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The Honorable Michael F. Easley, Governor
The General Assembly of North Carolina
The U.S.S. North Carolina Battleship Commission

This report presents the results of our financial statement audit of the U.S.S. North Carolina
Battleship Commission (the Commission) for the year ended September 30, 2001. Our audit
was made by authority of Article 5A of G.S. §147.

The accounts and operations of the Commission are an integral part of the State’s reporting
entity represented in the State’s Comprehensive Annual Financial Report (CAFR) and the
State’s Single Audit Report. In those reports the State Auditor expresses an opinion on the
State’s financial statements. In the Single Audit Report, the State Auditor also presents the
audit results on the State’s internal controls and on the State’s compliance with laws,
regulations, contracts, and grants applicable to the State’s financial statements and to its
federal financial assistance programs.

As part of the audit work necessary for the CAFR and the Single Audit Report, the accounts
and operations of the Commission were subject to audit procedures as we considered
necessary. In addition, we performed auditing procedures that we considered necessary for us
to report on the accompanying financial statements that relate solely to the U.S.S. North
Carolina Battleship Commission. The audit procedures were conducted in accordance with
auditing standards generally accepted in the United States of America and Government
Auditing Standards issued by the Comptroller General of the United States.

The purpose of this report is to present the results of our audit on the accompanying financial
statements that relate solely to the U.S.S. North Carolina Battleship Commission. A summary
of our reporting objectives and audit results are:

1. Objective - Express an opinion on the accompanying financial statements.

Results - The accompanying financial statements present fairly, in all material respects,
the amounts and disclosures made in accordance with accounting principles generally
accepted in the United States of America.



AUDITOR’S TRANSMITTAL (CONCLUDED)

2. Objective - Present instances of noncompliance, if any, with laws, regulations, contracts,
or grants.

Results - Our tests disclosed no instances of noncompliance which require disclosure
herein under Government Auditing Standards.

3. Objective - Present significant deficiencies, if any, in internal control over financial
reporting which could adversely affect the Commission’s ability to record, process,
summarize, and report financial data in the financial statements.

Results - Our tests disclosed no material weaknesses in internal control over financial
reporting which require disclosure herein under Government Auditing Standards.

North Carolina General Statutes require the State Auditor to make audit reports available to
the public. Copies of audit reports issued by the Office of the State Auditor may be obtained
through one of the options listed in the back of this report.

TabA Calstt J.

Ralph Campbell, Jr.
State Auditor
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INDEPENDENT AUDITOR’S REPORT

Captain David R. Scheu, USN (Ret), Director
U.S.S. North Carolina Battleship Commission
Wilmington, North Carolina

We have audited the accompanying Statement of Net Assets of the U.S.S. North Carolina
Battleship Commission as of September 30, 2001 and the related Statement of Revenues,
Expenses, and Changes in Net Assets and the Statement of Cash Flows for the year then
ended. These financial statements are the responsibility of the Commission’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 applicable to financial audits contained in
Government Auditing Standards issued by the Comptroller General of the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

As discussed in Note 1, the financial statements of the Commission are intended to present
the financial position and results of operations and cash flows of only that portion of the State
of North Carolina financial reporting entity that is attributable to the transactions of the
Commission.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of the Commission as of September 30, 2001 and the results of
its operations and cash flows for the year then ended, in conformity with accounting
principles generally accepted in the United States of America.

As discussed in Note 12 to the financial statements, the Commission implemented GASB
Statement No. 34, - Basic Financial Statements — and Management’s Discussion and Analysis
— for State and Local Governments during the year ended September 30, 2001.
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In accordance with Government Auditing Standards, we have also issued our report dated
July 25, 2002 on our consideration of the Commission’s internal control over financial
reporting and on our tests of its compliance with a certain provisions of laws, regulations,
contracts, and grants. That report is an integral part of an audit performed in accordance with
Government Auditing Standards and should be read in conjunction with this report in
considering the results of our audit.

Fabhe Complelt J.

