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INDEPENDENT AUDITOR’S REPORT 
 
TO NORTH CAROLINA 
  OFFICE OF THE STATE AUDITOR 
 
 We have audited the accompanying financial statements of the NORTH CAROLINA 
OFFICE OF THE STATE AUDITOR as of and for the year ended June 30, 2002, as listed in the
table of contents.  These financial statements are the responsibility of the NORTH CAROLINA 
OFFICE OF THE STATE AUDITOR’S management.  Our responsibility is to express an opinion on 
these financial statements based on our audit. 
 
 We conducted our audit in accordance with auditing standards generally accepted in
the United States of America.  Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material
misstatement.  An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements.  An audit also includes assessing the accounting 
principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation.  We believe that our audit provides a reasonable basis
for our opinion. 
 
 As discussed in Note 1, the financial statements of the NORTH CAROLINA OFFICE OF 
THE STATE AUDITOR are intended to present the financial position, and the changes in financial
position and cash flows, where applicable, of only that portion of the governmental activities,
the business-type activities, each major fund, and the aggregate remaining fund information of
the State of North Carolina that is attributable to the transactions of the NORTH CAROLINA 
OFFICE OF THE STATE AUDITOR.  They do not purport to, and do not, present fairly the
financial position of the State of North Carolina as of June 30, 2002, and the changes in its
financial position and its cash flows, where applicable, for the year then ended in conformity
with accounting principles generally accepted in the United States of America. 
 
 In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of the NORTH CAROLINA OFFICE OF THE STATE AUDITOR as of 
June 30, 2002, and the changes in financial position for the year then ended in conformity with
accounting principles generally accepted in the United States of America.  
 
 As described in Note 1, the NORTH CAROLINA OFFICE OF THE STATE AUDITOR has 
implemented a new financial reporting model, as required by the provisions of Governmental 
Accounting Standards Board Statement No. 34, Basic Financial Statements - and 
Management's Discussion and Analysis - For State and Local Governments as of June 30, 
2002.   
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The required supplementary information on pages 16 and 17 is not a required part of the basic 
financial statements but is supplementary information required by the Governmental Accounting Standards 
Board.  We have applied certain limited procedures, which consisted principally of inquiries of management 
regarding the methods of measurement and presentation of the required supplementary information.  
However, we did not audit the information and express no opinion on it. 
 
 Our audit was conducted for the purpose of forming an opinion on the basic financial statements 
taken as a whole.  The other supplementary information listed in the table of contents is presented for 
purposes of additional analysis and is not a required part of the basic financial statements of the NORTH 
CAROLINA OFFICE OF THE STATE AUDITOR.  Such information has been subjected to the auditing procedures 
applied in the audit of the basic financial statements and, in our opinion, is fairly stated in all material 
respects in relation to the basic financial statements taken as a whole. 
 
 

A. T. Allen & Company, L.L.P. 
 
 
Raleigh, North Carolina 
September 19, 2002 
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NORTH CAROLINA OFFICE OF THE STATE AUDITOR 
NOTES TO THE FINANCIAL STATEMENTS 

JUNE 30, 2002 

Note 1 - Summary of Significant Accounting Policies 

A. Reporting Entity - The North Carolina Office of the State Auditor is a part of the State of North 
Carolina and is not a separate legal or reporting entity.  The department’s accounts and 
transactions are included in the State of North Carolina’s Comprehensive Annual Financial 
Report (CAFR) as a part of the State’s General Fund. 

B. Basis of Presentation - The department's records are maintained on a cash basis throughout the 
year, but adjustments are made at fiscal year-end to convert to generally accepted accounting 
principles (GAAP) for government entities.  The financial statements are prepared according to 
GAAP as follows: 

Governmental Fund Types 

For the year ended June 30, 2002 the State of North Carolina implemented GASB Statement No. 
34, Basic Financial Statements – and Management’s Discussion and Analysis – for State and 
Local Governments.  That Statement requires the presentation of both government-wide and fund 
level financial statements.  The financial statements presented are governmental fund financial 
statements of the department.  Because the department is not a separate legal entity, government-
wide financial statements are not prepared.  

Governmental fund financial statements are reported using the current financial resources 
measurement focus and the modified accrual basis of accounting.  Revenues are recognized as 
soon as they are both measurable and available.  Revenues are considered to be available when 
they are collectible within the current period or soon enough thereafter to pay liabilities of the 
current period.  For this purpose, the government considers revenues to be available if they are 
collected within 31 days of the end of the current fiscal period.  Expenditures generally are 
recorded when a liability is incurred. 

