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Management’s Discussion and Analysis

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.

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:

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
Rhode Island Lottery, Rhode Island 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. These entities
are listed in Note 1. The financial information for these entities is presented separately
from the financial information presented for the primary government.
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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 government-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 and
permanent funds. The State has several governmental funds, of which GASB Statement
No. 34, Basic Financial Statements — and Management’s Discussion and 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 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
the State’s Comprehensive Annual Financial Report (CAFR).

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
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Authority Fund (RICCA) and the Employment Security 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 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 the State’s CAFR.

e 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
the State’s CAFR.

Major Features of the Basic Financial Statements
Government-wide Fund Financial Statements
Financial Statements Governmental Funds Proprietary Funds Fiduciary Funds

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

Accounting basis
and measurement
focus

Type of
asset/liability
information

Type of
inflow/outflow
information

changes in fund balances

Statement of cash flows

Accrual accounting and
economic resources focus

Modified accrual
accounting and current
financial resources focus

Accrual accounting and
economic resources focus

Accrual accounting and
economic resources focus

All assets and liabilities, both
financial and capital, and
short-term and long-term

Only assets expected to be used
up and liabilities that come due
during the year or soon thereafter;
no capital assets included

All assets and liabilities, both
financial and capital, and
short-term and long-term

All assets and liabilities, both
short-term and long-term

All revenues and expenses during
the year, regardless of when
cash is received or paid

Revenues for which cash is
received during or soon after
year end

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

Notes to the Financial Statements

All revenues and expenses
during the year, regardless of
when cash is received or paid

All revenues and expenses
during the year, regardless of
when cash is received or paid

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
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comparison schedule for each of the State's major governmental funds that have a legally
mandated budget.

Other Supplementary Information

Other supplementary information, which follows the required supplementary information in the
State’s CAFR, 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
$952.1 million at the end of fiscal year 2008, compared to $1,151.3 million at the end of the prior
fiscal year. The primary reason for the $199.2 million decrease was that prior year resources
were used to fund some of the current year expenses. Governmental activities have unrestricted
net assets of ($1,418.2) million.

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), 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. An additional portion of the State's net assets represent resources that are subject to
external restrictions on how they may be used.

State of Rhode Island's Net Assets as of June 30, 2008
(Expressed in Thousands)

Total
Govermental Business-Type Primary
Activities Activities Government
2008 2007 2008 2007 2008 2007
Current and other assets $ 1413844 $ 1,618,791 $ 223419 $ 320999 $ 1,637,263 $ 1,939,790
Capital assets 2,726,232 2,604,474 208,595 168,763 2,934,827 2,773,237
Total assets 4,140,076 4,223,265 432,014 489,762 4,572,090 4,713,027
Long-term liabilities outstanding 2,476,054 2,459,742 268,980 279,650 2,745,034 2,739,392
Other liabilities 834,561 780,606 40,353 41,768 874,914 822,374
Total liabilities 3,310,615 3,240,348 309,333 321,418 3,619,948 3,561,766
Net assets:

Invested in capital assets,
net of related debt 1,820,078 1,691,793 (60,902) (109,435) 1,759,176 1,582,358
Restricted 427,588 373,788 198,928 294,395 626,516 668,183
Unrestricted (1,418,205) (1,082,664) (15,345) (16,616)  (1,433,550)  (1,099,280)
Total net assets $ 829461 $ 982917 $ 122681 $ 168344 $ 952142 $ 1,151,261
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As indicated above, the State reported a balance in unrestricted net assets of ($1,433.6) million at
June 30, 2008 in the Statement of Net Assets. This deficit results primarily from the State’s use
of general obligation bond proceeds (which are reported as debt of the primary government) for
non-capital expenditures deemed to provide important benefits for the general public. In these
instances, proceeds are transferred to municipalities, discretely presented component units, and
non-profit organizations within the State to fund specific projects. Examples of these uses of
general obligation bond proceeds include but are not limited to the following:

o Certain transportation projects funded with bond proceeds that do not meet the
State’s criteria for capitalization as infrastructure;

o Construction of facilities at the State’s university and colleges which are reflected
in discretely presented component units;

0 Water resources projects including the acquisition of sites for future water supply
resources, various water resources planning initiatives, and funding to upgrade
local water treatment facilities;

o Environmental programs to acquire, develop, and rehabilitate local recreational
facilities and insure that open space is preserved;

o0 Historical preservation initiatives designed to protect and preserve historical
buildings as well as provide funding for cultural facilities and

o Capital improvements for privately-owned and operated group homes for
developmentally disabled citizens of the State as well as children who are
dependant on the State for care.

In the above instances, the primary government records a liability for the general obligation
bonds but no related capitalized asset is recorded. A cumulative deficit in unrestricted net assets
results from financing these types of projects through the years.

Changes in Net Assets

The State's net assets decreased by $199.2 million during the current fiscal year. Total revenues
of $8,029.2 million were less than expenses of $8,228.4 million. Approximately 35.1% of the
State's total revenue came from taxes, while 24.2% resulted from grants and contributions
(including federal aid). Charges for various goods and services provided 38.0% of the total
revenues. The State's expenses covered a range of services. The largest expenses were for
human services, 33.3% and education, 16.5%. In fiscal year 2008, governmental activity
expenses exceeded program revenues, which resulted in the use of $3,016.8 million in general
revenues (mostly taxes). On the other hand, net program revenues from business-type activities
in fiscal year 2008 exceeded expenses by $261.4 million.

The cumulative effect of the prior period adjustment is fully explained in Note 18 Section C.

A-9



Management’s Discussion and Analysis

State of Rhode Island's Changes in Net Assets
For the Fiscal Year Ended June 30, 2008
(Expressed in Thousands)

Governmental Business-Type Total
Activities Activities Primary Government
2008 2007 2008 2007 2008 2007
Rewvenues:
Program revenues:
Charges for services $ 449812 $ 351,861 $ 2,601,083 $ 2,028,470 $ 3,050,895 $ 2,380,331
Operating grants and contributions 1,827,704 1,716,318 3,285 4,607 1,830,989 1,720,925
Capital grants and contributions 112,712 151,528 112,712 151,528
General revenues:
Taxes 2,820,709 2,842,828 2,820,709 2,842,828
Interest and investment earnings 32,466 37,539 9,531 12,137 41,997 49,676
Miscellaneous 121,273 106,543 8,341 8,137 129,614 114,680
Gain on sale of capital assets 3,026 3,026
Payments from component units 39,284 10,108 39,284 10,108
Total revenues 5,406,986 5,216,725 2,622,240 2,053,351 8,029,226 7,270,076
Program expenses:
General government 894,766 858,729 894,766 858,729
Human services 2,736,956 2,519,745 2,736,956 2,519,745
Education 1,361,310 1,320,384 1,361,310 1,320,384
Public safety 428,351 391,354 428,351 391,34
Natural resources 90,087 91,758 90,087 91,758
Transportation 240,644 281,518 240,644 281,518
Interest 133,298 107,211 133,298 107,211
Lottery 2,042,722 1,487,239 2,042,722 1,487,239
Convention Center 41,007 42,859 41,007 42,859
Employment insurance 259,246 210,060 259,246 210,060
Total expenses 5,885,412 5,570,699 2,342,975 1,740,158 8,228,387 7,310,857
Change in net assets before transfers (478,426) (353,974) 279,265 313,193 (199,161) (40,781)
Transfers 324,928 304,906 (324,928) (304,906)
Change in net assets (153,498) (49,068) (45,663) 8,287 (199,161) (40,781)
Net assets - Beginning 982,917 1,031,985 168,344 160,057 1,151,261 1,192,042
Cumulative effect of prior period adjustments 42 42
Net assets - Beginning, as restated 982,959 1,031,985 168,344 160,057 1,151,303 1,192,042
Net assets - Ending $ 829461 $ 982917 $ 122,681 $ 168,344 $ 952,142 $ 1,151,261

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 $685.2 million, a decrease of $236.3 million. Reserved fund balances are not
available for new spending because they have already been committed as follows: (1) $102.9
million for a "rainy day" account, (2) $46.7 million for continuing appropriations, (3) $87.8
million principally for liquidating debt, (4) $136.1 million for employment insurance programs
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and (5) $40.8 million for other restricted purposes. Approximately 45.8% or $313.8 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 (deficit) of the General Fund was ($43.0)
million, while total fund balance was $106.7 million.

Revenues and other sources of the General Fund totaled $5,354.0 million in fiscal year 2008, an

increase of $297.6 million from the previous year. The revenues from various sources and the
change from the previous year are shown in the following tabulation (amounts in thousands):

Increase (decrease)

from 2007
2008 2007 Amount Percent

Taxes:
Personal income $ 1,073,617 $ 1,065,367 $ 8,250 0.77%
Sales and use 1,019,614 1,052,582 (32,968) -3.13%
General business 374,800 360,949 13,851 3.84%
Other 48,370 50,343 (1,973) -3.92%
Subtotal 2,516,401 2,529,241 (12,840) -0.51%
Federal grants 1,740,283 1,629,715 110,568 6.78%
Restricted revenues 126,090 109,184 16,906 15.48%
Licenses, fines, sales, and services 322,864 242,560 80,304 33.11%
Other general revenues 41,200 35,337 5,863 16.59%
Subtotal 2,230,437 2,016,796 213,641 10.59%
Total revenues 4,746,838 4,546,037 200,801 4.42%
Other sources 607,153 490,969 116,184 23.66%
Transfer from budget reserve 19,423 (19,423) -100.00%
Total revenue and other sources $ 5353991 $ 5,056,429 $ 297,562 5.88%

Expenditures and other uses totaled $5,391.5 million in fiscal year 2008, an increase of $276.0
million (5.40%) from the previous year. Changes in expenditures and other uses by function
from the previous year are shown in the following tabulation (amounts in thousands):
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Increase (decrease)

from 2007
2008 2007 Amount Percent

General government $ 626,052 $ 633,893 $ (7,841) -1.24%
Human services 2,727,534 2,512,286 215,248 8.57%
Education 1,289,124 1,267,255 21,869 1.73%
Public safety 410,605 396,029 14,576 3.68%
Natural resources 72,982 81,518 (8,536) -10.47%
Debt Service:

Principal 92,077 79,954 12,123 15.16%

Interest 68,478 61,396 7,082 11.53%
Total expenditures 5,286,852 5,032,331 254,521 5.06%
Other uses 104,650 83,129 21,521 25.89%
Total expenditures and other uses $ 5391502 $ 5115460 $ 276,042 5.40%

Intermodal Surface Transportation Fund. The Intermodal Surface Transportation Fund
(ISTEA) is a special revenue fund that 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 fiscal year, unreserved fund balance of the ISTEA fund was
$7.6 million, while the total fund balance was $48.4 million. Total fund balance of the ISTEA
fund increased by $15.6 million during the current fiscal year. The primary reasons for the
increase was the collection of approximately $7.9 million of the federal receivable that had not
been previously recognized in the fund financial statements because it was a long-term
receivable and approximately $4.7 million of unspent gas tax revenue.

GARVEE Fund. The GARVEE Fund is a capital projects fund that 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 the fiscal year with a fund
balance of $152.7 million, a decrease of $67.3 million. The reason for this change was that it is a
capital projects fund and current year expenditures were funded out of the prior year balance.

General Fund Budgetary Highlights

According to the State’s Constitution, in FY2008 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. Beginning in FY2009, this will decrease by .2% a year until FY2013 when the
spending cap will be 97%. 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 revenue
sources must be identified. Certain agencies have federal programs that are entitlements, which
continue to require State funds to match the federal funds. Agencies may get additional
appropriations provided a need is established. Adjustments to general revenue receipt estimates
resulted in a decrease of $36.9 million, -1.1%, between the original budget and the final budget.
General revenue appropriations decreased from the original budget by $39.5 million, -1.2%.
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Some significant changes between the preliminary and final estimated general revenues and the
enacted and final general revenue appropriations are listed below.