Ralph Campbell, Jr.
State Auditor

July 25,2002



U.S8.8. North Carolina Balfleship Commission
Sitatement of Net Assels

September 30, 2001 Exhibir A
ASKETS
Current Assets
Cash and Cash Equivalents 5 1,124 345 33
Restricted Cash and Cash Equivalents 72392025
Accounts Receivable 2,209 .95
Pledges Receivable 112524 .33
lrwentories 171 ,430.93
Prepaid ltems 87 885.58
Total Current Assets 2222 316,42
Moncurrent Assets
lrvestments 51 B15.19
Restricted Investments 2421 02233
FPledges Receivable 73.8900.00
Capital Assets, MNet (Mote B) 2 B8R 859 25
Total Moncurrent Assets 5503 39577
Total Assets 72571319
LIABILITIES
Current Liahilities
Accounts Payable and Accrued Liahilities:
Accounts Fayahble 167 710.24
Accrued Payroll 279530
Compensated Absences 5387 .20
Funds Held For Others G2 8585.00
Deferred Revenue 1.950.00
Total Current Liabilities 240 727 74
Moncurrent Liahilities
Compensated Absences 45 821.96
Total Liahilities 286 549 70
NET ASSETS
Invested in Capital Assets 2955 359.25
Restricted Expendable 32458 52515
Lnrestricted 1,232 B79.09
Total Het Assets 5 7439 163.49

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



[1.5.5. North Carolina Battleship Commission
Statement of Revenues, Expenses, and Changes in Nef Assely

Year Ended September 30, 2001 Exhibit B
REVENUES
Operating Revenues
Sales and Services 17 043.05
Fees, Licenses and Fines 1.504,121.80
Miscellaneous 40 463 .56
Total Operating Revenues 2201 B28.41
EXPENSES
Operating Expenses
Fersonal Semwices 020 523.51
Supplies and Materials 44 264 03
Semices B9 784 27
Cost of Goods Sold 346 764 .52
Depreciation 131 587011
Insurance and Bonding 1677267
Other 63,756.30
Total Operating Expenses 22173540
Cperating Income 35 8593.00
Nonoperating (Expenses)
Investment Earnings (Loss) (302 492 39
Miscellaneous (4 576.36)
Total Monoperating Expenses (307 0B8.75)
Loss Befare Other Revenues (b7 175.75)
Capital Gifts 53 ,067.34
Decrease in Met Assets (214 ,108.41)
WNET ASSETS
MNet Assets - October 1, 2000 7 553 .271.90
Net Assets - September 30, 2001 7439 163,49

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




U.5.S. North Carolina Batfleship Commission
Statement of Cash Flows
Year Ended Seplember 30, 2001 Exhibit C

Cash Flows from Operating Activities

Receipts from Customers ! 2 5A0 B25.958
Fayments to Suppliers (395 B4k.55)
Fayments to Employees (@16 277.71)
Met Cash Provided by Operating Activities 735 701,72
Cash Flows from Capital Financing and Related Financing Activities
Acqguisition of Capital Assets (1,045 312.19)
=hip Restoration Expense (4 576.36)
Capital Gifts 55 067 .34
Met Cash Used for Capital Financing Activities (596 521.21)
Cash Flows from Investment Activities
Proceeds from Sales and Maturities of lnvestments 5 060 033.14
Investment Earnings (302 4592.39)
Furchase of Investments and Related Fees (4 551 701.598)
Met Cash Provided by Investing Activities 1,105 893,77
Met Increase in Cash and Cash Equivalents g44 774,28
Cash and Cash Equivalents - October 1, 2000 1003 491.34
Cash and Cash Equivalents - September 30, 2001 5 1848 265 B2




[.5.5. North Carolina Batfleship Commission
Statement of Cash Flows Fxhibir C
Year Ended September 30, 2001 Puge 2

Reconciliation of Net Operating Hevenues (Expenses) to Net Cash

Provided {Used) by Operating Activities:
Operating Income ! 39 893.00
Adjustments to Reconcile Operating Income to Net Cash Provided By
Operating Activities:

Depreciation 131 870,11
Changes in Met Assets and Liabilities:
Accounts Receivable 2441
Fledges Recevable 291 020356
Inventories B3 986532
Frepaid ltems 747283
Accounts Payable and Accrued Liabilities 137 A03.43
Compensated Absences 313783
Funds Held Far Others E2 B85.00
Deferred Rewvenue 2 267.00)
Met Cash Provided by Operating Activities 5 735, 701.72

