapter 117 of the RI Public Laws of 
2005) enacted and signed by the Governor on June 30, 2005 provided for major changes in 
the retirement age, accrual of benefits, and cost of living adjustments for all non-vested 
(less than 10 years of service) state employees and teachers effective July 1, 2005.  The 
law provides for an actuarially reduced retirement available at age 55 and 20 year of 
service.  Enactment of these changes resulted in significantly lower state and local 
contributions beginning in Fiscal Year 2006 than would have otherwise been required. 
 
Other 
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Certain employees of the University of Rhode Island, Rhode Island College, and the 
Community College of Rhode Island (principally faculty and administrative personnel) are 
covered by individual annuity contracts with the Teachers' Insurance and Annuity 
Association.  Total expenditures by the institutions for such annuity contracts amounted to 
$12,710,225 during the year ended June 30, 2005. 
 
The R.I. Public Transit Authority has two pension plans that cover employees meeting 
certain eligibility requirements.  Employer contribution paid in fiscal year 2005 was 
$4,667,483.  At January 1, 2005, the most recent valuation date, the total actuarial accrued 
liability was $55,908,000 and the actuarial value of assets was  $31,085,548. The net pension 
obligation as of June 30, 2005 is $1,833,410. 
 
Certain other component units have defined contribution pension and savings plans.  For 
information regarding these pension and savings plans, please refer to the component units' 
separately issued financial reports. 
 
 
Note 15. Postemployment Benefits 
 
In accordance with the General Laws, postretirement health care benefits are provided to 
State employees who retire on or after July 1, 1989.  The benefits in general cover medical 
and hospitalization costs for pre-Medicare retirees and a Medicare supplement for Medicare-
eligible retirees.  The State provides a subsidy for all recipients equal to the difference 
between the retiree premium and the active premium.  This subsidy cost approximately $5.6 
million in FY 2005.  Additionally the State provides an additional benefit based upon years 
of service.  The State's share varies with years of service and ranges from 50% for retirees 
with 10-15 years of service to 100% for retirees with 35 years of service.  During fiscal year 
2005, the State contributed 1.87% of covered payroll for postretirement healthcare benefits.  
The contribution rates are not actuarially determined. Postretirement health care expenses for 
the fiscal year ended June 30, 2005 were $9,061,813 net of retirees’ contributions for the 
5,486 retirees receiving benefits. 
 
In addition to the pension benefits described above, expenditures of $977,879 were 
recognized for postretirement benefits provided under early retirement incentive programs 
(an average of $1,195 for each of the 818 retirees covered by the plans).  
 
The above plans are financed on a pay-as-you-go basis. 
 
 
Note 16. Deferred Compensation 
 
The State offers its employees a deferred compensation plan created in accordance with 
Internal Revenue Code (IRC) Section 457.  The Department of Administration pursuant to 
Chapter 36-13 of the General Laws administers the plan.  The Department of Administration 
contracts with private corporations to provide investment products related to the management 
of the deferred compensation plan.  Benefit payments are not available to employees earlier 
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than the calendar year in which the participant attains age 70½, termination, retirement, death 
or “unforeseeable emergency”. 
 
Current Internal Revenue Service regulations require that amounts deferred under a Section 
457 plan be held in trust for the exclusive benefit of participating employees and not be 
accessible by the government or its creditors.  The plan assets also may be held in annuity 
contracts or custodial accounts, which are treated as trusts.   
 
The State does not serve in a trustee capacity. Accordingly, the plan assets are not included in 
the financial statements.  
 
 
Note 17. Restatement of Net Assets 
 
Certain beginning balances were restated as listed below (expressed in thousands). 
 