Original Budget
vs. Final Budget

General revenues Change
Taxes (In thousands) Percent
Personal Income $ (13,757) -1.3%
Business Corporations (10,707) -6.4%
Public Utilities Gross Earnings (12,000) -11.0%
Insurance Companies (5,334) -1.7%
Sales and Use (55,324) -6.1%
Motor Vehicle (5,035) -10.0%
Cigarettes 5,600 5.0%
Inheritance and Gift 7,900 26.2%
Departmental Revenue (5,370) -1.5%
Other Miscellaneous 40,691 29.0%
Transfer from Lottery 17,100 5.0%
Other General Revenue (663)
Total Change in Estimated Revenue $ (36,899) -1.1%

General revenue appropriations

Department

Administration $ 19,359 3.8%
Revenue (3,410) -8.8%
Children, Youth and Families 2,727 1.8%
Health (3,318) -9.6%
Human Services (18,176) -2.2%
Mental Health, Retardation

and Hospitals (9,262) -3.8%
Elementary and Secondary

Education (2,960) -0.3%
Board of Governors for

Higher Education (6,085) -3.1%
Corrections (3,403) -1.8%
Judicial (3,273) -3.8%
Environmental Management (2,200) -6.0%
Other (9,463)

Total Change in Appropriations $ (39,464) -1.2%

The General Fund ended fiscal 2008 with an operating deficit of $42.9 million resulting from a
deficiency of general revenue compared to general revenue expenditures. Actual general
revenues were $7.1 million less than estimated revenues and actual general revenue expenditures
were $35.8 million more than budgeted amounts. Expenditures in three departments exceeded
appropriations from general revenues by a significant amount. the Department of Human
Services by $22.8 million; the Department of Mental Health Retardation and Hospitals by $7.8
million; and the Department of Corrections by $8.6 million.
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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, 2008, amounts to $2,934.8 million, net of accumulated depreciation of $1,641.4 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 5.8% in terms of net book value, primarily caused by
construction in progress for construction and repair of roads and other infrastructure.

Actual expenditures to purchase or construct capital assets were $277.2 million for the year. Of
this amount, $147.0 million was used to construct or reconstruct roads. Depreciation charges for
the year totaled $115.9 million.

State of Rhode Island's Capital Assets as of June 30, 2008
(Expressed in Thousands)

Total
Governmental Activities Business-Type Activities Primary Government
2008 2007 2008 2007 2008 2007
Capital assets not being depreciated
Land $ 341907 $ 338987 $ 45558 $ 45558 $ 387,465 $ 384,545
Works of Art 239 135 239 135
Intangibles 136,510 111,537 136,510 111,537
Construction in progress 777,066 597,005 1,568 25,142 778,634 622,147
Total capital assets not being depreciated 1,255,722 1,047,664 47,126 70,700 1,302,848 1,118,364
Capital assets being depreciated

Land improvements 3,700 3,700 3,700 3,700
Buildings 517,249 520,733 163,303 161,266 680,552 681,999
Building improvements 208,342 208,342 208,342 208,342
Equipment 224,926 220,661 83,39%5 13,060 308,321 233,721
Intangibles 8,428 8,428 8,428 8,428
Infrastructure 2,064,005 2,052,745 2,064,005 2,052,745

3,026,650 3,014,609 246,698 174,326 3,273,348 3,188,935
Less: Accumulated depreciation 1,556,140 1,457,799 85,228 76,263 1,641,368 1,534,062
Total capital assets being depreciated 1,470,510 1,556,810 161,470 98,063 1,631,980 1,654,873
Total capital assets (net) $ 2,726,232 $2604474 $ 2085% $ 168,763 $ 2,934,828 $ 2,773,237

Significant capital projects include relocation of a major segment of interstate highway as well as
construction of new youth correctional facilities and a State Police headquarters.

Additional information on the State's capital assets can be found in the notes to the financial
statements of this report.

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 $2,222.9 million of which $997.1 million is general obligation debt,
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$358.1 million is special obligation debt and $867.7 million is debt of the blended component
units. Additionally, accreted interest of $11.2 million has been recognized for debt of one
blended component unit, which will not be paid until 2052. The State's total bonded debt
increased by $16.4 million during the current fiscal year. This increase is the net of a $83.6
million increase in general obligation debt, a decrease of $32.0 million in special obligation debt
and a decrease of $35.2 million in blended component unit debt. 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 $178.3 million of general obligation bonds of
which $46.6 million were refunding bonds used to refund $47.3 million of outstanding 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).

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 $275.0 million. Additional
information on the State's long-term debt can be found in the notes to the financial statements of
this report.

Other Post-Employment Benefits

In accordance with GASB Statement No. 45 the State began accounting for retiree health care
benefits on an actuarial basis in fiscal year 2008. An actuarial study completed as of June 30,
2005 has determined the State’s unfunded actuarial accrued liability to be approximately $643.6
million. Based on a discount rate of 3.566%, the State and other participating employers’ annual
required contribution was determined to be $46.1 million and the net OPEB obligation as of June
30, 2008 was $17.7 million.

In order to address this unfunded liability and reduce the ongoing cost to the taxpayer, as part of
his FY 2009 financial plan, the Governor recommended modifying eligibility requirements and
co-share percentages for retiree health. The General Assembly adopted his proposal with minor
modifications including changing the effective date to October 1, 2008. Employees retiring after
October 1, 2008 would be eligible for retiree health coverage through the State if they are age 59
or over with a minimum of 20 years of service. For employees retiring before October 1, 2008,
an employee with over 10 years of service as of July 1, 2005 was eligible for retirement with at
least 28 years of service at any age, or at least 10 years of service and at least age 60, and was
therefore eligible for retiree health. For those employees with less than 10 years of service prior
to July 1, 2005, the employee had to be age 59 with at least 29 years of service, age 65 with ten
years of service, or age 55 with 20 years of service. The enacted reform modified the co-share
percentage to require a 20 percent co-share on the full cost of the early retiree or post-65 plan in
which the retiree is enrolled. For those retiring prior to October 1, 2008, the early retirees pay a
co-share based on years of service on the active employee rate. For these employees retiring
prior to October 1, 2008, who are over age 60 with at least 28 years of service, the state pays 100
percent of the cost of the plan.
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Conditions Expected to Affect Future Operations

At the November 2008 Revenue Estimating Conference (REC) the enacted FY 2009 estimate of
general revenues was revised downward by $233.6 million. Of the 21 general revenue sources
that are estimated at the REC, 12 were revised downward from enacted estimates including the
three largest tax sources of general revenue; Personal Income Tax, Sales and Use Tax, and
Business Corporation Tax. In addition, the estimated Lottery Transfer to the general fund was
revised downward as were Departmental Receipts. The revised FY 2009 estimate of total
general revenues is $3.113 billion, a 7.0 percent decrease from the enacted FY 2009 estimate.

In addition, the first quarter report for FY 2009 prepared by the Budget Office and issued on
November 17, 2008 projects that expenditures will exceed appropriations for a number of
programs by $127.6 million. In total the general revenue deficit for FY 2009 is projected to be
$357.4 million according to the first quarter report for FY 2009 prepared by the Budget Office.

On January 7, 2009 the Governor submitted a supplemental budget proposal for FY 2009 to the
General Assembly. This proposal, which was subsequently revised by the Governor to
incorporate the impact of the American Recovery and Reinvestment Act, included a number of
measures designed to eliminate the FY 2009 budget deficit discussed above. On April 8, 2009
the General Assembly enacted a revised supplemental budget for FY 2009.

In hopes of combating the worst economic crisis confronting the nation since the Great
Depression, the United States Congress passed in February 2009 the American Recovery and
Reinvestment Act, a $787 billion stimulus package consisting of various spending and tax cut
measures. Current estimates place Rhode Island’s spending share of the Federal stimulus
package in a range from $825 million to over $1 billion, which is believed to include
approximately $451.5 million over 27 months for Rhode Island’s Medicaid programs,
approximately $137 million for highway and bridge construction and repairs, approximately
$75.4 million for other infrastructure work, approximately $91 million for aid to schools serving
low-income students and special education programs for children with learning disabilities, and
approximately $165 million of fiscal stabilization funds to be used primarily as education aid.
The full impact of such stimulus funds have not been reflected in the State’s FY 2009 and FY
2010 deficit projections previously noted. The State has prepared necessary certifications by the
Governor to receive funds under the American Recovery and Reinvestment Act. This process,
which is ongoing, includes review of the federal act to determine if any state legislative action
will be required, and requesting the General Assembly to take such legislative action, in order to
qualify for the funds.

The Blue Ribbon Panel for Transportation Funding formed by the Governor in March 2008
released its report dated as of December 23, 2008. The Blue Ribbon Panel projected that the
State would need to spend approximately $639 million per year during the next 10 years to
maintain the State’s highway system in a state of good operation and repair but that state and
federal funding only currently provides approximately $354 million per year. The Blue Ribbon
panel suggested various funding strategies that could possibly be implemented to meet, in whole
or in part, the $285 million funding gap each year. Such recommended funding strategies
included levying a $3 toll on all cars and $6 on all trucks entering the State, imposing tolls on all
bridges between Aquidneck Island and the mainland, raising passenger-vehicle registration fees,
raising the State gasoline tax by as much as 15 cents per gallon, creation of a petroleum product
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gross receipts tax and a vehicle miles traveled fee. The various revenue strategies outlined
would require legislation for implementation.

The owner and operator of Twin River, one of the two licensed video lottery facilities in the
State, had entered into a forbearance agreement with its lenders (who had provided a $565
million loan package) as a result of its default on loan payments. The forbearance agreement
expired January 31, 2009 and no resolution to restructuring the loan package has been reached
yet on the matter. In addition, the possible opening of new gaming sites in Massachusetts may
significantly reduce revenues of Twin River since such sites are likely to reduce the number of
out-of-state patrons visiting Twin River. The State continues to closely monitor the situation.

Subsequent to June 30, 2008, the fair value of the investments held within the pension trust funds
have declined significantly, consistent with overall declines in the domestic and international
financial markets. At March 31, 2009 declines were approximately 25% compared to the fair
value of investments at June 30, 2008. The State Investment Commission has adopted a long-
term investment policy for the System’s investments, which includes diversification of holdings
pursuant to an asset allocation model. Additionally, the impact on the funded status of the plans
and required contributions due to any near term decline in value of the pension trust fund
investments will be tempered by the five-year smoothing method employed in the actuarial value
of assets.

Economic Factors

The unemployment rate for the State of Rhode Island was 9.1 percent in the fourth quarter of
2008, which is an increase from the rate of 5.8 percent during the fourth quarter of 2007. As of
February 2009, the State’s rate has risen to 10.5 percent. This compares unfavorably with the
U.S. rate of 8.1 percent and reflects the fact that Rhode Island’s economy felt the effects of the
downturn in the housing market sooner than the country as a whole and has been hit again with
the widening national recession.

One of the “main threats” to the State’s economy is the high tax burden imposed on Rhode
Island businesses and households. Rhode Island’s heavy tax burden is attributable to high
property taxes at the local level and high personal income tax rates at the state level. The former
discourages businesses that are making relocation decisions from choosing Rhode Island. The
latter discourage entrepreneurs and venture capitalists from enhancing new business
development in the State giving Rhode Island a less dynamic economy than Connecticut and
Massachusetts. To address this problem, Governor Carcieri formed a Tax Policy Strategy
Workgroup to come up with proposals to make Rhode Island’s tax system a competitive
advantage in recruiting firms and increasing jobs in the state. The Workgroup reported its
proposals to the Governor in March 2009.