Honcash Investing, Capital and Financing Activities:
Change in Fair %Yalue of Investments Y 533 bh1.88

Reconciliation of Cash and Cash Equivalent Balances:
Current Assets

Cash and Cash Equivalents 1,124 345 33
Festricted Cash and Cash Equivalents 72352009
Total Cash and Cash Equivalent Balances ] 1,845 205 B2

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



U.S.S. NORTH CAROLINA BATTLESHIP COMMISSION

NOTES TO THE FINANCIAL STATEMENTS
SEPTEMBER 30, 2001

NOTE 1

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A.

Financial Reporting Entity - The concept underlying the definition of
the financial reporting entity is that elected officials are accountable to
their constituents for their actions. = The accompanying financial
statements present all funds for which the Commission’s board of
commissioners is accountable.  The financial statements of the
Commission are an integral part of the State’s Comprehensive Annual
Financial Report.

The accompanying financial statements present all funds belonging to the
Commission. Related non-profit corporations for which the Commission
is not financially accountable are not part of the accompanying financial
statements. These entities are not included because they are separately
incorporated and there are neither common commissioners nor other
evidence of common control. Management’s Discussion and Analysis
will not be presented since the accompanying financial statements are
considered departmental level financial statements.

Basis of Presentation - The accompanying financial statements are
presented in accordance with accounting principles generally accepted in
the United States of America as prescribed by the Governmental
Accounting Standards Board (GASB).

Pursuant to the provisions of GASB Statement No. 34, Basic Financial
Statements — and Management’s Discussion and Analysis — for State and
Local Governments effective for the Commission’s year ended
September 30, 2001, the full scope of the Commission’s activities is
considered to be a single business-type activity (BTA).

Basis of Accounting - The financial statements of the Commission have
been prepared using the economic resource measurement focus and the
accrual basis of accounting. Under the accrual basis, revenues are
recognized when earned, and expenses are recorded when an obligation
has been incurred.

In accordance with GASB Statement No. 20, Accounting and Financial
Reporting for Proprietary Funds and Other Governmental Entities That
Use Proprietary Fund Accounting, the Commission does not apply
Financial Accounting Standards Board (FASB) pronouncements issued



NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

after November 30, 1989, for proprietary activities, unless the GASB
amends its pronouncements to specifically adopt FASB pronouncements
issued after that date.

D. Cash and Cash Equivalents - This classification appears on the
Statement of Net Assets and the Statement of Cash Flows and includes
undeposited receipts and cash on deposit with private bank accounts.

E. Investments - This classification includes long-term fixed income
investments, equity investments, mutual funds, money market funds, and
certificates of deposit of the Commission. Except for money market
funds and certificates of deposit not held by a governmental external
investment pool and other asset holdings, these investments are accounted
for at fair value, as determined by quoted market prices, or an amount
determined by management if quoted market prices are not available. The
net increase (decrease) in the fair value of investments is recognized as a
component of investment income.

Money market funds and certificates of deposit not held by a
governmental external investment pool are reported at cost, if purchased,
or at fair value or appraised value at date of gift, if donated.

F. Receivables - The Commission considers its accounts and pledges
receivable to be fully collectible; accordingly, no allowance for doubtful
accounts is required.

G. Inventories - Inventories, consisting of expendable supplies and
merchandise for resale, are stated at the lower of cost or market. Cost for
merchandise for resale is computed by dividing the total cost of units
available for sale by the number of units available for sale. This moving
weighted average cost is then multiplied by the number of units in the
ending inventory.

H. Capital Assets and Depreciation — Capital Assets are stated at cost at
date of acquisition. The Commission capitalizes assets that have a value
or cost in excess of $500 at the date of acquisition and an expected useful
life of one or more years.

Depreciation is computed using the straight-line and/or units of output
method over the estimated useful lives of the assets, generally 10 to 50
years for infrastructure, 10 to 50 years for buildings and 3 to 15 years for
equipment.

