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INDEPENDENT AUDITOR’S REPORT ON THE FINANCIAL STATEMENTS 
AND SUPPLEMENTARY INFORMATION 

Mr. Erik Stromberg, Executive Director 
North Carolina State Ports Authority 
Wilmington, North Carolina 

We have audited the special-purpose Statement of Assets, Liabilities and Fund Balances of 
the North Carolina State Ports Authority Bulk Handling Facility (the “Facility”) as of  
June 30, 2002 and the related Statement of Operations and Changes in Fund Balance of the 
Revenue Fund for the year then ended.  These financial statements are the responsibility of 
the Facility’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 and the standards for financial audits contained in Government 
Auditing Standards issued by the Comptroller General of the United States.  Those standards 
require that we plan and perform the audit to obtain reasonable assurance about whether the 
financial statements are free of material misstatement.  An audit includes examining, on a test 
basis, evidence supporting the amounts and disclosures in the financial statements.  An audit 
also includes assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement presentation.  We believe 
that our audit provides a reasonable basis for our opinion. 

The accompanying special-purpose financial statements were prepared for the purpose of 
complying with and are presented on the basis of accounting as specified in Section 712 of 
the Trust Agreement, dated January 1, 1968, between the Authority and the Trustee.  These 
practices differ, as described in Note 1, from accounting principles generally accepted in the 
United States of America and accordingly the financial statements are not intended to be a 
presentation in conformity with accounting principles generally accepted in the United States 
of America. 

In our opinion, the accompanying financial statements present fairly, in all material respects, 
the assets, liabilities and fund balances of the Facility as of June 30, 2002 and the operations 
and changes in fund balance of the Revenue Fund for the year then ended, on the basis of 
accounting described in Note 1. 



 

INDEPENDENT AUDITOR’S REPORT ON THE FINANCIAL STATEMENTS 
AND SUPPLEMENTARY INFORMATION (concluded) 

In connection with our audit, nothing came to our attention that caused us to believe that the 
money received by the Facility under the provisions of the Trust Agreement during the year 
ended June 30, 2002 was not applied in accordance with the provisions of the Trust 
Agreement or that the Facility was not in compliance with any of the covenants of Article 5 of 
the Trust Agreement.  Our audit was not, however, directed primarily toward obtaining 
knowledge of noncompliance.  Our audit was made for the purpose of forming an opinion on 
the special-purpose financial statements taken as a whole.  Our audit also included the 
supplemental Schedule of Revenue for the year ended June 30, 2002 and supplemental 
Schedule of Insurance Coverage as of June 30, 2002 which are presented in accordance with 
the requirements of the Trust Agreement.  In our opinion, such supplemental schedules, when 
considered in relation to the special-purpose financial statements, present fairly in all material 
respects the information shown therein. 

This report is intended solely for the information and use of the North Carolina State Ports 
Authority and the Trustee, The Bank of New York, and should not be used for any other 
purpose.  However, this restriction does not limit distribution of this report which is a matter 
of public record. 

 
Ralph Campbell, Jr. 
State Auditor 

September 17, 2002 
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NORTH CAROLINA STATE PORTS AUTHORITY 
BULK HANDLING FACILITY 

NOTES TO THE FINANCIAL STATEMENTS 
JUNE 30, 2002 

NOTE 1  - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

Basis of Accounting - The financial statements have been prepared for the 
purpose of complying with and on the basis of accounting practices specified 
in Section 712 of the Trust Agreement, dated January 1, 1968, between the 
Authority and the Trustee, The Bank of New York.  These statements are 
special-purpose statements and as such are not presented in accordance with 
accounting principles generally accepted in the United States of America 
primarily due to the Trust Agreement requirement that depreciation not be 
recorded on assets acquired with proceeds of the $11.4 million bonds issued 
under the Trust Agreement, nor on the Phosphoric Acid Terminal which is 
located on land committed under the terms of and subject to the Trust 
Agreement.  Unrecorded depreciation expense on these assets is $357,407.74 
and the unrecorded allowance for depreciation at June 30, 2002 is 
$11,838,285.74. 

The Trustee administered investments during the year.  At June 30, 2002 there 
were no investments. 

Accounts receivables are shown in the accompanying financial statements net 
of allowances for doubtful accounts. 

Depreciation on facilities and equipment other than as previously noted is 
computed on the straight-line method over estimated useful lives of 4 to 10 
years.  Depreciation expense on such assets amounted to $24,665.23 in 2002. 

NOTE 2  - OPERATIONS OF THE BULK HANDLING FACILITY 

A. Construction and Lease of Facility - Total construction costs of the 
Facility was $11,170,575.00, comprised of $6,223,956.00 in twenty-five 
year improvements and $4,946,619.00 in forty-year improvements. 

An agreement between the Facility and PCS Phosphate Company, Inc. 
(formerly Texasgulf, Inc. and hereinafter referred to as PCS) provides for 
reimbursement to the Facility of the direct costs incurred by the Authority 
for PCS. 
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NOTES TO THE FINANCIAL STATEMENTS (continued) 

The term of the original PCS agreement is 99 years, commencing  
August 22, 1966.  PCS may terminate the agreement at the end of the 
fifteenth year or any subsequent contract year thereafter.   