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
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finreport@mail.state.ri.us. The State’s Comprehensive Annual Financial Report may be found
on the State Controller’s home page, http://controller.admin.ri.gov/index.php. Requests for

additional information related to component units should be addressed as listed in Note 1 of the
financial statements.
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State of Rhode Island and Providence Plantations

Assets

Current assets:
Cash and cash equivalents
Funds on deposit with fiscal agent
Investments
Receivables (net)
Restricted assets:
Cash and cash equivalents
Investments
Other assets
Due from primary government
Due from component units
Internal balances

Due from other governments and agencies

Inventories
Other assets

Total current assets

Noncurrent assets:
Investments
Receivables (net)
Restricted assets:
Cash and cash equivalents
Investments
Other assets
Due from component units
Capital assets - nondepreciable
Capital assets - depreciable (net)
Other assets

Total noncurrent assets
Total assets

Liabilities

Current Liabilities:
Cash overdraft
Accounts payable
Due to primary government
Due to component units
Due to other governments and agencies
Deferred revenue
Other current liabilities
Notes payable
Current portion of long-term debt
Obligation for unpaid prize awards

Total current liabilities

Noncurrent Liabilities:
Due to primary government
Due to other governments and agencies
Net OPEB obligation
Deferred revenue
Due to component units
Notes payable
Loans payable
Obligations under capital leases
Compensated absences
Bonds payable
Other liabilities

Total noncurrent liabilities
Total liabilities

Net Assets
Invested in capital assets, net of related debt

Restricted for:
Budget reserve
Transportation
Assistance to Other Entities
Debt
Employment insurance program
Other
Nonexpendable-education
Unrestricted

Total net assets

Statement of Net Assets
June 30, 2008
(Expressed in Thousands)

Primary Government

Governmental Business - Type Component
Activities Activities Totals Units
$ 438381 $ 16,990 $ 455371 $ 252,825
185,601 127,528 313,129
241 241 96,793
409,757 55,276 465,033 238,721
20,939 20,939 311,851
72,280 72,280 403,103
10,066
4,181
12,690 12,690 757
3,700 (3,700)
184,795 1,426 186,221 5,282
2,626 684 3,310 2,747
55,104 749 55,853 16,167
1,365,175 219,892 1,585,067 1,342,493
141,957
6,873 6,873 3,121,577
152,904
121,395
136,270
30,315 30,315
1,255,722 47,125 1,302,847 629,486
1,470,510 161,470 1,631,980 1,303,552
11,481 3,527 15,008 64,262
2,774,901 212,122 2,987,023 5,671,403
4,140,076 432,014 4,572,090 7,013,896
3,735 3,735 455
511,253 16,483 527,736 86,932
12,690
4,181 4,181 68
1,888 1,888 1,454
13,449 2,582 16,031 25,817
109,362 4,295 113,657 264,164
1,860 1,860
190,721 9,473 200,194 203,309
5,632 5,632
834,561 40,353 874,914 594,889
30,315
3,963
16,112 62 16,174 4,237
8,895 8,895 679
689
416 416 10,780
254,868
220,831 220,831 14,928
12,210 12,210 29,595
2,153,132 260,023 2,413,155 3,809,942
73,353 73,353 142,366
2,476,054 268,980 2,745,034 4,302,362
3,310,615 309,333 3,619,948 4,897,251
1,820,078 (60,902) 1,759,176 993,498
102,869 102,869
1,388 1,388
52,495 52,495
87,520 20,939 108,459 620,573
136,145 177,989 314,134
44,998 44,998 139,080
2,173 2,173 92,210
(1,418,205) (15,345) (1,433,550) 271,284
$ 829,461 $ 122,681 $ 952,142 $ 2,116,645

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

Primary government:
Governmental activities:

General government
Human services
Education
Public safety
Natural resources
Transportation
Interest and other charges

Total governmental activities

Business-type activities:
State lottery
Convention center
Employment security

Total business-type activities
Total primary government

Component units:

State of Rhode Island and Providence Plantations

Statement of Activities
For the Year Ended June 30, 2008
(Expressed in Thousands)

Program Revenues

Net (Expense) Revenue and Changes in Net Assets

Primary Government

Operating Capital
Charges for grants and grants and Governmental Business-type Component
Expenses Services contributions contributions activities activities Totals Units
$ 894,766 178,590 71,303 512  $ (644,361) $ $ (644,361) $
2,736,956 167,241 1,433,431 1,522 (1,134,762) (1,134,762)
1,361,310 36,241 182,036 71 (1,142,962) (1,142,962)
428,351 36,194 30,873 731 (360,553) (360,553)
90,087 31,753 17,816 9,741 (30,777) (30,777)
240,644 (207) 92,245 100,135 (48,471) (48,471)
133,298 (133,298) (133,298)
5,885,412 449,812 1,827,704 112,712 (3,495,184) (3,495,184)
2,042,722 2,396,401 353,679 353,679
41,007 19,137 (21,870) (21,870)
259,246 185,545 3,285 (70,416) (70,416)
2,342,975 2,601,083 3,285 261,393 261,393
$ 8,228,387 3,050,895 1,830,989 112,712 (3,495,184) 261,393 (3,233,791)
$ 1,270,657 897,571 46,196 103,402 (223,488)
General Revenues:
Taxes 2,820,709 2,820,709
Interest and investment earnings 32,466 9,631 41,997 60,345
Miscellaneous 121,273 8,341 129,614 28,188
Gain on sale of capital assets 3,026 3,026
Transfers 324,928 (324,928)
Payments from component units 39,284 39,284
Payments from primary government 248,245
Total general revenues and transfers 3,341,686 (307,056) 3,034,630 336,778
Change in net assets (153,498) (45,663) (199,161) 113,290
Net assets - beginning as restated 982,959 168,344 1,151,303 2,003,355
Net assets - ending $ 829,461 $ 122,681 $ 952,142 2,116,645

The notes to the financial statements are an integral part of this statement.
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State of Rhode Island and Providence Plantations
Balance Sheet
Governmental Funds
June 30, 2008
(Expressed in Thousands)

Intermodal Other Total
Surface Governmental  Governmental
General Transportation GARVEE Funds Funds
Assets
Cash and cash equivalents $ 154513 % 32,874 3 $ 218268 $ 405,655
Funds on deposit with fiscal agent 157,206 28,395 185,601
Investments 241 241
Restricted investments 72,280 72,280
Receivables (net) 349,985 13,126 42,662 405,773
Due from other funds 2,676 5,585 8,084 16,345
Due from component units 12,000 12,000
Due from other governments
and agencies 142,591 42,206 9 184,806
Loans to other funds 15,108 63,721 78,829
Other assets 45,636 2 45,638
Total assets $ 722509 $ 93,791 $ 157,206 $ 433,662 $ 1,407,168
Liabilities and Fund Balances
Liabilities
Cash overdraft 52 52
Accounts payable 435,131 19,161 3,558 30,885 488,735
Due to other funds 931 13,364 14,295
Due to component units 3,547 634 4,181
Loans from other funds 63,721 7,408 71,129
Notes payable 1,860 1,860
Deferred revenue 41,780 20,174 61,954
Other liabilities 75,222 618 3,931 79,771
Total liabilities 615,854 45,360 4,489 56,274 721,977
Fund Balances
Reserved for:
Budget reserve 102,869 102,869
Appropriations carried forward 46,736 46,736
Debt 13,630 74,125 87,755
Transportation capital projects 40,827 40,827
Employment insurance programs 136,145 136,145
Unreserved, reported in:
General fund (42,950) (42,950)
Special revenue funds 7,604 67 7,671
Capital projects funds 139,087 164,878 303,965
Permanent fund 2,173 2,173
Total fund balances 106,655 48,431 152,717 377,388 685,191
Total liabilities and fund balances $ 722509 $ 93,791 $ 157,206 $ 433,662 $ 1,407,168

The notes to the financial statements are an integral part of this statement.
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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, 2008
(Expressed in Thousands)

Fund balance - total governmental funds $ 685,191

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
not reported in the funds.

Capital assets 4,275,879
Accumulated depreciation (1,552,736)
2,723,143
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.
Compensated absences (66,568)
Bonds payable (2,234,392)
Net premium/discount and deferred
amount on refunding (23,119)
Cost of issuance 9,390
Obligations under capital leases (236,060)
Premium (6,101)
Cost of issuance 2,090
Interest payable (22,978)
Other Liabilities (99,560)
(2,677,298)
Other long-term assets are not available to pay for current-period expenditures and,
therefore, are deferred in the funds.
Receivables 8,172
Due from component units 31,005
Deferred revenue 48,505
87,682
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 are reported with
governmental activities. 10,743
Net assets - total governmental activities $ 829,461

The notes to the financial statements are an integral part of this statement.
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Revenues:
Taxes
Licenses, fines, sales, and services
Departmental restricted revenue
Federal grants
Income from investments
Other revenues

Total revenues
Expenditures:
Current:
General government
Human services
Education
Public safety
Natural resources
Transportation
Capital outlays
Debt service:
Principal
Interest and other charges

Total expenditures

Excess (deficiency) of revenues
over (under) expenditures

Other financing sources (uses):

Bonds and notes issued

Refunding bonds issued

Proceeds from the sale of Certificates

of Participation

Premium and accrued interest

Operating transfers in

Payments from component units

Other

Payment to refunded bonds escrow agent

Discount on issuance of debt

Operating transfers out

Total other financing sources (uses)
Net change in fund balances

Fund balances - beginning

Fund balances - ending

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

Governmental Funds

For the Year Ended June 30, 2008

(Expressed in Thousands)

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

Intermodal Other Total
Surface Governmental Governmental
General Transportation GARVEE Funds Funds
$ 2,516,401 $ 135412 $ $ 166,272 $ 2,818,085
322,864 465 323,329
126,090 (207) 125,883
1,740,283 196,327 1,936,610
2,779 830 9,228 18,685 31,522
38,421 4,555 53,425 96,401
4,746,838 336,917 9,228 238,847 5,331,830
626,052 177,509 803,561
2,727,534 2,727,534
1,289,124 563 1,289,687
410,605 410,605
72,982 2 72,984
244,638 244,638
78,454 186,259 264,713
92,077 2,626 32,045 16,620 143,368
68,478 479 19,146 43,472 131,575
5,286,852 247,743 129,645 424,425 6,088,665
(540,014) 89,174 (120,417) (185,578) (756,835)
131,755 131,755
46,570 46,570
59,185 59,185
7,241 7,241
541,610 28,198 53,175 101,445 724,428
39,231 53 39,284
26,312 10 26,322
(111,253) (111,253)
4 4)
(104,650) (101,813) (196,549) (403,012)
502,503 (73,562) 53,175 38,400 520,516
(37,511) 15,612 (67,242) (147,178) (236,319)
144,166 32,819 219,959 524,566 921,510
$ 106,655 $ 48,431 152,717 $ 377,388 % 685,191
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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, 2008
(Expressed in Thousands)

Net change in fund balances - total governmental funds
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.

Capital outlay 227,169
Depreciation expense (106,520)
Net gain (loss) on sale of capital assets (6,826)

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.

Debt service

Principal 143,368
Payment to escrow agent 107,740
Interest and other charges (9,392)
Proceeds from sale of debt (237,510)
Deferral of premium/discount (3,743)
Amortization of premium/discount 6,817
Deferral of issuance costs 2,166
Amortization of issuance costs (1,295)

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.

Compensated absences 10,607
Program expenses (46,487)
Program revenue 875
Capital grant revenue 3,807
General revenue - taxes 2,624
General revenue-misc 2,138

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.