Entity-wide
Governmental Activities $ (4,563) $ (11,393) $ (15,956)

$ (4,563) $ (11,393) $ (15,956)

Component Units
RITBA $ 65,114 $ 173 $ 65,287
RIPTA 87,600 893 88,493
RICCHE (2,382) 10,500 8,118
Other 1,506,326 1,506,326

$ 1,656,658 $ 11,566 $ 1,668,224

Governmental Funds $ 709,595 $ (3) $ 709,592

$ 709,595 $ (3) $ 709,592

Beginning
Net Assets
as RestatedChanges

Beginning
Net Assets

Beginning
Beginning Fund Balance

Fund Balance Changes as Restated

 
The State recorded additional long-term liabilities.  RICCHE reduced the long-term 
estimated scholarship costs, which has been determined not to be a legal obligation of 
RICCHE.  RITBA and RIPTA made corrections in accounting transactions. 
 
 

A-    78  



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

June 30, 2005 

Note 18. Condensed Financial Statement Information 
 
The condensed financial statement information for the discretely presented component units 
is presented (expressed in thousands) in the following schedules: 
 

Other assets $ 1,844,266 $ 900,739 $ 40,280 $ 279,843 $ 2,660 $ 64,351
Capital assets - nondepreciable 7,992 86,652 275,933
Capital assets - depreciable (net) 59,417 242,839 57 207,493
Due from primary government
Long term debt 1,361,202 803,367 31,796 321,380 293,217
Other liabilities 221,453 31,725 3,484 13,166 691 15,634
Due to primary government 18,307
Net assets: 

Invested in capital assets, net of related debt 20,132 35,613 136,410 57 190,210
Restricted

Debt service 164,304 63,462 8,760
Other 90,424 535 49
Other nonexpendable

Unrestricted 77,175 2,185 28,036 29,647 1,434 48,667

Operating expenses 77,523 39,507 6,113 66,317 4,172 34,799
Depreciation, depletion, and amortization 4,476 252 1,572 15,414 18 6,397
Program revenue

Charges for services 61,357 40,854 12,293 54,720 4,602 53,778
Operating grants and contributions 802 36
Capital grants and contributions 9,022 2,942

Net program (expense) revenue (20,642) 1,095 4,608 (17,187) 412 15,560
Interest and investment earnings 28,954 1,830 2,514 5,125 25 914
Miscellaneous (2,333) 17,676 (8)
Payments from primary government 9,180
Change in net assets 8,312 592 7,122 14,794 437 16,466
Beginning net assets 253,299 65,055 65,287 241,687 1,589 222,460
Ending net assets 261,611 65,647 72,409 256,481 2,026 238,926

NBCRIUSTFRRITBA RIEDCRIHMFC RISLA

 

Other assets $ 11,994 $ 101,728 $ 27,892 $ 11,683 $ 1,196
Capital assets - nondepreciable 8,078 194 2,879
Capital assets - depreciable (net) 88 68,287 1,184 86,936
Due from primary government 2,323
Long term debt 19,612 350
Other liabilities 130 77,507 4,608 10,193 829
Due to primary government 8,283
Net assets: 

Invested in capital assets, net of related debt 88 81,068 1,377 89,815
Restricted

Debt service 1,707
Other 17,972
Other nonexpendable

Unrestricted 11,864 (1,801) 4,963 (4,470) 367

Operating expenses 1,189 47,655 23,617 73,144 (31)
Depreciation, depletion, and amortization 31 10,653 251 9,937
Program revenue

Charges for services 1,800 65,048 15,455 27,664 137
Operating grants and contributions 12,609
Capital grants and contributions 6,242

Net program (expense) revenue 580 6,740 (8,413) (36,566) 168
Interest and investment earnings 169 3,472 610 66 11
Miscellaneous (6,011) (2,681) 3,133 (250)
Payments from primary government 9,957 30,219
Change in net assets 749 4,201 (527) (3,148) (71)
Beginning net assets 11,203 76,773 24,839 88,493 438
Ending net assets 11,952 80,974 24,312 85,345 367

RIHEBC RIRRC RIHEAA RIPTA RIIFC
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Other assets $ 827,848 $ 4,222 $ 13,198 $ 1,336 $ 9,599
Capital assets - nondepreciable 181 821
Capital assets - depreciable (net) 50 396 4 5,156 51
Due from primary government
Long term debt 525,161 3,000 14,232 2,979
Other liabilities 10,975 60 904 1,513 3,566
Due to primary government
Net assets: 