The Commission does not capitalize the Battleship exhibit nor its art and
artifact collections. The Battleship exhibit and its collections adhere to
the Commission’s policy to maintain for public exhibition, education or



NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

research; protect, keep unencumbered, care for, and preserve; and requires
proceeds from their sale to be used to acquire other collection items.
Accounting principles generally accepted in the United States of America
permit collections maintained in this manner to be charged to operations
at time of purchase rather than capitalized.

I. Restricted Assets — Restricted assets represent assets whose use is
restricted by external parties or by law through constitutional provisions
or enabling legislation.

J.  Compensated Absences - The Commission’s policy is to record the cost
of vacation leave when earned. The policy provides for a maximum
accumulation of unused vacation leave of 30 days which can be carried
forward each January 1st or for which an employee can be paid upon
termination of employment. Also, any accumulated vacation leave in
excess of 30 days at December 31st is converted to sick leave. Under this
policy, the accumulated vacation leave for each employee at
September 30th equals the leave carried forward at the previous
December 31st plus the leave earned, less the leave taken between
January 1st and September 30th.

When classifying compensated absences into current and noncurrent,
leave is considered taken using a last-in, first-out method.

K. Net Assets — The Commission’s net assets are classified as follows:

Invested in Capital Assets — This represents the Commission’s total
investment in capital assets, net of outstanding debt obligations related to
those capital assets, if any.

Restricted Net Assets — Expendable — Expendable restricted net assets
include resources in which the Commission is legally or contractually
obligated to spend the resources in accordance with restrictions imposed
by external parties.

Unrestricted Net Assets — Unrestricted net assets include resources
derived from admission fees, sales and services, unrestricted gifts,
royalties, and interest income.

When both restricted and unrestricted funds are available for expenditure,
the decision for funding is internally generated by management of the
Commission.

L. Revenue and Expense Recognition — The Commission presents its
revenues and expenses as operating or nonoperating based on recognition
definitions from GASB Statement No. 9, Reporting Cash Flows of
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Proprietary and Nonexpendable Trust Funds and Governmental Entities
That Use Proprietary Fund Accounting. Operating activities are those
activities that are necessary and essential to the mission of the
Commission.  Operating revenues include all charges to customers.
Revenues from nonexchange transactions that represent subsidies or gifts
to the Commission, as well as investment income, are considered
nonoperating since these are either investing, capital or noncapital
financing activities. Operating expenses are all expense transactions
incurred other than those related to investing, capital or noncapital
financing activities.

NOTE2 - DEPOSITS AND INVESTMENTS

A.

Deposits - At year end, cash on hand was $5,910.00. The carrying
amount (book balance) of the Commission’s demand and time deposits
was $2,127,846.26 and the bank balance was $2,168,503.16.

The bank balance of demand deposits with private financial institutions at
September 30, 2001 was $4,893.30. These deposits were covered by
federal depository insurance.

The bank balance of time deposits with private financial institutions at
September 30, 2001 consisted of interest bearing checking accounts,
certificates of deposit, and money market accounts totaling
$2,163,609.86. Of this amount, $385,490.64 was covered by federal
depository insurance, $100,000.00 was covered by securities protection
insurance, and $1,678,119.22 was not insured or collateralized.

Investments - As outlined in its cash management plan the Commission
is authorized to invest excess funds for the purposes of earning additional
income.

Credit Risk Categories - The Commission’s investments are categorized
below to give an indication of the level of risk assumed by the entity at
year-end. The credit risk categories are concerned with custodial credit
risk, which is the risk that a government will not be able to recover the
value of investment or collateral securities that are in the possession of an
outside party if the counterparty to the investment transaction fails. There
are three categories of credit risk. Category 1 includes investments that
are insured or registered or for which the securities are held by the
Commission or its agent in the Commission’s name. Category 2 includes
uninsured and unregistered investments for which the securities are held
by a counterparty’s trust department or agent in the Commission’s name.
Category 3 includes uninsured and unregistered investments for which the
securities are held by the broker or dealer, or by a counterparty’s trust