Since capital asset and long-term liability accounts relating to governmental funds are reported 
only in the governmental activities column of the government-wide financial statements these 
amounts are not included in the financial statements of the department.  However, amounts are 
reported in the Notes to the Financial Statements. 

C. Accounts Receivable - These are composed of amounts due from other departments and 
organizations outside the department. 

D. Inventories - Inventory for the general fund consists of expendable supplies and postage held for 
consumption.  The amount thereof has been recorded, at cost, for information purposes only, as 
an asset, offset by a reserve in an equal amount.  The cost value of such inventory has been 
recorded as an expenditure at the time the individual inventory items were purchased. 

E. Prior Year Totals - Comparative totals for the prior year have been presented in the 
accompanying financial statements for information only and are not intended to be a complete 
presentation.   
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Note 2 - Pension Plans 

A. Teachers' and State Employees' Retirement System 

Each permanent full-time employee, as a condition of employment, is a member of the 
Teachers' and State Employees' Retirement System of North Carolina (System), a multiple-
employer, cost-sharing, defined benefit pension plan which is administered by the North 
Carolina State Treasurer.  Additional detailed information about the System can be located 
in the State of North Carolina's Comprehensive Annual Financial Report.  Employees 
contributed 6% of gross wages for the year ended June 30, 2002.  The department 
contributed, for pension benefits, 1.97% of covered wages.  The department has no pension 
plan obligations beyond the matching already paid into the system. 

For the year ended June 30, 2002, the department had a total payroll of $9,878,203.38 of 
which $9,729,337.01 was covered under the Teachers' and State Employees' Retirement 
System.  Employee contributions totaled $583,760.22. 

The following presents the three-year trend of annual required contributions (ARC) made 
by the department to the Plan: 

 
Year 

ARC by 
Department 

% of ARC 
Contributed 

2002 191,667.94 100% 
2001 506,935.21 100% 
2000 756,283.87 100% 

In the year ended June 30, 2001 $209,046 of the annual required contributions were placed 
in a special reserve account established by the Office of State Budget and Management.  
These funds were released to cover the shortfall in the State’s General Fund during 2001.  

B. Deferred Compensation and Supplemental Retirement Income Plans - IRC Section 457 
Plan - All permanent employees are eligible to participate in the deferred compensation 
plan offered by the State of North Carolina in accordance with Internal Revenue Code 
Section 457.  The plan permits each participant to defer a portion of his or her salary until 
future years.  The deferred compensation is available to employees upon separation of 
service, death, disability, retirement or due to financial hardships if approved by the Board 
of Trustees of the plan.  All administration and funding costs are the responsibility of the 
plan.  Voluntary contributions by employees amounted to $44,389.98 during the year ended 
June 30, 2002. 

IRC Section 401(k) Plan - Effective January 1, 1985, Chapter 135, Article 5 of the North 
Carolina General Statutes authorized the creation of the Supplemental Retirement Income 
Plan of North Carolina in accordance with Internal Revenue Code Section 401(k).  All 
employees who are members of the Teachers' and State Employees' Retirement System of 
North Carolina are eligible for enrollment in this plan.  Members of the plan may receive 
their benefits upon retirement, disability, termination, hardship, or death.  All costs of 
administering the plan are the responsibility of the plan's participants.  Voluntary 
contributions by employees amounted to $191,314.00 during the year ended June 30, 2002. 
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Note 3 - Other Postemployment Benefits 

A. Health Care for Long-Term Disability Beneficiaries and Retirees 

The department participates in State administered programs which provide postemployment 
health insurance to eligible former employees.  Eligible former employees include long-
term disability beneficiaries of the Disability Income Plan of North Carolina and 
participants of the Teachers' and State Employees' Retirement System of North Carolina.  
These benefits were established by Chapter 135, Article 3 Part 3, of the General Statutes, 
and may be amended only by the North Carolina General Assembly.  Funding for the health 
care benefit for long-term disability beneficiaries and retirees is financed on a pay as you go 
basis.  The department contributes 2.35% of covered payroll under the Teachers' and State 
Employees' Retirement System to the Plan.  For the fiscal year ended June 30, 2002, the 
department's total contribution to the Plan was $228,639.42.  The department assumes no 
liability for retiree health care benefits provided by the programs other than its contribution. 
 Additional detailed information about these programs can be located in the State of North 
Carolina's Comprehensive Annual Financial Report. 