Invested in capital assets, net of related debt 50 577 2,480 51
Restricted

Debt service 279,998
Other (2,301) 616
Other nonexpendable

Unrestricted 11,714 1,162 367 341 5,417

Operating expenses 23,331 403 622 3,553 9,428
Depreciation, depletion, and amortization 272 36 107 736 32
Program revenue

Charges for services 27,098 256 1,463 2,240 5,766
Operating grants and contributions 23,985 (1,225)
Capital grants and contributions

Net program (expense) revenue 27,480 (183) (491) (2,049) (3,694)
Interest and investment earnings 74 169 67
Miscellaneous 217 95
Payments from primary government 3,189 1,565
Change in net assets 27,480 (109) (322) 1,424 (2,034)
Beginning net assets 264,282 1,848 (1,612) 1,397 8,118
Ending net assets 291,762 1,739 (1,934) 2,821 6,084

RICCHERICWFA RIIRBA RIWRBC RIPTCA

 

Other assets $ 248,519 $ 36,691 $ 14,143 $ 5,981 $ 4,448,169
Capital assets - nondepreciable 15,700 8,833 12,362 419,625
Capital assets - depreciable (net) 248,390 48,927 37,140 3,801 1,010,216
Due from primary government 2,323
Long term debt 200,398 20,105 11,044 2,197 3,610,040
Other liabilities 55,694 17,058 6,769 5,723 481,682
Due to primary government 1,049 27,639
Net assets: 

Invested in capital assets, net of related debt 147,543 42,960 43,827 3,272 795,530
Restricted

Debt service 518,231
Other 34,669 7,596 5,508 135 155,203
Other nonexpendable 58,142 8,536 66,678

Unrestricted 16,163 (1,804) (4,552) (1,545) 225,330

Operating expenses 334,165 102,735 86,746 48,548 983,536
Depreciation, depletion, and amortization 15,515 4,931 2,394 210 73,234
Program revenue

Charges for services 248,514 59,112 44,034 10,197 736,388
Operating grants and contributions 1,704 1,185 39,096
Capital grants and contributions 9,415 3,194 7,424 38,239

Net program (expense) revenue (91,751) (43,656) (36,497) (38,561) (243,047)
Interest and investment earnings 1,632 1,283 176 17 47,108
Miscellaneous 18,105 1,016 112 153 29,224
Payments from primary government 81,841 43,892 41,816 37,804 259,463
Change in net assets 9,827 2,535 5,607 (587) 92,748
Beginning net assets 246,690 54,753 39,176 2,449 1,668,224
Ending net assets 256,517 57,288 44,783 1,862 1,760,972

TotalsURI CFSDCCRIRIC
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Description

Governmental activities
General Fund

R.I. Higher Education Assistance Authority $ (9,957) Operating assistance
R.I. Economic Development Corporation (8,762) Operating assistance
RI Student Loan Authority 5,000 Surplus
University of Rhode Island (72,492) Educational assistance
Rhode Island College (43,892) Educational assistance
Community College of Rhode Island (36,349) Educational assistance
Central Falls School District (37,804) Educational assistance

ISTEA Fund
R.I. Public Transit Authority (30,219) Operating assistance

Capital Projects
University of Rhode Island (9,349) Construction, improvement or purchase of assets
Community College of Rhode Island (5,467) Construction, improvement or purchase of assets

Total Governmental Activities $ (249,291)

Significant transactions between primary government and component units
Revenue 

(Expenses)

 
 
Note 19. Risk Management  
 
The State is exposed to various risks of loss related to torts; theft of, damage to and 
destruction of assets; errors and omissions; employee injury; and natural disasters. 
 
The State has entered into agreements with commercial insurance companies for 
comprehensive insurance coverage on State property to protect the State against loss from 
fire and other risks.  Furthermore, the State is required by the General Laws to provide 
insurance coverage on all motor vehicles owned by the State and operated by State 
employees in the sum of $100,000 per person and $300,000 per accident for personal injury 
and $20,000 for property damage. 
 