Change in net assets - total governmental activities

The notes to the financial statements are an integral part of this statement.
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State of Rhode Island and Providence Plantations
Statement of Net Assets
Proprietary Funds
June 30, 2008
(Expressed in Thousands)

Business-type Activities-- Governmental
Enterprise Funds Activities
R.I.
R.I. State Convention Employment Internal
Lottery Center Security Totals Service Funds
Assets
Current assets:
Cash and cash equivalents $ 12,744  $ 2651 $ 159 $ 16,990 $ 32,726
Restricted cash and cash equivalents 20,939 20,939
Funds on deposit with fiscal agent 127,528 127,528
Receivables (net) 4,506 916 49,854 55,276 2,686
Loans to other funds 2,100
Due from other funds 3,943
Due from other governments and agencies 1,426 1,426
Inventories 684 684 2,626
Other assets 395 354 749 9,398
Total current assets 18,329 24,860 180,403 223,592 53,479
Noncurrent assets:
Capital assets - nondepreciable 47,125 47,125
Capital assets - depreciable (net) 908 160,562 161,470 3,148
Other assets 3,527 3,527
Total noncurrent assets 908 211,214 212,122 3,148
Total assets 19,237 236,074 180,403 435,714 56,627
Liabilities
Current Liabilities:
Cash overdraft 3,683
Accounts payable 10,091 6,392 16,483 22,522
Due to other funds 1,674 1,500 526 3,700 2,293
Due to other governments and agencies 1,888 1,888
Loans from other funds 9,800
Deferred revenue 295 2,287 2,582
Other current liabilities 2,108 2,187 4,295
Bonds payable 9,473 9,473
Obligations under capital leases 7,481
Obligation for unpaid prize awards 5,632 5,632
Total current liabilities 19,800 21,839 2,414 44,053 45779
Noncurrent Liabilities:
Deferred revenue 8,750 145 8,895
Bonds payable 260,023 260,023
Net OPEB obligations 62 62 107
Total noncurrent liabilities 8,812 260,168 268,980 107
Total liabilities 28,612 282,007 2,414 313,033 45,886
Net Assets
Invested in capital assets, net of related debt 908 (61,810) (60,902) 3,148
Restricted for:
Debt 20,939 20,939
Employment insurance programs 177,989 177,989
Unrestricted (10,283) (5,062) (15,345) 7,593
Total net assets $ (9,375) $ (45,933) $ 177,989 $ 122681 $ 10,741

The notes to the financial statements are an integral part of this statement.
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State of Rhode Island and Providence Plantations
Statement of Revenues, Expenses and Changes in Fund Net Assets
Proprietary Funds

Operating revenues:
Charges for services
Grants
Miscellaneous

Total operating revenues

Operating expenses:
Personal services
Supplies, materials, and services
Prize awards
Depreciation and amortization
Benefits paid

Total operating expenses
Operating income (loss)

Nonoperating revenues (expenses):
Interest revenue
Other nonoperating revenue
Interest expense
Other nonoperating expenses

Total nonoperating revenue (expenses)
Income (loss) before transfers

Transfers in
Transfers out

Change in net assets

Total net assets - beginning

Total net assets - ending

For the Year Ended June 30, 2008

(Expressed in Thousands)

Business-type Activities-- Governmental
Enterprise Funds Activities
R.I.
R.l. State Convention Employment Internal
Lottery Center Security Totals Service Funds
$ 2,396,401 $ 18605 $ 185501 $ 2,600,507 $ 310,057
3,285 3,285
532 44 576
2,396,401 19,137 188,830 2,604,368 310,057
4,754 11,874 16,628 9,614
216,039 8,080 224,119 317,258
1,821,683 1,821,683
246 9,063 9,309 386
251,273 251,273
2,042,722 29,017 251,273 2,323,012 327,258
353,679 (9,880) (62,443) 281,356 (17,201)
2,022 7,509 9,531 942
2,514 5,827 8,341
(11,990) (11,990)
(7,973) (7,973) 28
2,514 (9,968) 5,363 (2,091) 970
356,193 (19,848) (57,080) 279,265 (16,231)
31,661 1,622 33,283 7,778
(355,568) (2,643) (358,211) (4,266)
625 11,813 (58,101) (45,663) (12,719)
(10,000) (57,746) 236,090 168,344 23,460
$ (9,375) $ (45,933) $ 177,989 § 122,681 $ 10,741

The notes to the financial statements are an integral part of this statement.
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Statement of Cash Flows
Proprietary Funds

State of Rhode Island and Providence Plantations

For the Year Ended June 30, 2008

(Expressed in Thousands)

Cash flows from operating activities:
Cash received from customers
Cash received from grants
Cash payments to suppliers for goods and services
Cash payments to employees for services
Cash payments to prize winners
Cash payments for commissions
Cash payments for benefits
Other operating revenue (expense)

Net cash provided by (used for) operating activities

Cash flows from noncapital financing activities:
Loans from other funds
Loans to other funds
Repayment of loans to other funds
Operating transfers in
Operating transfers out
Net transfers from (to) fiscal agent
Negative cash balance implicitly financed
Repayment of prior year negative cash balance implicitly financed

Net cash provided by (used for) noncapital financing activities

Cash flows from capital and related financing activities:
Principal paid on capital obligations
Interest paid on capital obligations
Acquisition of capital assets
Proceeds from bonds

Net cash provided by (used for) capital and related financing activities

Cash flows from investing activities:
Proceeds from sale and maturity of investments
Interest on investments

Net cash provided by (used for) investing activities

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents, July 1

Cash and cash equivalents, June 30

Reconciliation of operating income (loss) to net cash
provided by (used for) operating activities:
Operating income (loss)

Adjustments to reconcile operating income (loss)
to net cash provided by (used for) operating
activities:

Depreciation and amortization
Other revenue (expense) and operating transfer in (out)
Net changes in assets and liabilities:

Receivables, net

Inventory

Prepaid items

Other assets

Accounts and other payables

Accrued expenses

Deferred revenue

Prize awards payable

Total adjustments
Net cash provided by (used for) operating activities

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

Business-type Activities-- Governmental
Enterprise Funds Activities
R.I.
R.l. State Convention  Employment Internal
Lottery Center Security Totals Service Funds
$ 2409271 $ 19854 $ 185904 $ 2,615,029 $ 311,341
3,285 3,285
(4,630) (8,107) (12,737) (317,086)
(4,790) (11,757) (16,547) (3,070)
(1,830,030) (1,830,030)
(213,686) (213,686)
(251,273) (251,273)
829 829 28
356,135 (10) (61,255) 294,870 (8,787)
5,050
(5,368)
(1,250)
31,661 1,622 33,283 7,778
(356,884) (3,905) (360,789) (2,927)
59,629 59,629
3,683
(2,692)
(356,884) 31,661 57,346 (267,877) 4,274
(9,163) (9,163)
(11,589) (11,589)
1 (49,929) (49,928) (125)
1 (70,681) (70,680) (125)
43,791 43,791
1,404 2,052 3,456 942
1,404 45,843 47,247 942
656 6,813 (3,909) 3,560 (3,696)
12,088 16,777 5,504 34,369 36,422
$ 12,744  $ 23590 $ 159 $ 37929 §$ 32,726
353,679 (9,880) (62,443) 281,356 (17,201)
246 9,063 9,309 386
468 785 1,253 28
4,072 1 403 4,476 2,270
286 286 (384)
(63) (63)
87 8 95
(2,551) 145 (2,406) (430)
12 12 6,544
113 716 829
277) 277)
2,456 9,870 1,188 13,514 8,414
$ 356,135 $ (10) $ (61,255) $ 294870 $ (8,787)
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State of Rhode Island and Providence Plantations

Statement of Fiduciary Net Assets

Assets

Cash and cash equivalents
Deposits held as security for entities
doing business in the State

Receivables
Contributions
Due from state for teachers
Miscellaneous

Total receivables

Investments, at fair value
Equity in Short-Term Investment Fund
Equity in Pooled Trust
Other investments

Total investments
before lending activities

Invested securities lending collateral

Property and equipment, at cost, net
of accumulated depreciation

Total assets

Liabilities

Securities lending liability
Accounts payable

Net OPEB liability
Deposits held for others

Total liabilities

Net assets held in trust for pension
and other benefits

Fiduciary Funds
June 30, 2008
(Expressed in Thousands)

Private Purpose

Pension Touro Jewish
Trust Synagogue Agency
$ 3337 % $ 25,650
77,016
33,533
18,769
2,146 2,175
54,448 2,175
3,630
7,815,849
2,175
7,819,379 2,175
1,116,709
7,724
9,001,597 2,175 104,841
1,116,709
8,210 3,818
52
101,023
1,124,971 104,841
$ 7,876,626 $ 2,175 $

The notes to the financial statements are an integral part of this statement.
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Additions
Contributions
Member contributions
Employer contributions
State contributions for teachers
Interest on service credits purchased
Total contributions
Investment income
Net appreciation in fair value of investments
Interest
Dividends
Other investment income

Less investment expense
Net income (loss) from investing activities

Securities Lending
Securities lending income
Less securities lending expense

Net securities lending income
Total net investment income (10ss)

Total additions

Deductions

Benefits
Retirement benefits
Cost of living adjustment
SRA Plus Option
Supplemental benefits
Death benefits

Total benefits
Refund of contributions
Administrative expense
Distribution

Total deductions
Change in net assets

Net assets held in trust for
pension benefits
Net assets - beginning

Net assets - ending

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

Fiduciary Funds
For the Year Ended June 30, 2008
(Expressed in Thousands)

Pension
Trust

Private Purpose

Touro Jewish
Synagogue

175,894
295,494
82,456
2,444

556,288

(684,418)
128,146
88,977
6,592

(333)

50
138

(460,703)

28,619

(145)

(489,322)

(145)

53,865
46,037

7,828

(481,494)

(145)

74,794

(145)

518,188
136,801
28,821
1,090
2,804

687,704
10,840
8,422

156

706,966

156

(632,172)

8,508,798

(301)

2,476

$

7,876,626

2,175




State of Rhode Island and Providence Plantations
Notes to the Basic Financial Statements
June 30, 2008

The College Crusade of R.1.

The College Crusade of R.I has a $1,200,000 line of credit agreement. Interest is payable
monthly at the prime rate less one quarter percent, which was 4.75 % at June 30, 2008.
There was an outstanding balance of $390,000 as of June 30, 2008. Total interest expense for
the fiscal year ended June 30, 2008 was $15,391.

R.l. Housing and Mortgage Finance Corporation

On March 27, 2006, the Corporation executed a revolving loan agreement with Citizens
Bank of Rhode Island, expiring in March 2009, whereby the Corporation may borrow up to a
maximum outstanding principal sum of $20,000,000. On July 31, 2006, the Corporation
executed a revolving loan agreement with Bank of America N.A., expiring in October, 2008,
whereby the Corporation may borrow up to a maximum outstanding principal sum of
$50,000,000. Borrowings outstanding under the revolving loans are unsecured. At June 30,
2008, $10,500,000 is outstanding under these revolving loans.

Community College of R.I.

On November 2, 2007, an arbitrator awarded two contractors involved in the construction of
the Newport campus a total of $3,321,208 in damages and penalties. The Community
College has appealed the arbitration award to the Rhode Island Superior Court and is
awaiting a judgment on the case. In the interim, the Community College has recorded a
liability and related additions to capital costs for $3,321,208.