10



NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

NOTE 3

NOTE 4

department or agent but not in the Commission’s name. A summary of
the Commission’s investments at September 30, 2001 is presented below:

Fair Value
Risk Category
1 2 3 Total

Categorized Investments:

U.S. Government Securities $ 0.00 $ 0.00 $ 212,507.54 $ 212,507.54

Corporate Bonds 694,384.61 694,384.61

Corporate Common Stock 1,161,616.00 1,161,616.00
Total Categorized Investments $ 0.00 $ 0.00 $ 2,068,508.15 $ 2,068,508.15
Investments Not Categorized:

Certificates of Deposit 285,490.64

Money Market Funds 118,638.73
Total Investments $ 2,472,637.52

—_— s

The above certificates of deposit are a component of the deposit totals
reported in the deposits section of this note.

RESERVE FUND

In accordance with North Carolina G.S. 143B-74.1 the Commission
established, on January 6, 1984, a cash reserve fund for contingencies and
emergencies beyond those occurring in the course of routine maintenance and
operation. This reserve is equal to one-half of the authorized operating budget
for that fiscal year.

Accordingly, 50% of the authorized normal operating budget for the fiscal
year 2001 of $2,291,680.80 yields a restricted reserve requirement of
$1,145,840.40. At year end, the value of the investment portfolio, described in
Note 2, exceeded the restricted reserve requirement; therefore, the
$1,326,797.12 excess is considered available for operations and restoration
projects.

RESTORATION FUND

In 1998, the Commission undertook a capital campaign for the restoration of
the Battleship North Carolina. In addition to funding three currently needed
major restoration projects, another goal of the campaign was to establish a
Restoration Fund from which future restoration projects could be funded. For
the fiscal year ended September 30, 2001, the Battleship received pledges and
donations in the amount of $30,263.27. Because of the restricted-use nature of
the Restoration Fund, the portfolio is managed as a separate account by
Franklin Street Partners.

11
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At year-end, the fair value of the Franklin Street Partners Restoration Fund

segment of the portfolio, summarized in Note 2, was $398,691.29.

NOTES - INVENTORIES

Inventories at year end consisted of merchandise for resale. The Ship’s Store
and the concession inventories were valued at $171,289.45 and $141.48,

respectively.

NOTE6 - CAPITAL ASSETS

A summary of changes in the capital assets is presented as follows:

Capital Assets, Non-Depreciable:
Land
Construction in Progress

Total Capital Assets, Non-Depreciable
Capital Assets, Depreciable:
Buildings
Machinery and Equipment

General Infrastructure

Totals

Less Accumulated Depreciation/Amortization for:

Buildings

Machinery and Equipment

General Infrastructure
Totals

Total Capital Assets, Depreciable, Net

Capital Assets, net

Balance Balance
October 1, 2000 Adjustments Increases Decreases September 30, 2001

N 97,425.80  § 0.00 $ 000 $ 0.00 N 97,425.80
1,064,415.72 988,325.39 2,052,741.11
1,161,841.52 988,325.39 2,150,166.91
1,114,823.35 1,114,823.35
1,211,713.64 56,986.80 1,268,700.44
629,165.74 629,165.74
2,955,702.73 56,986.80 3,012,689.53
687,474.58 687,474.58
901,685.86 131,870.11 1,033,555.97
484,966.64 484,966.64
2,074,127.08 131,870.11 2,205,997.19
881,575.65 (74,883.31) 806,692.34
$ 2,043,417.17 $ 0.00 $§ 913,442.08 $ 0.00 $ 2,956,859.25

NOTE7 - 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.

After five years of creditable service, members of the Teacher’s and State
Employees’ Retirement System qualify for a vested deferred benefit.
Employees who retire on or after age 65 and complete
5 years of membership service, reach age 60 with 25 years of membership
service, or complete 30 years of creditable service receive a retirement
allowance of 1.81% of an average final compensation (based on the
4 consecutive years that produce the highest average) multiplied by the

12
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number of years of creditable service. Employees may retire with
reduced benefits if they reach age 50 with 20 years of creditable service
or reach age 60 with 5 years of creditable service.