The State also has a contract with an insurance company to provide health care benefits to 
employees.  The State reimburses the company for the costs of all claims paid plus 
administrative fees.  The estimated liability for incurred but not reported (IBNR) claims of 
$15,161,000 at June 30, 2005 was calculated by a human resources consulting firm based on 
historical claims data.  The change in claims liability (expressed in thousands) is as follows: 
 

Health Insurance Fund
Liability for

unpaid claims $ $ 97,521 $ 81,754 $ 15,767

Liability at
July 1

Claims and
IBNR Estimate

Current Year
Claim

Payments
Liability at
June 30

 
The State is self-insured for risks of loss related to torts.  Tort claims are defended by the 
State's Attorney General and, when necessary, appropriations are provided to pay claims. 
 
The State is self-insured for various risks of loss related to work related injuries of State 
employees.  The State maintains the Assessed Fringe Benefits Fund, an internal service fund 
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that services, among other things, workers' compensation claims.  Funding is provided 
through a fringe benefit rate applied to State payrolls on a pay-as-you-go basis.   
 
 
Note 20.  Special Items 
 
Primary Government 
 
In April 2005, The Rhode Island Convention Center Authority (RICCA) sold the land and 
building known as the Westin Hotel to a private third party for the sale price of $95,500,000. 
 As a result of the sale RICCA realized a gain in the amount of $11,947,952, which consists 
of a loss on defeasance of bonds ($16,205,277), income from discontinued operations 
$4,531,953, and a gain on disposal of discontinued operations $23,621,276. 
 
 
Note 21. Related Party Transactions 
 
The R.I. Industrial-Recreational Building Authority is authorized to insure mortgages and 
first security agreements for companies conducting business in the State, granted by financial 
institutions and the R.I. Industrial Facilities Corporation. 
 
The State entered into a lease and operating agreement (the agreement) with the R.I. Airport 
Corporation (RIAC) a subsidiary of the R.I. Economic Development Corporation whereby 
the State has agreed to lease various assets to RIAC. The agreement requires RIAC to 
reimburse the State for principal and interest payments for certain airport related General 
Obligation Bonds.  The term of the agreement is 30 years beginning July 1, 1993, with 
annual rent of $1.00. 
 
The Rhode Island Student Loan Authority (RISLA) and the Rhode Island Higher Education 
Assistance Authority (RIHEAA), component units of the State, are related parties.  RISLA is 
a public instrumentality created to provide a statewide student loan program through the 
acquisition and origination of student loans.  RIHEAA is a public instrumentality created for 
the dual purpose of guaranteeing loans to students in eligible institutions and administrating 
other programs of post-secondary student financial assistance assigned by law. 
 
Transactions between RISLA and RIHEAA as of and during the year ended June 30, 2005 
were as follows: 
 
Guaranteed loans outstanding at June 30, 2005  $469,117,000  
Loans guaranteed during the year 199,680,000 
Guarantee claims paid during the year 10,686,000 
 
The Rhode Island Housing and Mortgage Finance Corporation (Corporation) and the State 
have entered into a contractual relationship whereby the Corporation assumed the 
responsibility for the State Rental Subsidy Program for the period July 1, 1994 through 
June 30, 1997.  In addition, the Corporation made $3,800,000 in advances on behalf of the 
State for this program in the fiscal year ended June 30, 1994.  As provided in the 
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contractual arrangement, the State agreed to repay the $3,800,000, subject to 
appropriations, in installments of $950,000 over a four year period beginning in the year 
ended June 30, 1996, but to date no payments have been received, nor have any payments 
for advances totaling $31,940,146 made during the years ended June 30, 1998 through 
2005 been received. 
 
 
Note 22. Subsequent Events 
 
Primary Government – Governmental Activities 
 
In July 2005, the General Assembly abolished the State Lottery Commission that oversaw 
the operations of the State Lottery, a blended component unit, and established the State 
Lottery as a division of the Department of Administration. 
 
Subsequent to June 30, 2005 the Director of State Lotteries entered into long-term 
contracts with the owners of the State’s two licensed video lottery retailers.  These master 
contracts allow for the addition of 2,550 video lottery terminals between the two facilities, 
provided that the facilities invest $150.0 million in structural and operational upgrades and 
expansions within the next three years.  These master contracts freeze the share of video 
lottery NTI that is allocated to each facility at a fixed percent. 
 