B. Long-Term Disability 

The department participates in the Disability Income Plan of North Carolina (the Plan).  
The Plan provides disability income to eligible participants in accordance with Chapter 135, 
Article 6, of the General Statues.  Eligible participants are employees that are members of 
the Teachers' and State Employees' Retirement System.  Additional detailed information 
about the Plan can be located in the State of North Carolina's Comprehensive Annual 
Financial Report.  The department contributes .52% of covered payroll under the Teachers' 
and State Employees' Retirement System to the Plan.  For the fiscal year ended June 30, 
2002, the department's total contribution to the Plan was $50,592.55.  The department 
assumes no liability for long-term disability benefits under the Plan other than its 
contribution. 

Note 4 - Lease Obligations  

Operating Leases –The department leases office space in Asheville, Elizabeth City, Greenville, 
Wilmington, Winston-Salem and Greensboro.  The Greensboro lease is currently $250 per month 
and is leased on a month-to-month basis.  Future minimum lease commitments for noncancelable 
operating leases as of June 30, 2002 are as follows: 

 Fiscal Year Ending June 30 
 2003 2004 2005 

  
Asheville $ 3,600.00 $ 0.00 $ 0.00 
Elizabeth City 5,304.36 2,652.18 0.00 
Greenville 5,980.92 6,135.96 6,319.92 
Wilmington 6,861.96 7,136.40 3,638.16 
Winston-Salem 4,980.00 1,660.00 0.00 
  
Total $ 26,727.24 $ 17,584.54 $ 9,958.08 
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Note 5 - Transfers-In/Transfers-Out 

Transfers-In 

The department performs federal compliance audits as specified in Federal Circular A-133.  State 
agencies, Universities and Community Colleges are billed for the audit work performed on a cost 
reimbursement basis.  Also, the department, upon request, performs audits of specific grants and 
foundations on a cost reimbursement basis.  The amount received during the fiscal year was 
$2,758,740.00.  

The department was awarded $500,000.00 of the special allocation of funds for terrorism defense 
from the Committee on Terrorism for a project involving agency information system assessments. 
 During the current fiscal period the department received transfers in the amount of $359,300.00 
of these funds from the Department of Crime Control and Public Safety. 

 

Note 6 - Risk Management 

A. Insurance and Other Risk Management Activities  

This Agency is exposed to various risks of loss related to torts; theft of, damage to, and the 
destruction of assets; errors and omissions; injuries to employees; and natural disasters.  
These exposures to loss are handled via a combination of methods, including participation in 
various state-administered risk pools, purchase of commercial insurance and self-retention of 
certain risks. 

Tort claims of up to $500,000 are self-insured under the authority of the State Tort Claims 
Act.  In addition, the State provides an additional $11,000,000 public officers' and 
employees' liability insurance via contract with a private insurance company.  The premium, 
based on a composite rate, is paid by the Agency directly to the insurer. 

The State Property Fire Insurance Fund insures all State owned buildings and contents for 
fire, extended coverage, and other property losses.  Coverage for fire losses for all operations 
supported by the State's General Fund is provided at no cost to this Agency.  The Agency 
also purchased through the Fund "all risk" coverage for contents.  The Fund purchases this 
excess insurance from a private insurer to cover losses over the amounts insured by the Fund. 

All State-owned vehicles are covered by liability insurance handled by the State Department 
of Insurance.  The State is self-insured for the first $500,000 of any loss through a 
retrospective rated plan.  Excess insurance coverage is purchased through a private insurer to 
cover losses greater than $500,000.  The liability limits for losses incurring in state are 
$500,000 per claimant and $5,000,000 per occurrence.  The liability limits for losses 
incurring out of state are $1,000,000 per claimant and $5,000,000 per occurrence. 
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Note 6 - Risk Management (concluded) 

A. Insurance and Other Risk Management Activities (concluded)  

The Agency is protected for losses from employee dishonesty and computer fraud for 
employees paid in whole or in part from State funds.  The blanket honesty bond is handled by 
the State Department of Insurance with coverage of $5,000,000 per occurrence with a 
$50,000 deductible and a 10% participation in each loss above the deductible.  

Other coverage not handled by the State Department of Insurance is purchased through the 
State's insurance agent of record 

B. Employee Benefits Plan  

Employees and retirees are provided health care coverage by the State’s Comprehensive 
Major Medical Plan.  The Plan is funded by employer and employee contributions and is 
administered by a third party contractor.  Health care coverage is optionally available through 
contractual agreements with several HMO plans. 

The North Carolina Workers' Compensation Program provides benefits to workers injured on 
the job.  All employees of the State are included in the program.  When an employee is 
injured, the Agency's primary responsibility is to arrange for and provide the necessary 
treatment for work related injuries.  The Agency is responsible to pay medical benefits and 
compensation in accordance with the North Carolina Workers' Compensation Act.  