In 1975, PCS completed construction of a Phosphoric Acid Terminal on 
the land devoted to the use of the Facility, at a cost of $2,638,676.00.  
Under the terms of the lease agreement, dated October 10, 1974, between 
PCS and the Facility, the Terminal became the property of the Facility 
upon completion; however, PCS retains exclusive use of the Terminal 
throughout the 25-year original term and any extended term (three 5-year 
option periods) of this lease agreement.  This lease agreement expires 
December 31, 2002.  

B. Phosphate Revenue - The Facility has been complete and operable since 
September 1968.  Substantially all revenue, with the exception of certain 
dockage and wharfage, has been derived from handling phosphate rock 
and related fertilizer materials produced by PCS.  These revenues arise 
from an agreement between the Facility and PCS (“PCS Phosphate 
Company Agreement”), which sets forth the method of computing the rate 
per ton for phosphate rock, phosphoric acid and fertilizer materials loaded 
in ships by the Facility. 

Effective January 1, 1983, the Facility initiated an amended billing 
agreement with PCS.  Under the terms of the amended agreement, PCS 
pays the following basic fees:  Land Use Premium ($14,103.83 per 
month); Facilities Use Fee ($44,417.00 per month); and Throughput 
Charge, which is adjusted annually on July 1.  The throughput rates at 
June 30, 2002 were: 

FULL RATE BRACKET (0 TO 1 MILLION TONS)  $ .4437 PER 

REDUCED RATE BRACKET (1.0 MILLION TO 2.0 MILLION   .2219 PER 

MINIMUM RATE BRACKET (IN EXCESS OF 2.0 MILLION   .1109 PER 

The agreement also provides for excess throughput charges ($.10 per ton 
over 1 million to 1.5 million tons and $.20 per ton on all shipments in 
excess of 1.5 million tons) and throughput guarantee (throughput on a 
minimum of 500,000 tons annually with provisions for carry-forward and 
carry-back credits).  The full rate bracket is in effect until such time that 
the actual contract shipments plus the cumulative deficiency minus 
imputed contract shipments exceed 1 million tons during a contract year.  
For the year ended June 30, 2002, PCS shipped 446,231.62 tons of 
phosphate products through the Facility and did not have a contract 
deficiency at June 30, 2002. 
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NOTES TO THE FINANCIAL STATEMENTS (continued) 

The Facility initiated an amended agreement to add potash to the types of 
materials handled and stored on the premises.  The amended agreement 
would provide additional revenues to the Facility, with no additional 
operating expenses.  The purpose of this amendment is to allow PCS to 
import, store, and distribute potash using the facilities. 

C. Other Revenues - The other significant source of revenue for the Facility 
is an agreement between the Facility and the Morehead City Export 
Terminal (MCET) whereby MCET operates a local exporting facility on 
the general terminal at Morehead City.  The agreement in effect at  
June 30, 2002 provided for MCET to utilize the Morehead City General 
Terminal for wood chip exportation.  As compensation, MCET pays rent 
of $17,696.64 per month to the General Terminal and throughput charges 
to the Bulk Handling Facility Revenue Fund as follows: 

HARDWOOD CHIPS:   
FULL RATE BRACKET (0 TO 100,000 TONS) $ .63 PER TON 
REDUCED RATE BRACKET (100,001 TO 200,000  .47 PER TON 
MINIMUM RATE BRACKET (IN EXCESS OF 200,000  .39 PER TON 

SOFTWOOD CHIPS:   
FULL RATE BRACKET (0 TO 300,000 TONS)  .90 PER TON 
REDUCED RATE BRACKET (IN EXCESS OF 300,000  .765 PER 

For the year ended June 30, 2002, MCET shipped 163,815.24 tons of 
hardwood chips through the Facility.  No softwood chips were shipped 
during the fiscal year. 

NOTE 3  - COMMITMENTS 

A. Leases - During 1975, the Facility, as lessor, entered into a  
non-cancelable lease of land on which a phosphoric acid terminal has 
been constructed by the lessee, PCS.  The initial term of the lease, which 
was for 25 years with three subsequent five-year renewal options, was 
amended in 1983 to extend the lease to December 31, 2002.  The land is 
subleased by the Facility from PCS.  The term of the non-cancelable 
sublease is one day less than the lease term or any extension of the lease 
term.  An agreement by the Facility to pay the lessee’s rents due under the 
lease constitutes rentals payable under the sublease.  Payments due under 
the lease are $10.00 per year.  The Facility owns the terminal throughout 
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NOTES TO THE FINANCIAL STATEMENTS (concluded) 

  the original and any extended term of the lease.  At the expiration of the 
lease, the Facility has the option to retain the terminal or require that it be 
removed and that the premises be restored to its original condition at the 
expense of PCS. 