In November 2005, the state issued $93,385,000 of general obligation bonds with interest 
rates ranging from 3.00% to 5.00% with maturity dates of November 2006 through 
November 2025. 
 
In July 2005, the Rhode Island House and Senate gave the RI Convention Center Authority 
(RICCA) approval to issue bonds to finance the acquisition of the Dunkin’ Donuts Center. 
 The legislation authorizes RICCA to issue up to $92,500,000 in revenue bonds to finance 
the acquisition from the City of Providence of the real property and improvements 
constituting the Dunkin’ Donuts Center, the renovation, equipping, improvement and 
redevelopment of the facility, and the costs of issuing and insuring the bonds. 
 
In December 2005, RICCA issued $33,000,000 in revenue bonds to finance the above 
acquisition. 
 
In August 2005, RICCA issued 2005 Series A Revenue Refunding Bonds in an aggregate 
principal amount of $34,610,000 for the purpose of refunding $35,395,000 of RICCA’s 
outstanding 1993 Series C Refunding Revenue Bonds and to pay the cost of issuance.  The 
2005 Series A Bonds will mature between 2006 and 2023 and bear interest at 3.5% to 5%. 
 This advance refunding meets the qualifications of in-substance defeasance due to the 
fact, that among other things, RICCA purchased U.S. Treasury Securities and the 
refunding results in a net present value savings of $1,597,800. 
 
In October 2005, Standard and Poor’s Rating Service raised the underlying rating for 
general obligation bonds of the State from AA- to AA. 
 



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

June 30, 2005 

A-    84  

In November 2005, Employees’ Retirement System obtained title to commercial real estate 
located in Providence, Rhode Island as a result of bankruptcy foreclosure proceedings in the 
U.S. Bankruptcy Court.  The Employees’ Retirement System held a first lien on the 
commercial real estate owned by an obligor of a mortgage loan receivable held as a plan 
specific investment.  The mortgage loan receivable is guaranteed by the Rhode Island 
Economic Development Corporation (RIEDC) to the extent of $3 million.  The Employees’ 
Retirement System has requested payment of a guarantee by RIEDC.  In January 2006, the 
Employees’ Retirement System leased the premises to a corporation pursuant to a 3-year 
operating lease. 
 
The Rhode Island Economic Development Corporation (RIEDC) plans to issue, in March 
2006, $184,620,000 of Grant Anticipation Revenue Bonds which are payable solely from 
future federal aid revenues to be received by the State in reimbursement of federally 
eligible costs of specific transportation construction projects.  These bonds have interest 
rates between 4.000% and 5.000% and mature June 2007 through June 2018. 
 
The RIEDC plans to issue, in March 2006, $42,815,000 of Rhode Island Motor Fuel Tax 
Revenue Bonds which are payable solely from certain pledged revenues derived from two 
cents ($.02) per gallon of the thirty cents ($.30) per gallon Motor Fuel Tax.  These bonds 
have interest rates between 3.500% and 5.000% and mature June 2007 through June 2026. 

 
Component Units 
 
Subsequent to June 2005, The Rhode Island Housing and Mortgage Finance Corporation 
instructed its trustee to redeem the Homeownership Opportunity Bonds in the amount of 
$46,735,000. 
 
Subsequent to June 2005 the Narragansett Bay Commission (NBC) issued $45,000,000 in 
Wastewater System Revenue Bonds 2005 Series A.  The 30-year revenue bond is structured 
as interest only for the first 20 years with principal payments commencing in 2026.  The 
bonds will be used to finance NBC’s construction in progress. 
 
Subsequent to June 2005 the Rhode Island Resource Recovery Corporation (RIRRC) entered 
into a sales agreement to sell its existing Plainfield Pike location.  The sales agreement is 
contingent upon the purchaser obtaining all the necessary permits for his intended use of the 
property.   
 