Note 13. Employer Pension Plans
Plan Descriptions

The State, through the Employees’ Retirement System (ERS), 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 ERS 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 and teachers, which is subject to amendment
by the general assembly, is established by the General Laws as listed below. As a result of
an amendment to the General Laws effective July 1, 2005, the ERS implemented a two-
tiered benefit structure for members of the ERS. Members with 10 years of service as of
July 1, 2005 follow the Schedule A benefit structure and all other members follow the
Schedule B benefit structure. In addition to the State, there are 48 local public school
entities that are members of the ERS. The ERS issues a publicly available financial report
that includes financial statements and required supplementary information for the plans
and a description of the Schedule A and Schedule B benefit structures. The report may be
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obtained by writing to the Employees’ Retirement System, 40 Fountain Street, Providence,
R102903.

Summary of Significant Accounting Policies
Basis of Accounting

The financial statements of the ERS 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 withheld from payroll. 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.
Investment transactions are recorded on a trade date basis. 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.

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 securities and domestic and international stocks is generally based
on published market prices and quotations from national security exchanges and securities
pricing services. Other investments that are not traded on a national security exchange
(primarily private equity and real estate investments) are generally valued based on audited
December 31 net asset values adjusted for cash flows for the period January 1 to June 30
(which principally include additional investments and partnership distributions).
Commingled funds consist of institutional domestic and international equity index funds
and a short duration fixed income fund. The fair value of 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. Short-term investments are stated at cost, which approximates fair value.

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.
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Contribution rates:
State
Plan members - state employees
State contribution for teachers
Annual pension cost
Contributions made - state employees
Contributions made - teachers
Actuarial valuation date
Actuarial cost method
Amortization method

Equivalent Single Remaining Amortization Period
Asset valuation method
Actuarial Assumptions:

Investment rate of return

Projected salary increases
Inflation

Cost-of-living adjustments

Level of benefits established by:

General Law(s)

Employees' Retirement System

State Police Retirement Benefits Trust

Judicial Retirement Benefits Trust

June 30, 2008

Employees' State Police Judicial
Retirement Retirement Retirement
System Benefits Trust Benefits Trust
20.77% 31.00% 32.07%
8.75% 8.75% 8.75%
8.52% and 8.97%
$214,016 $3,720 $2,128
$131,560 $3,720 $2,128
$82,456
June 30, 2005 June 30, 2005 June 30, 2005
Entry Age Normal Entry Age Normal Entry Age Normal

Level Percent of
Payroll - Closed
24 years
5 Year Smoothed Market

Level Percent of
Payroll - Closed
24 years
5 Year Smoothed Market

Level Percent of
Payroll - Closed
24 years
5 Year Smoothed Market

8.25% 8.25% 8.25%
4.50% t0 8.25% 5% to 15.00% 5.25%
3.00% 3.00% 3.00%
Schd. A 3% compounded $1,500 per annum 3%
Schd. B 2.5% compounded
36-8t0 10 42-28-22.1 8-3-16, 8-8-10.1,
16-15t0 17 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
6/30/06 145,792 100% 0
6/30/07 188,832 100% 0
6/30/08 214,016 100% 0
6/30/06 3,175 100% 0
6/30/07 4,039 100% 0
6/30/08 3,720 100% 0
6/30/06 2,292 100% 0
6/30/07 2,363 100% 0
6/30/08 2,128 100% 0

The table below displays the funded status of each plan for the year ended June 30,
2007, the most recent actuarial valuation date:

ERS (State Employees)
ERS (Teachers)
SPRBT

JRBT

Actuarial Actuarial Accrued Unfunded UAAL as a
Value of Liability (AAL) AAL Funded Covered Percentage of
Assets - Entry Age - (UAAL) Ratio Payroll Covered Payroll
(€] (b) (b-2a) (@/b) (©) ((b-3)/c)
$ 2,493,428522 $ 4,332,888,818 $ 1,839,460,296 57.5% $ 660,044,273 278.7%
$ 3,737,981,686 $ 6,750,125236 $ 3,012,143550 55.4% $ 959,372,837 314.0%
$ 45,996,910 $ 60,427,947 $ 14,431,037 76.1% $ 15,836,354 91.1%
$ 29,630,637 $ 35,355,326 $ 5724689 838% $ 6,451,666 88.7%

The schedules of funding progress presented as required supplementary information
(RSI) following the notes to the financial statements, present multiyear trend
information about whether the actuarial values of plan assets are increasing or
decreasing over time relative to the Actuarial Accrued Liabilities (AAL) for benefits.

Additional information as of the June 30, 2007 actuarial valuation:

ERS
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SPRBT JRBT
State Teachers
Employees

Valuation Date 6/30/07 6/30/07 6/30/07 * 6/30/07 *
Actuarial Cost Entry Age Entry Age Entry Age Entry Age Normal
Method Normal Normal Normal
Amortization Level Percent Level Percent Level Percent Level Percent of
Method of Payroll - of Payroll — of Payroll - Payroll — Closed

Closed Closed Closed
Equivalent Single
Remaining 22 years 22 years 22 years 22 years
Amortization Period
Asset Valuation 5 Year 5 Year 5 Year 5 Year Smoothed
Method Smoothed Smoothed Smoothed Market

Market Market Market
Actuarial
Assumptions
Investment Rate of 8.25% 8.25% 8.25% 8.25%
Return
Projected Salary 4.50% 4.50% 4.50% 4.50%
Increases to to to

9.00% 13.25% 12.50%
Inflation 3.00% 3.00% 3.00% 3.00%
Cost of Living Schedule A Schedule A $1,500 per 3.0%
Adjustments members -3.0% | members -3.0% annum (see Notel(b)(4))

compounded compounded to the financial
statements
Schedule B Schedule B
members — members —
2.5% 2.5%
* restated June 30, 2007 actuarial valuation
Schedule A - ERS members are those with 10 years or more of contributory service on or before
July 1, 2005.
Schedule B - ERS members are those with less than 10 years of contributory service on or before
July 1, 2005.
Other

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 under a defined contribution retirement plan.
Eligible employees who have reached the age of 30, and who have two (2) years of service
are required to participate in either the Teachers Insurance and Annuity Association, the
Metropolitan Life Insurance Company, or Variable Annuity Life Insurance Company
retirement plan. Eligible employees must contribute at least 5% of their gross biweekly
earnings. The University and Colleges contribute 9% of the employee’s gross biweekly
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earnings. Total expenses by the institutions for such annuity contracts amounted to
$14,389,235 during the year ended June 30, 2008.

The Rhode Island Public Transit Authority has a funded pension plan for all employees,
for which eligibility to participate begins immediately upon employment. Benefits vest
upon completion of ten years of service. Authority employees are eligible to retire upon
attainment of age 62 and 10 years of continuous service. Retired employees are entitled to
a monthly benefit for life as stipulated in the plan provisions. The plan also provides death
and disability benefits. Employees are required to contribute 3% of their base salary to the
plan. The remaining contributions to the plan are made by the Authority. Employer
contributions paid in fiscal year 2008 totaled $5,699,331. At January 1, 2008, the most
recent valuation date, the total actuarial accrued liability was $76,525,478 and the actuarial
value of assets was $47,327,996. The Authority contributed 100.00% of its annual pension
cost for fiscal year 2008 and had a net pension obligation of $1,799,084 at June 30, 2008.

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 14. Other Post-Employment Benefits
Plan Descriptions. The State administers four defined benefit post-employment health care

plans collectively known as the Rhode Island Retiree Health Care Benefit Plan
(RIRHCBP).

Members of the Employees’ Retirement System (ERS), including State employees,
legislators, judges, State Police Officers, certified public school teachers and employees of
certain component units, if they meet certain eligibility requirements, are eligible to
receive some form of State sponsored retiree health care benefits. A summary of the
principal plan provisions follows:
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State Employees

and Teachers Judges State Police Legislators
Plan type Agent Multiple Employer Sole employer Sole employer Sole employer
Eligibility Members of ERS meeting eligibility Retired judges Retired members of Retired
criteria the State Police legislators
Plan benefits Retiree plan for members until May purchase Active employee plan May purchase
Medicare eligible; subsequently active employee for member, spouse active employee
eligible for Medicare supplement plan for member and dependants until plan for member
and spouse for age 65; at age 65 and spouse for
life coverage ceases if life

Medicare eligible

Other Retired teachers can purchase
coverage for themselves and
dependants at active or early
retirement rate, as applicable.
Members can purchase
coverage for dependants at
active or early retirement rate,
as applicable.

RIGL Sections 36-10-2, 36-12.1, 36-12.2.2 and 36-12-4 govern the provisions of the
RIRHCBP and they may be amended in the future by action of the General Assembly.

On May 1, 2008 Public Law 2008-09 was enacted. The legislation changes the eligibility
requirements for State contributions for health care coverage for those retiring on or after
October 1, 2008. For anyone who retires on or after that date and has a minimum of 20
years of service and who is a minimum of 59 years of age, the State will pay 80% of the
actual cost of such health care coverage. For members of the ERS who retired on or before
September 30, 2008, the State provides two types of subsidies for health care benefits. The
Tier | subsidy applies to non-Medicare eligible plans and provides that the State will pay
the portion of the cost of post-retirement health care for the retiree and any dependents
above the active group rate. The retiree pays the active monthly rate and the State pays the
difference between the active group rate and the early retiree rate. This subsidy is not
based on years of service and ends at age 65. In addition to the Tier I benefits, the State
pays a portion of the cost of post-retirement health care above the Tier I costs for certain
retirees meeting eligibility requirements based upon the age and service of the retiree,
which is referred to as the Tier 11 benefit.

The RIRHCBP is reported in an internal service fund of the State using the accrual basis of
accounting. The fund reports all employer and retiree member contributions to the Plans.
Contributions are recognized when made. Benefits (health care claims) and refunds are
recognized when due and payable in accordance with the terms of the Plans. A liability for
incurred but not reported claims is determined based on past claims payment trends and is
included in the financial statements. Working premium rates are determined by the State
each fiscal year after consultation with an employee benefits consultant and are designed
to fund current claims incurred during the fiscal year as well as the costs of administering
the Plans. For the year ended June 30, 2008 the Plans operated on a pay as you go basis
and no provision has been made to fund future benefits to be provided to RIRHCBP
members.
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Funding Policy. The contribution requirements of retiree members, the State and other
participating employers are established and may be amended by the General Assembly.

As mentioned above, in fiscal year 2008 non-Medicare retiree members paid the active
monthly premium rate and the State paid the difference between the active group rate and
the more costly, early retiree rate (the “Tier I”” benefit). Pursuant to RIGL Section 36-12-4
the State paid a portion of the cost of post-retirement health care above the Tier | costs for
certain retirees meeting eligibility requirements based upon the age and years of service of
the retiree, which is referred to as the Tier Il benefit.
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The retirees’ fiscal 2008 contributions for Tier Il benefits were as follows:

Years of Amount of Cost
Retiree Age Service Paid by Retiree
Below 60: (1)
28-34 10%
35+ 0%
Retiree Age from 60 to 65: (2)
10-15 50%
16 - 22 30%
23-27 20%
28+ 0%
Retiree Age Greater than 65: (3)
10-15 50%
16-19 30%
20-27 10%
28+ 0%

(1) The monthly premium rate is $708.94 for the individual plan. The retiree’s
cost is then calculated based on a maximum of $452.28 (the active plan
rate).

(2) The monthly premium rates are the same as indicated above for the Retiree
Age Below 60 category.

(3) The monthly premium rate for the Medicare Supplemental plan is $179.77
for the individual plan, and the monthly premium for the Medicare HMO
plan was $100.00 for the first six months of fiscal year 2008 and $107
thereafter. Retirees can choose between the two plans. The retiree’s cost is
then calculated based on the years-of-service subsidy above.

In fiscal year 2008 the State and other participating employers were not required to fund
the Plans other than the pay-as-you-go amount necessary to provide current benefits to
retirees and administrative costs and they contributed 3.91% of covered payroll. The
contributions to the State Police Plan were equal to actual claims and administrative
expenses. For the fiscal year ended June 30, 2008 the State and other participating
employers paid $28,377,748 into the Plans.