Term life insurance of $25,000 to $50,000 is provided to eligible workers.  This self-insured 
death benefit program is administered by the State Treasurer's Office and funded via 
employer contributions. 

Short-term and long-term disability benefits are provided to eligible members of the 
Teachers' and State Employees' Retirement System.  Short-term benefits are payable after a 
waiting period of 60 continuous calendar days from the onset of disability.  Long-term 
disability benefits are payable as an other post employment benefit from the Disability 
Income Plan of North Carolina after the conclusion of the short-term disability period or after 
salary continuation payments cease, whichever is later, for as long as an employee is 
disabled.  These benefits are established by Chapter 135, Article 6, of the General Statutes 
and may be amended only by the North Carolina General Assembly.  The NC Department of 
State Treasurer administers the plan. 

There have been no significant reductions in insurance coverage from the previous year and 
settled claims have not exceeded coverage in any of the past three fiscal years. 

Additional details on the state-administered risk management programs are disclosed in the 
State's Comprehensive Annual Financial Report, issued by the State Controller's Office. 
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Note 7 - Capital Assets: 

Purchases of capital assets are reported as expenditures in governmental funds.  Consequently, 
capital asset balances are not reported on the face of the financial statements.  In accordance with 
Office of the State Controller policy, assets that have a value of $5,000 or more when acquired are 
recorded in the accounting system for statewide reporting purposes.  Depreciation is recorded at 
the statewide level.  A summary of changes in the department’s capital asset balances is presented 
as follows: 

Balance Deletions/   Balance 
July 1, 2001 Additions Transfers   June 30, 

2002 
    
Furniture $ 374,375.20 $ 0.00 $ 0.00  $ 374,375.20
Data Processing Systems 985,820.76 42,362.67 69,827.19   958,356.24

   
Total Fixed Assets $ 1,360,195.96 $ 42,362.67 $ 69,827.19  $ 1,332,731.4
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Note 8 - General Long-Term Liabilities 

Vacation and Sick Leave 

General long-term liabilities are not recognized in governmental funds until they become due.  
Consequently, general long-term liabilities not yet due are not reported on the face of the financial 
statements.  In accordance with Office of the State Controller policy, these amounts are recorded 
in the accounting system for statewide reporting purposes.  A summary of changes in the 
department’s general long-term liability for unused vacation leave and matching benefits for 
retirement and social security is as follows: 

Balance    Balance 
July 1, 2001 Additions Deletions   June 30, 2002 

    
Compensated Absences $ 808,439.00 $ 786,416.00 $ (775,047.00)  $ 819,808.00

Employees earn vacation leave ranging from 0.98 to 2.15 days per month depending upon years 
of service.  There is no requirement that vacation leave be taken; however, the maximum 
permissible accumulation of unused vacation leave which can be carried forward each January 1st 
or for which an employee can be paid upon termination of employment with the State is 30 days.  
Under this policy, the accumulated vacation leave for each employee at each June 30th would 
equal the leave carried forward at the previous December 31 plus the leave earned and less the 
leave taken between January 1 and June 30.   

Employees earn sick leave at the rate of one day per month with an unlimited accumulation.  
Employees are not paid for accumulated sick leave upon termination; however, additional service 
credit for retirement pension benefits is given for accumulated sick leave upon retirement.  The 
State has no obligation to pay sick leave upon termination or retirement. 
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NORTH CAROLINA OFFICE OF THE STATE AUDITOR 
NOTES TO REQUIRED SUPPLEMENTARY INFORMATION BUDGETARY REPORTING 

FOR THE FISCAL YEAR ENDED JUNE 30, 2002 
 

 
 

The State's annual budget is prepared principally on the cash basis.  The 1985 General Assembly enacted certain special provisions 
which state that the budget as certified in the appropriations act is the legal budget for all agencies.  These special provisions also 
state that agencies may spend more than was certified in various line items provided the over-expenditure meets certain criteria 
and is authorized by the Director of the Budget.  The process of approving these over-expenditures results in the authorized budget 
amounts.   

 
Budgetary (Cash) Basis vs. GAAP (Modified Accrual) 

Because of the difference in the basis of accounting, the budgetary fund balance reported in the Required Supplementary 
Information for the General Fund differs from the GAAP fund balance reported on Exhibits A and B.   A reconciliation is 
presented below. 

General 
Fund 

 
Fund Balance (Budgetary Basis), June 30, 2002 $ 0.00
Add (Deduct):  
  Accrued Revenues 43,099.76
  Inventories 33,915.22
  Accrued Expenditures (65,658.00)
Fund Balance (GAAP Basis), June 30, 2002 $ 11,356.98
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