In July 2005, RIRRC acquired land adjacent to its existing Shun Pike location for a purchase 
price of $4,000,000.  RIRRC issued $2,500,000 of promissory notes in conjunction with the 
land acquisition. 
 
Subsequent to June 30, 2005, the R.I. Health and Educational Building Corporation, the R.I. 
Economic Development Corporation and the R.I. Industrial Facilities Corporation have 
issued various conduit debt obligations, which are not obligations of the respective 
corporations or the State. 
 
Subsequent to June 30, 2005, the R.I. Health and Educational Building Corporation issued  
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• $13,840,000 in URI Dining Facility Bonds 2005 Series C.  The 2005 Series C Bonds will 
mature between 2007 and 2036 and bear interest at 3% to 4.625%. 

• $19,625,000 in Auxiliary Enterprise Refunding Bonds 2005 Series D (URI).  The 2005 
Series D Bonds will mature between 2008 and 2030 and bear interest at 3.5% to 4.5%. 

• $3,530,000 in Auxiliary Enterprise Refunding Bonds 2005 Series E (RIC).  The 2005 
Series E Bonds will mature between 2007 and 2031 and bear interest at 3.5% to 4.5%. 

• $3,245,000 in Tyler Hall Renovations Bonds 2005 Series F (URI).  The 2005 Series F 
Bonds will mature between 2007 and 2026 and bear interest at 3.25% to 4.5%. 

• $44,805,000 in Education and General Refunding Bonds 2005 Series G (URI).  The 2005 
Series G Bonds will mature between 2008 and 2031 and bear interest at 4% to 5%. 

 
Subsequent to June 30, 2005, the R. I. Housing and Mortgage Finance Corporation issued  
• $43,135,000 in Homeownership Opportunity Bonds Series 50-A.  The 2005 Series 50-A 

Bonds will mature between 2006 and 2035 and bear interest at 2.6% to 4.65%. 
• $38,365,000 in Homeownership Opportunity Bonds Series 50-B.  The 2005 Series 50-B 

Bonds will mature in 2036 and bear interest rate of 4.6%. 
• $32,570,000 in Homeownership Opportunity Note Series 50-C.  The 2005 Series 50-C 

Notes will mature in 2008 and bear interest rate of 4.0%. 
• $47,165,000 in Homeownership Opportunity Bonds Series 51-A.  The 2005 Series 51-A 

Bonds will mature between 2007 and 2033 and bear interest at 3.2% to 4.85%. 
• $7,605,000 in Homeownership Opportunity Bonds Series 51-B.  The 2005 Series 51-B 

Bonds mature between 2036 and 2037 and bear interest at 4.875% to 5.0%. 
• $3,765,000 in Homeownership Opportunity Note Series 51-C. The 2005 Series 51-C 

Notes will mature in 2009 and bear interest rate of 4.5%. 
• $27,120,000 in Homeownership Opportunity Note Series 51-D. The 2005 Series 51-D 

Notes will mature in 2009 and bear interest rate of 4.5%. 
• $21,180,000 in Housing Bonds Series A-1A.  The 2005 Series A-1A Bonds will mature 

between 2007 and 2036 and bear interest at 3.1% to 4.875%. 
• $5,235,000 in Housing Bonds Series A-1B.  The 2005 Series A-1B Bonds will mature 

between 2013 and 2036 and bear interest at 4.9% to 5%. 
• $7,845,000 in Housing Bonds Series A-2T.  The 2005 Series A-2T Bonds will mature 

between 2016 and 2036 and bear interest at 5.14% to 5.76%. 
 
Subsequent to June 2005 the Rhode Island Clean Water Financing Agency (RICWFA) 
granted Narragansett Bay Commission (NBC), another component unit, a $30,000,000 
Leveraged Loan.  NBC will repay the loan over 20 years at interest rates of 1.110% to 
1.565%. 
 
Subsequent to June 2005 a borrower defaulted on loan issued by the R. I. Industrial Facilities 
Corporation and secured by mortgage insurance issued by the R.I. Industrial-Recreational 
Building Authority (RIIRBA), another component unit.  RIIRBA paid $3,000,000 plus 
interest to settle the default. 
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