B. Revenue Bonds - Under the Constitution and Laws of North Carolina, the 
Facility issued $11,400,000 in revenue bonds as of January 1, 1968 for 
the purpose of improving existing facilities at the Morehead City Port 
Terminal for constructing conveyors, berths, and storage facilities for 
shipment of phosphate rock and related fertilizer materials.  The Facility 
made all scheduled bond payments and retired the revenue bonds during 
the fiscal year.  The outstanding bond balances and related interest were 
paid in full on February 25, 2002. 

To secure the performance and observances of all the covenants, 
agreements, and conditions of the trust agreements, all rents, fees, and 
other revenues were pledged to the Trustee.  All funds from all sources, 
including bank accounts, were under the direct control of the Trustee.  
The Bank of New York served as Trustee. 

The revenue bonds issued by the Authority to construct the Facility did 
not constitute a debt of the State or any political subdivision of North 
Carolina or against the Authority’s special operating fund.  They were 
payable only from the Bulk Handling Facility Revenue Fund. 
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DISTRIBUTION OF AUDIT REPORT 

In accordance with G.S. § 147-64.5 and G.S. § 147-64.6(c)(14), copies of this document have 
been distributed to the public officials listed below.  Additional copies are provided to other 
legislators, state officials, the press, and the general public upon request. 

EXECUTIVE BRANCH 

The Honorable Michael F. Easley 
The Honorable Beverly M. Perdue 
The Honorable Richard H. Moore 
The Honorable Roy A. Cooper, III 
Mr. David T. McCoy 
Mr. Robert L. Powell 
Mr. Eric Stromberg 
Mr. Jeff Strader 
Mr. James T. Fain, III 

Governor of North Carolina 
Lieutenant Governor of North Carolina 
State Treasurer 
Attorney General 
State Budget Officer 
State Controller 
Executive Director 
Chief Financial Officer 
Secretary, Department of Commerce 

LEGISLATIVE BRANCH 

Appointees to the Joint Legislative Commission on Governmental Operations 

Senator Marc Basnight, Co-Chairman Representative James B. Black, Co-Chairman 
Senator Charlie Albertson 
Senator Frank W. Ballance, Jr. 
Senator Charles Carter 
Senator Kever M. Clark 
Senator Daniel G. Clodfelter 
Senator Walter H. Dalton 
Senator James Forrester 
Senator Linda Garrou 
Senator Wilbur P. Gulley 
Senator Kay R. Hagan 
Senator David W. Hoyle 
Senator Ellie Kinnaird 
Senator Howard N. Lee 
Senator Jeanne H. Lucas 
Senator R. L. Martin 
Senator William N. Martin 
Senator Stephen M. Metcalf 
Senator Fountain Odom 
Senator Aaron W. Plyler 
Senator Eric M. Reeves 
Senator Dan Robinson 
Senator Larry Shaw 
Senator Robert G. Shaw 
Senator R. C. Soles, Jr. 
Senator Ed N. Warren 
Senator David F. Weinstein 
Senator Allen H. Wellons 

Representative Martha B. Alexander 
Representative Flossie Boyd-McIntyre 
Representative E. Nelson Cole 
Representative James W. Crawford, Jr. 
Representative William T. Culpepper, III 
Representative W. Pete Cunningham 
Representative Beverly M. Earle 
Representative Ruth M. Easterling 
Representative Stanley H. Fox 
Representative R. Phillip Haire 
Representative Dewey L. Hill 
Representative Mary L. Jarrell 
Representative Maggie Jeffus 
Representative Larry T. Justus 
Representative Edd Nye 
Representative Warren C. Oldham 
Representative William C. Owens, Jr. 
Representative E. David Redwine 
Representative R. Eugene Rogers 
Representative Drew P. Saunders 
Representative Wilma M. Sherrill 
Representative Ronald L. Smith 
Representative Gregg Thompson 
Representative Joe P. Tolson 
Representative Russell E. Tucker 
Representative Thomas E. Wright 
Representative Douglas Y. Yongue 
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DISTRIBUTION OF AUDIT REPORT(CONCLUDED) 

OTHER LEGISLATIVE OFFICIALS 

Representative Philip A. Baddour, Jr. 
Senator Anthony E. Rand 
Senator Patrick J. Ballantine 
Representative N. Leo Daughtry 
Representative Joe Hackney 
Mr. James D. Johnson 

Majority Leader of the N.C. House of Representatives 
Majority Leader of the N.C. Senate  
Minority Leader of the N.C. Senate 
Minority Leader of the N.C. House of Representatives 
N. C. House Speaker Pro-Tem 
Director, Fiscal Research Division 

October 10, 2002 



 

ORDERING INFORMATION 

COPIES OF THIS REPORT MAY BE OBTAINED BY CONTACTING THE: 
 

OFFICE OF THE STATE AUDITOR 
STATE OF NORTH CAROLINA 
2 SOUTH SALISBURY STREET 
20601 MAIL SERVICE CENTER 
RALEIGH, NORTH CAROLINA 27699-0601 

INTERNET: HTTP://WWW.NCAUDITOR.NET 

TELEPHONE: 919/807-7500 

FACSIMILE: 919/807-7647 

 

 

http://www.ncauditor.net/
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