Annual OPEB Cost and Net OPEB Obligation. Annual OPEB cost reflected in the
government-wide financial statements is equal to the annual required contribution (ARC).
The amount reflected in the governmental fund financial statements is equal to the actual
contributions to the plan. The annual required contribution (ARC) represents a level of
funding that, if paid on an ongoing basis, is projected to cover normal cost each year and
amortize any unfunded actuarial liabilities of the Plans over a period of 30 years. Amounts
“required” but not actually set aside to pay for these benefits are accumulated as part of the
Net OPEB obligation. The annual OPEB cost for the year, the amount actually paid on
behalf of the Plans the changes in the net OPEB obligation and the percentage of annual
OPEB cost contributed to the Plans, are as follows (dollar amounts in thousands):
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State State

Employees Teachers Judges Police Legislators
Date of Actuarial Valuation 06/30/05 06/30/05 06/30/07 06/30/05 06/30/05
Annual required contribution as a percent of payroll 6.01% N/A 11.64% 30.27% 18.63%
Annual required contribution and annual OPEB cost $ 38,203 $ 1,428 $ 1,382 $ 4,827 $ 285
Participating State and/or other employer contributions $ 24,854 % 1,428 $ 464 $ 1572 % 60
Increase in OPEB obligation $ 13,349 % 0o $ 918 $ 3,255 % 225
Net OPEB obligation at beginning of year $ 0 3 0 $ 0 $ 0 $ 0
Net OPEB obligation at end of year $ 13,349 $ 0 $ 918 $ 3,255 $ 225
Actuarial accrued liability (AAL) at valuation date $ 580,041 $ 8,477 $ 14,024 $ 51,037 $ 3,919
Funded OPEB plan assets at valuation date $ 0 3 0 $ 0 3 0 3 0
Unfunded actuarial accrued liability (UAAL) at valuation date $ 580,041 $ 8,477 $ 14,024 $ 51,037 $ 3,919
Funded ratio 0% 0% 0% 0% 0%
Covered payroll (in thousands) $ 575613 $ NA $ 9,888 $ 13,821 1,509
UAAL as percentage of covered payroll 100.77% NA 141.83% 369.27% 259.71%
Percentage of annual OPEB cost paid 65.06% 100.00% 33.57% 32.57% 21.05%

The table below displays the funded status of each plan as of the most recent actuarial
valuation date, June 30, 2007, (in thousands):

Actuarial Actuarial Accrued Unfunded UAAL as a
Value of Liability (AAL) AAL Funded Covered Percentage of
Assets - Entry Age - (UAAL) Ratio Payroll Covered Payroll
@) (b) (b-a) (alb) © (b-a)/c)
RIRHCBP - State Employees $ - $ 679,538 $ 679,538 0.0% $ 626,145 108.5%
RIRHCBP - Teachers $ - $ 10243 $ 10,243 0.0% n/a n/a
RIRHCBP - Judges $ - $ 14,024 $ 14,024 0.0% $ 9,888 141.8%
RIRHCBP - State Police $ - $ 54620 $ 54,620 0.0% $ 15,977 341.9%
RIRHCBP - Legislators $ - $ 29,764 $ 29,764 0.0% $ 1,592 1869.6%

Actuarial valuations of an ongoing plan involve estimates of the value of reported amounts
and assumptions about the probability of occurrence of events far into the future. Examples
include assumptions about future employment, mortality, and the healthcare cost trend.
Amounts determined regarding the funded status of the Plans and the annual required
contributions of the employer are subject to continual revision as actual results are
compared with past expectations and new estimates are made about the future. The
schedule of funding progress, presented as required supplementary information following
the notes to the financial statements, presents multi-year trend information that shows
whether the actuarial value of assets of the Plans are increasing or decreasing over time
relative to the actuarial accrued liabilities for benefits.

Actuarial Methods and Assumptions. Projections of benefits for financial reporting
purposes are based on the Plans and include the types of benefits provided at the time of
each valuation. The actuarial assumptions used include techniques that are designed to
reduce short-term volatility in actuarial accrued liabilities and the actuarial value of assets,
consistent with the long-term perspective of the calculations.
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The actuarial valuation was performed as of June 30, 2005 with results projected to July 1,
2007 for the fiscal year ended June 30, 2008. The State’s annual required contribution was
determined using the individual entry age actuarial cost method. The State’s unfunded
actuarial accrued liability as of the June 30, 2005 transition date is being amortized over a
period of 30 years using the level (principal and interest combined) percent of payroll
(open) contribution amortization method. For judges, the June 30, 2007 valuation was
used to determine the Annual Required Contribution for fiscal year 2008.

The individual entry-age actuarial cost method is used to determine the annual required
contribution amounts and the annual net OPEB obligation. The actuarial assumptions
include a 3.566% discount rate; an annual healthcare cost trend rate of 12% progressively
declining to 4.5% after 10 years; and a salary growth rate ranging from 8.25% in year 1 to
4.75% in year 15 and beyond for State Employees and legislators, ranging from 17% in
year 1 to 4.5% in year 15 and beyond for teachers, ranging from 15% in year 1 to 5% in
year 15 and beyond for Police, and 5.25% in all years for judges. The discount rate of
3.566% was calculated based upon the average rate of return during the 10 years ended
June 30, 2008 for short term investments of the General Fund.

The impact of Public Law 2008-09 on plan provisions and benefits has been factored into
the June 30, 2005 actuarial valuation.

There were changes in actuarial assumptions in the June 30, 2007 valuation. These include
changes in demographic assumptions adopted in the June 30, 2006 valuations for the
Employees’ Retirement System of Rhode Island, the State Police Retirement Benefits
Trust, and the Judicial Retirement Benefits Trust, based on experience studies performed
by the actuary for those systems. The Medicare election assumption for Judges changed
from 100% electing Medicare at age 65 to 100% not electing Medicare at age 65 and for
Legislators from 100% electing Medicare at age 65 to 75% not electing Medicare at age
65. In addition, in anticipation of the retirements occurring before October 1, 2008, the
election percentage for State employees was increased to 90% and the retiree liability was
adjusted 110%.

Further, for teachers, the required contribution for teachers is not presented as a percentage
of payroll since the required contribution by the State is for the Tier | subsidy for teachers
who have elected to participate in the State’s Retiree Health Care Benefit Plan. The June
30, 2007 actuarial valuation will be used to determine the annual required contribution for
fiscal 2010.

The RIRHCBP does not issue a stand-alone financial report.

Certain employees of the University of Rhode Island, Rhode Island College and the
Community College of Rhode Island are covered by the Rhode Island Board of Governors
for Higher Education Health Care Insurance Retirement Program. The Program offers a
self-insured health care plan for pre-65 and post-65 retirees or a fully insured Medicare
HMO plan for post-65 retirees. For the year ended June 30, 2008, the Program operated
on a pay as you go basis and no provision has been made to fund future benefits to be
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provided to plan members. The University and colleges have recognized the annual
required contribution (OPEB cost) as determined by an actuarial valuation performed as of
June 30, 2006. For fiscal 2008, annual OPEB cost for the university and colleges was
$2,975,528 and actual contributions made were $1,897,053. Additional disclosures
regarding the Program are detailed in the financial statements for each institution.

Note 15. 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
than the calendar year in which the participant attains age 70%2, 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 State’s financial statements.

Note 16. 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
active and retired 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 at June 30, 2008 was calculated based on historical claims data. The change in claims
liability (expressed in thousands) is as follows:
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Current Year

Liability at Claims and Claim Liability at
July 1 IBNR Estimate Payments June 30
Health Insurance Funds
Liability for
unpaid claims $ 19,836 $ 234,456 $ 233,642 $ 20,650

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
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.
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Note 17. Condensed Financial Statement Information

The condensed financial statement information for the discretely presented component units

is presented (expressed in thousands) in the following schedules:

Condensed statement of net assets:

Other assets

Capital assets - nondepreciable

Capital assets - depreciable (net)

Due from primary govemment
Total assets

Long term debt

Other liabilities

Due to primary government
Total liabilities

Net assets:

Invested in capital assets, net of related debt

Restricted

Debt service

Other

Other nonexpendable
Unrestricted
Total net assets

Condensed statement of activities:
Program expenses

Personal services
Supplies, materials, and services
Interest expense

Depreciation, depletion, and amortization

Other program expenses

Total program expenses
Program revenue

Charges for services

Operating grants and contributions

Capital grants and contributions
Net program (expense) revenue
Interest and investment earnings
Miscellaneous
Payments from primary government
Change in net assets
Beginning net assets as restated
Ending net assets

RIHMFC RISLA RITBA RIEDC NBC
$ 208233 $ 1,057,517 33417 284,540 89,326
2,677 116,099 415,607
3,611 83,127 377,584 223,261
634
2,108,233 1,061,128 119,221 778,857 728,194
1,616,370 950,167 25,796 377,802 427,227
207,477 33,640 5,391 41,541 14,217
12,000 11,678
1,835,847 983,807 31,187 431,021 441 444
9,766 196 57,596 224,143 228,385
207,217 75,583 6,359
79,366 190
55,403 1,542 24,079 44,327 58,175
272,386 77,321 88,034 347,836 286,750
12,811 2,564 1,918 26,460 17,053
9,408 7,259 1,780 17,331 14,522
73,620 39,610
2,757 969 2,399 17,903 7,464
7,648 10,554 2,352 39,348 13,199
106,244 60,956 8,449 101,042 52,238
93,785 54,315 12,040 63,156 67,078
10,036 28
36,617
(12,459) (6,641) 3,591 8,767 14,868
20,401 7,952 2,335 7,555 2,196
(4) 10,476 70
(26,020) 21,327
(18,078) 1,311 5922 48,125 17,134
290,464 76,010 82,112 299,711 269,616
272,386 77,321 88,034 347,836 286,750
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RIHEBC RIRRC RIHEAA RIPTA RIIFC
Condensed statement of net assets:
Other assets $ 9915 $ 123068 $ 27260 $ 14622 % 1,299
Capital assets - nondepreciable 14,835 307 6,557
Capital assets - depreciable (net) 38 47,484 904 77,078
Due from primary govemment 3,547
Total assets 9,953 185,387 28,471 101,804 1,299
Long term debt 16,639 366 7,221
Other liabilities 246 98,853 2,018 21,454 826
Due to primary government
Total liabilities 246 115,492 2,384 28,675 826
Net assets:
Invested in capital assets, net of related debt 39 46,929 1,211 83,635
Restricted
Debt service 2,155
Other 24,876
Other nonexpendable
Unrestricted 9,668 20,811 (10,506) 473
Total net assets 9,707 69,895 26,087 73,129 473
Condensed statement of activities:
Program expenses
Personal services 378 14,152 3,220 47,261 62
Supplies, materials, and services 1,473 21,209 6,132 50,050 47
Interest expense
Depreciation, depletion, and amortization 23 13,776 257 10,633
Other program expenses 13,419 16,884
Total program expenses 1,874 62,556 26,493 107,944 109
Program revenue
Charges for services 2,143 66,993 15,292 32,643 120
Operating grants and contributions 368 20,602
Capital grants and contributions 4,104
Net program (expense) revenue 269 4,437 (10,833) (50,595) 11
Interest and investment earnings 205 1,383 1,150 382 19
Miscellaneous [€N)] 423) 2,838
Payments from primary government (5,000) 10,220 32,725
Change in net assets 473 397 537 (14,650) 30
Beginning net assets as restated 9,234 69,498 25,550 87,779 443
Ending net assets 9,707 69,895 26,087 73,129 473
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RICWFA RIIRBA RIWRBC RIPTCA TCCRI
Condensed statement of net assets:
Other assets $ 1,010150 $ 3200 $ 5734 $ 1,727 $ 6,773
Capital assets - nondepreciable 181 821
Capital assets - depreciable (net) 46 353 6,027 25
Due from primary govemment
Total assets 1,010,196 3,734 5,734 8,575 6,798
Long term debt 648,882 9,427 1,113
Other liabilities 9,895 774 433 473 1,778
Due to primary government
Total liabilities 658,777 774 9,860 1,586 1,778
Net assets:
Invested in capital assets, net of related debt 46 535 5,975 26
Restricted
Debt service 329,259
Other (4,271) 1,168 1,594
Other nonexpendable
Unrestricted 22,114 2,425 145 (154) 3,400
Total net assets 351,419 2,960 (4,126) 6,989 5,020
Condensed statement of activities:
Program expenses
Personal services 501 3,437 2,591
Supplies, materials, and services 2,531 143 35 1,733 564
Interest expense 26,379 15
Depreciation, depletion, and amortization 390 14 107 938 23
Other program expenses 416 61 2,307
Total program expenses 29,801 157 558 6,169 5,500
Program revenue
Charges for services 21,364 282 1,226 4,967 4,848
Operating grants and contributions 10,904
Capital grants and contributions
Net program (expense) revenue 2,467 125 668 (1,202) (652)
Interest and investment earnings 12,376 76 135 (58) 166
Miscellaneous 3 217
Payments from primary government 2,292 1,056
Change in net assets 14,843 201 806 1,249 570
Beginning net assets as restated 336,576 2,759 (4,932) 5,740 4,450
Ending net assets 351,419 2,960 (4,126) 6,989 5,020
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Condensed statement of net assets:

Other assets

Capital assets - nondepreciable

Capital assets - depreciable (net)

Due from primary govemment
Total assets

Long term debt

Other liabilities

Due to primary government
Total liabilities

Net assets:

Invested in capital assets, net of related debt

Restricted

Debt service

Other

Other nonexpendable
Unrestricted
Total net assets

Condensed statement of activities:
Program expenses

Personal services
Supplies, materials, and services
Interest expense

Depreciation, depletion, and amortization

Other program expenses
Total program expenses
Program revenue
Charges for services
Operating grants and contributions
Capital grants and contributions
Net program (expense) revenue

Interest and investment earnings
Miscellaneous

Payments from primary government
Change in net assets

Beginning net assets as restated
Ending net assets

Governmental activities

General
R.l. Higher Education Assistance Authority
R.l. Economic Development Corporation
University of Rhode Island
Rhode Island College
Community College of Rhode Island
Central Falls School District
R.l. Public Transit Authority
R.l. Housing & Mortgage Finance Corporation
ISTEA
R.l. Public Transit Auth ority
Bond Capital
R1 Economic Development Corporation
University of Rhode Island
Rhode Island College
Cettificate s of Participation
University of Rhode Island
R.I. Capital Plan

June 30, 2008

URI RIC CCRI CFSD Totals
$ 220877 $ 48,577 23,923 6,519 $ 5,076,677
63,173 4,310 4,919 629,486
354,608 82,937 43,172 3,297 1,303,552
4,181
638,658 135,824 72,014 9,816 7,013,896
212,418 19,171 9,077 1,746 4,323,422
54,458 19,238 11,043 7,069 530,824
19,327 43,005
266,876 57,736 20,120 8,815 4,897,251
236,957 54,598 40,358 3,103 993,498
620,573
26,317 4,387 5,337 116 139,080
76,058 16,152 92,210
32,450 2,951 6,199 (2,218) 271,284
371,782 78,088 51,894 1,001 2,116,645
260,096 87,742 71,812 54,266 606,324
113,025 22,497 24,749 1,548 296,036
15 139,639
20,378 4,713 2,946 276 85,966
27,019 6,667 2,818 142,692
420,518 121,619 102,325 56,105 1,270,657
319,837 72,307 55,354 9,821 897,571
3,165 1,093 46,196
56,162 3,833 2,686 103,402
(44,519) (42,314) (43,192) (46,284) (223,488)
3,839 (202) 416 19 60,345
14,941 6 65 28,188
75,390 44,347 47,820 44,088 248,245
49,651 1,837 5,044 (2,112) 113,290
322,131 76,251 46,850 3,113 2,003,355
371,782 78,088 51,894 1,001 2,116,645
Significant transactions between primary govemment and component units
(Revenue)
Expense Description
$ 10,220 Operating assistance
10,864 Operating and capital assistance
74,943 Educational assistance
44,512 Educational assistance
48,182 Educational assistance
43,526 Educational assistance
8,202 Operating assistance
(26,020) Operating assistance
32,882 Operating assistance
14,547 Construction, improvement or purchase of assets
41,309 Construction, improvement or purchase of assets
5915 Construction, improvement or purchase of assets
6,237 Construction, improvement or purchase of assets
9,107 Construction, improvement or purchase of assets

University of Rhode Island

Total Governmental Activities

$ 324,426
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Note 18. Other Information

A. Elimination Entries

When the governmental fund statements and the internal service funds statements are
combined into one column for governmental activity on the government-wide financial

statements interfund balances and activity should be eliminated. The following are the
eliminations (expressed in thousands) that were made.

Total Intemal
Govemmental Service Internal
Funds Funds Total Eliminations Balances
Assets
Due from other funds $ 16,345 $ 3943 % 20,288 $ (16,588) $ 3,700
Loans to other funds 78,829 2,100 80,929 (80,929)
Totalassets $ 95,174 $ 6,043 $ 101,217 $ (97,517) $ 3,700
Liabilities
Due to other funds $ 14295 $ 2293 $ 16,588 $ (16,588) $
Loans from other funds 71,129 9,800 80,929 (80,929)
Totalliabilities $ 85,424 $ 12,093 $ 97,517 $ (97517) $
Program revenue
General governme nt $ 30 $ 291,713  $ 291,743  $ (291,743)
Human services 8,348 8,348 (8,348)
Public safety 10,272 10,272 (10,272)
Expenses
General government 30 290,813 290,843 (290,843)
Human services 8,689 8,689 (8,689)
Public safety 10,831 10,831 (10,831)
Net revenue (expenses) $ $ $ $ $
Transfers
Operating transfers in $ 724,428 $ 7778 % 732,206 $ (407,278) $ 324,928
Operating transfers out (403,012) (4,266) (407,278) 407,278
Net transfers $ 321,416 $ 3512 $ 324,928 $ $ 324,928
Total
Business-type Internal
Activities Total Eliminations Balances
Liabilities
Due to other funds $ 3,700 $ $ 3,700 $ $ 3,700
$ 3,700 $ $ 3,700 $ $ 3,700
Transfers
Operating transfers in $ 33283 % $ 33283 $ (33,283) $
Operating transfers out (358,211) (358,211) 33,283 (324,928)
Net transfers $ (324,928) $ $ (324,928) $ $ (324,928)
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B. 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.1. Industrial Facilities Corporation.

The State entered into a lease and operating agreement (the agreement) with the R.1. 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. In the event RIAC does not have sufficient funds to make the required
lease payments when due, the amount is payable in the next succeeding fiscal year and
remains an obligation of RIAC until paid in full. The State has no rights to terminate the
agreement as long as there are bonds and subordinate indebtedness outstanding.

The R.I. Student Loan Authority (RISLA) and the R.l. 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, 2008
were as follows:

Guaranteed loans outstanding at June 30, 2008 $509,527,000
Loans guaranteed during the year 247,588,000
Guarantee claims paid during the year 21,668,000

The R.l. Housing and Mortgage Finance Corporation (RIHMFC) and the State have
entered into a contractual relationship whereby RIHMFC assumed the responsibility for
the State Rental Subsidy Program for the period July 1, 1994 through June 30, 1997. In
addition, RIHMFC 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 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 made, nor have any payments for transfers totaling $39,485,000 made during the
years ended June 30, 1998 through 2008 been made.

In November 2004, the voters of Rhode Island authorized the issuance of $30 million in
general obligation debt for the construction of a new residence hall at Rhode Island
College (RIC). Of this amount, $20 million will be repaid to the State. The residence hall
was finished and in service by September 2007 at which time RIC began collecting
revenues to pay for its share of the debt service. Debt service obligation is to be split two-
thirds to RIC, one-third to the State for all payments after September 2007. RIC will repay
the State for the debt service paid on its behalf on a straight-line basis amortized over the
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remaining life of the bonds, which carry rates ranging from 3-5% and a life of nineteen
years beginning in fiscal year 2009. RIC recognized $20 million as a liability to the State
for its two-thirds of the debt service as a result of these issuances. Additionally, RIC has
recorded $10 million of contributed capital by the State.

The Narragansett Bay Commission has approximately $269,000,000 of loans payable to
the RI Clean Water Finance Agency.

C. Restatements, Reclassifications and Other Changes in Presentation

Discretely
Presented
Govemmental Component Govemmental
Activities Units Funds
June 30, 2007
Net assets as previously reported $ 982,917 $ 2,017,401
Fund balance as previously reported $ 921,468
Correction of errors (14,042)
Reclassifications 42 (4) 42
June 30, 2007 net assets/fund balance as restated $ 982,959 $ 2,003,355 $ 921,510

The beginning net assets of Governmental Activities within the government-wide financial
statements were increased by $42,000. This increase is the result of the Rhode Island
Economic Policy Council, a blended component unit as of June 30, 2007, being merged
with the Rhode Island Economic Development Corporation, a discretely presented
component unit. This merger also resulted in a reclassification of total net assets of the
governmental funds for the same amount at June 30, 2007.

The beginning net assets of certain discretely presented component units decreased by an
aggregate amount of approximately $14,000,000 to correct errors in prior periods. The
majority of this decrease was attributable to a $13.8 million decrease in net assets for the
Rhode Island Resource Recovery Corporation. During 2007, the Corporation ceased
development activities of the industrial park and began actively marketing the land for
sale. Based upon the sales consummated during 2007, the intent of the Corporation and
other information available prior to the issuance of its 2007 financial statements, the land
should have been reclassified from land held for development to land held for sale and
reduced from its cost basis to net realizable value. As a result, the Corporation’s financial
statements overstated both total assets and net assets as of June 30, 2007 by the amount
necessary to reduce the land to net realizable value. That amount totaled $13,758,679.

The State’s fiscal 2008 financial statements include the following new funds:

e Rhode Island Capital Plan Fund - Capital Projects Fund
e Coastal Resources Management Council Dredge Fund — Special Revenue Fund
e Vehicle Replacement Revolving Loan Fund — Internal Service Fund
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The Energy Revolving Internal Service Fund was dissolved and remaining net assets were
transferred to the General Fund.

In accordance with GASB Statement No. 45 - Accounting and Financial Reporting by
Employers for Postemployment Benefits Other Than Pensions a net OPEB obligation has
been recorded within the government-wide financial statements and proprietary funds
reflecting an actuarially determined annual required contribution for postemployment
benefits provided to employees (see Note 14).

D. Budgeting, Budgetary Control, and Legal Compliance

Budget Preparation

An annual budget is adopted on a basis consistent with generally accepted accounting
principles. The budget encompasses the General Fund and certain special revenue funds.
Preparation and submission of the budget is governed by the State Constitution and the
Rhode Island General Laws. The budget, as enacted, contains a complete plan of proposed
expenditures from all sources of funds (general, federal, restricted, and transfers in).
Revenues upon which the budget plan is based are determined as part of the State’s
Revenue Estimating Conference. The Conference, held twice each year, results in a
consensus estimate of revenues for the next fiscal year and an update of prior revenue
estimates for the current fiscal year.

As required by the Constitution and the Rhode Island General Laws, annual appropriations
are limited to 98 percent of estimated general revenues. The remaining 2 percent is
contributed to the Budget Reserve Account until such account equals 3 percent of total
general revenues and opening surplus. Excess contributions to the Budget Reserve
Account are transferred to the Rhode Island Capital Plan Fund to be used for capital
projects.

The annual budget is adopted on a comprehensive basis and includes activity that, for
financial reporting purposes, is recorded in multiple funds. Consequently, the budgetary
comparison schedules for an individual fund include amounts in the “actual” column that
have no corresponding budget amount. These amounts are principally interfund transfers
which are not included in the comprehensive budget to avoid duplication but are
appropriately reflected in the individual fund financial statements.

Budgetary Controls

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.
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Budgetary controls utilized by the State consist principally of statutory restrictions on the
expenditure of funds in excess of appropriations, accounting system controls to limit
expenditures in excess of authorized amounts, and budgetary monitoring controls.

Budgetary Compliance

The General Fund ended fiscal 2008 with an operating deficit of $42.9 million resulting
from a deficiency of general revenue compared to general revenue expenditures. Actual
general revenues were $7.1 million less than estimated revenues and actual general
revenue expenditures were $35.8 million more than budgeted amounts. Expenditures in
three departments exceeded appropriations from general revenues by a significant amount:
the Department of Human Services by $22.8 million; the Department of Mental Health
Retardation and Hospitals by $7.8 million; and the Department of Corrections by $8.6
million.

E. Individual Fund Deficits

The following Internal Service Funds had cumulative fund deficits at June 30, 2008:
e Assessed Fringe Benefits Fund ($5,659,000)
» State Telecommunications ($1,347,000)
e Central Laundry ($137,000)
e Records Center ($82,000)

The deficits will be eliminated through charges for services in fiscal year 2009.

Note 19. Subsequent Events
Primary Government

On November 4, 2008 the voters authorized the State to issue $87,215,000 of
transportation bonds and $2,500,000 of open space and recreational development bonds.

On December 2, 2008 the State of Rhode Island issued $107,820,000 in General
Obligation Bonds with interest rates ranging from 3.00% to 6.60% with maturity dates of
August 2009 through August 2024. This issuance included an $86,875,000 Consolidated
Capital Development Loan of 2008, Series B, an $8,500,000 Capital Development Loan of
2008, Series C, and a $12,445,000 Consolidated Capital Development Loan of 2008,
Refunding Series D.

Subsequent to June 30, 2008, investments held within the pension trust funds have
declined significantly in value consistent with overall declines in the domestic and
international financial markets. At March 31, 2009, these declines were approximately
25% compared to the fair value of investments at June 30, 2008. The State Investment
Commission has adopted a long-term investment policy for the investments held within the
pension trust funds, which includes diversification of holdings pursuant to an asset
allocation model. Additionally, the impact on the funded status of the plans and required
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contributions due to any near term decline in value of the pension trust fund investments
will be tempered by the five-year smoothing employed in the actuarial value of assets.

As of March 31, 2009 the Employees’ Retirement System has successfully exited the
securities lending program. As a result of this action, all securities on loan were called back,
and collateral obligations were returned in whole.

The State’s cash equivalent type investments at June 30, 2008 included approximately
$83,765,000 invested with The Reserve — U.S. Government Fund which is a money market
mutual fund. The Reserve petitioned the Securities and Exchange Commission (SEC) and
was granted permission on September 22, 2008 to suspend redemptions from the U.S.
Government Fund. The State had approximately $62 million invested in The Reserve -
U.S. Government Fund on September 22, 2008, the date redemptions were suspended.
The Reserve liquidated the U.S. Government Fund making a partial distribution and then
final distribution on January 16, 2009. The Office of the General Treasurer received full
redemption of its shares in the Reserve - US Government Fund, plus accrued interest, at a
rate above current market levels, without loss in value.

Funds on deposit with fiscal agent at June 30, 2008 as well as certain investments held
within the discretely presented component units included guaranteed investment contracts
(GIC’s) with AIG Matched Funding a subsidiary of American International Group (AIG).
Bond proceeds were invested in the GIC’s pending disbursement for project costs. The
AIG GIC’s contained provisions that were triggered by a downgrade in the ratings
assigned to the corporate issuer of the GIC’s which occurred in September 2008. The
credit rating downgrade allowed the State and the Rhode Island Clean Water Finance
Agency (a discretely presented component unit) to request return of the invested funds
which subsequently occurred.

The State Investment Commission has modified, due to the increased need for security, its
short-term investment policy regarding Certificates of Deposits and Commercial Paper.
Certificates of Deposits, regardless of duration, shall be fully collateralized, at a percent
not to be below 102%. Further, investments in Commercial Paper will cease.

The State sold $350 million of General Obligation Tax Anticipation Notes in October
2008. The notes bear interest at 3.5% and are due June 30, 2009.

In March 2009, the State obtained an interest free $75 million line of credit from the
Federal Unemployment Insurance Trust Fund. The line of credit will be used to fund
unemployment insurance benefits.

Subsequent to June 30, 2008, in response to instability in the financial markets, the U.S.
Treasury instituted a Temporary Guarantee Program for Money Market Funds. The
program provides a guarantee to participating money market mutual fund shareholders
based on the number of shares invested in the fund at the close of business on September
19, 2008. This program expires on April 30, 2009 unless extended by the U.S. Treasury.
The State and its component units had significant amounts invested in money market funds
at June 30, 2008. Money market funds must elect to participate in the Temporary
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Guarantee Program for Money Market Funds. All the money market funds holding State
funds at June 30, 2008 have elected to participate in the guarantee program.

In December 2008, the Board of the Employees’ Retirement System approved an increase to
the fiscal 2010 employer contribution rates for State employees from 20.69% to 25.03% of
covered payroll. The fiscal 2010 contribution rates had previously been established and
approved by the Board based on an actuarial valuation performed as of June 30, 2007. An
increase in the fiscal 2010 employer contribution rate was recommended by the actuary in
response to an expected decrease in covered payroll for fiscal 2010. This is due to a
significant increase in the number of state employee retirements prompted largely by changes
in retiree medical coverage effective October 1, 2008. The expected decrease in fiscal 2010
covered payroll requires that the amortization of the unfunded actuarial accrued liability be
applied to a smaller payroll base thereby causing an increase in the employer contribution
rate.

In January 2009, the State signed a joint development agreement with Deepwater Wind
Rhode Island, LLC that outlines the terms and conditions for the construction of wind
energy development off the shores of Rhode Island that is expected to provide 1.3 million
megawatt hours per year of renewable energy, which is approximately 15 percent of all
electricity used in the State. The first phase of the project is scheduled to begin in late
2010 and to be completed in June 2012. It is expected that the development will cost in
excess of $1.5 billion to construct, which will all be funded through private investment
sources.

On April 2, 2009 the Rhode Island Economic Development Corporation, on behalf of the
State issued $169,395,000 of Grant Anticipation Revenue Vehicle 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, and $12,410,000 of
Rhode Island Motor Fuel Tax Revenue Bonds which are payable solely from certain pledged
revenues derived from two cents ($.02) per gallon of the thirty cents ($.30) per gallon Motor
Fuel Tax.

In July 2008, the Rhode Island Convention Center Authority (RICCA) entered into a lease
with the State Department of Administration and commenced operations of the Veterans
Memorial Auditorium and Cultural Center (VMA). Operation of the VMA is shared by two
facilities-management groups: Professional Facilities Management Inc. of Providence (PFM)
and Spectacor Management Group (SMG). PFM will manage the marketing, bookings and
box office; SMG will manage the physical plant, mechanical operations and security.

In March 2009, the Convention Center Authority issued $71,220,000 of Refunding Revenue
bonds for the purpose of refunding the Authority’s outstanding Variable Rate Refunding
Revenue Bonds 2001 Series A, and to finance an associated swap termination payment, debt
service reserve fund and the costs of issuance.
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Component Units

Effective July 1, 2008, the General Assembly reduced the amount of debt authorization
available to the Rhode Island Industrial Recreational Building Authority from $80,000,000 to
$20,000,000.

On August 14, 2008, the Rhode Island Student Loan Authority issued $85 Million in Tax-
Exempt Student Loan Program Revenue Bonds (Series B-1, Series B-2, Series B-3 and
Series B-4) and $15 Million in Taxable Student Loan Program Revenue Bonds (Series B-5).
The Series B-1, Series B-2 and Series B-3 Bonds are to be used to refinance the 1996 Series
1, Series 2 and Series 3 Bonds. The Series B-4 and Series B-5 are for the purpose of
financing student loans.

On November 25, 2008, the Rhode Island Student Loan Authority issued $85 Million in Tax-
Exempt Student Loan Program Revenue Bonds (Series C-1 and C-2) and $15 Million in
Taxable Student Loan Program Revenue Bonds (Series C-3). The Series C-1 and Series C-2
Bonds are to be used to refinance the 1995 Series 1 Bonds.

On July 17, 2008, the Narragansett Bay Commission (NBC) issued the 2008 Series A
Wastewater System Revenue Refunding Bonds in the principal amount of $66,360,000
maturing September 1, 2034. The Refunding Bonds were issued to refund the 2004 Series A
Revenue Bonds. The 2008 Series A are Multi-Modal and have been issued in weekly rate
mode with the interest rate determined weekly and interest paid monthly. The owner of the
bonds in a weekly mode can require NBC (acting through its remarketing agent) to
repurchase the bonds. The remarketing agent has agreed to use its best efforts to remarket
any purchased bonds. NBC has an irrevocable direct pay letter of credit issued by RBS
Citizens, National Association. In the event that the remarketing agent is unable to remarket
tendered bonds, the letter of credit provides that the bank be obligated to pay to the Trustee,
the amount necessary to pay the principal and Purchase Price of and interest on the Bonds of
up to 60 days at the maximum Rate of 10% on the Bonds. The letter of credit expires on July
16, 2020.

Subsequent to June 30, 2008 the R.l. Health & Educational Building Corporation, the R.I.
Economic Development Corporation and the R.l. Industrial Facilities Corporation issued
various conduit debt obligations. These are not obligations of the respective corporations or
the State.

On November 20, 2008, the University of Rhode Island issued two series of bonds: $34.1
million Series 2008 A and $3.8 million Series 2008 B bonds (taxable). Proceeds of Series
2008 A bonds were used to refund the University of Rhode Island Series 2004 B bonds while
Series 2008 B bonds proceeds were used to finance swap termination payments in
connection with the termination of an interest rate swap dated December 22, 2004.

On August 26, 2008, R.l. Housing and Mortgage Finance Corporation (RIHMFC) issued
$64,720,000 of Homeownership Opportunity Bonds, Series 60.
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On October 1, 2008 RIHMFC instructed its trustees to redeem the Homeownership
Opportunity Bonds in the amount of $12,060,000.

RIHMFC has renewed its line of credit with Bank of America N.A. which expired in October
2008. Terms of the new agreement are as follows: a) Commitment Amount: $30,000,000,
b) Maturity Date: 10/30/2009, c) Interest Rate: Variable rate tied to LIBOR.

As a result of a combination of savings, decrease in fuel costs and receipt of funds from
various sources, the Rhode Island Public Transit Authority has reduced its originally
projected $10 million budget deficit for fiscal year 2009 to $1.3 million. It is unclear what
effect the remaining deficit could have on the Authority’s operations.

A forensic audit of the R.l. Resource Recovery Corporation is ongoing and has highlighted
various matters involving land transactions, the development of an industrial park adjacent to
the landfill, and environmental issues. Management has not yet determined the impact of the
forensic audit, or other investigations of the corporation, other than the carrying value of
certain assets held for development that were written down in fiscal year 2008.
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