The system is funded by member contributions of 6% of compensation
and by employer contributions of 5.33% of covered payroll for the period
of October 1, 2000 through June 30, 2001 and 1.97% of covered payroll
for the period of July 1, 2001 through September 30, 2001. Benefit and
contribution provisions are established by North Carolina General Statute
135-5 and 135-8 and may be amended only by the North Carolina General
Assembly.

For the year ended September 30, 2001, the Commission had a total
payroll of $730,980.40, of which $655,394.25 was covered under the
Teachers’ and State Employees’ Retirement System. Total employee and
employer contributions for pension benefits for the year were $39,323.66
and $42,828.73, respectively.

The Commission made one hundred percent of its annual required
contributions to the retirement plan for the years ended
September 30, 2001, 2000, and 1999 which were $42,828.73, $48,812.00,
and $44,207.19, respectively.

The Teachers’ and State Employees’ Retirement System’s financial
information is included in the State of North Carolina’s Comprehensive
Annual Financial Report. An electronic version of this report is available
by accessing the North Carolina Office of the State Controller’s Internet
home page http://www.osc.state.nc.us/OSC and clicking on “Financial
Reports”, or by calling the State Controller’s Financial Reporting Section
at (919) 981-5454.

Supplemental Retirement Income Plan - IRC Section 401(k) Plan - All
members of the Teachers’ and State Employees’ Retirement System are
eligible to enroll in the Supplemental Retirement Income Plan, a defined
contribution plan, created under Internal Revenue Code Section 401(k).
All costs of administering the plan are the responsibility of the plan’s
participants. ~ Voluntary contributions by employees amounted to
$7,872.10 for the year ended September 30, 2001.

NOTE8 - OTHER POSTEMPLOYMENT BENEFITS

A.

Health Care for Long-Term Disability Beneficiaries and Retirees -
The Commission participates in state administered programs which
provide health insurance to eligible former employees. Eligible former
employees include long-term disability beneficiaries of the Disability

13
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NOTE 9

Income Plan of North Carolina and retirees of the Teachers’ and State
Employees’ Retirement System. 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 Commission contributed 1.28%
of covered payroll under the Teachers’ and State Employees’ Retirement
System for the period of October 1, 2000 through June 30, 2001 and
2.35% for the period of July 1, 2001 through September 30, 2001 for
these health care benefits. For the fiscal year ended September 30, 2001,
the Commission’s total contribution to the Plan was $10,348.64. The
Commission assumes no liability for these health care benefits provided
by the programs other than its required contribution. Additional detailed
information about these programs is disclosed in the State of North
Carolina’s Comprehensive Annual Financial Report.

B. Long-Term Disability - The Commission participates in the Disability
Income Plan of North Carolina (DIPNC). Established by Chapter 135,
Article 6, of the General Statutes, DIPNC provides short-term and long-
term disability benefits to eligible members of the Teacher’s and State
Employees’ Retirement System. Long-term disability income benefits are
advance funded on an actuarially determined basis using the one-year
term cost method. The Commission contributes .52% of covered payroll
under the Teachers’ and State Employees’ Retirement System. For the
fiscal year ended September 30, 2001, the Commission’s total
contribution to the DIPNC was $3,408.05. The Commission assumes no
liability for long-term disability benefits under the plan other than its
contribution.  Additional detailed information about the DIPNC is
disclosed in the State of North Carolina’s Comprehensive Annual
Financial Report.

RISK MANAGEMENT

The Commission 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 state-administered
insurance programs, purchase of commercial insurance and self-retention of
certain risks. 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.

Tort claims of up to $500,000 are self-insured under the authority of the State
Tort Claims Act. All losses covered are subject to a $150,000 deductible. In
addition, the State provides excess public officers’ and employees’ liability
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

insurance up to $11,000,000 via contract with a private insurance company.
The premium, based on a composite rate, is paid by the Commission directly to
the state’s agent of record.

The State Property Fire Insurance Fund (Fund), an internal service fund of the
State, 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 the
Commission. Other operations not supported by the State’s General Fund are
charged for fire coverage. The Commission also purchased through the Fund
extended coverage and other property coverage such as sprinkler leakage,
business interruption, vandalism, theft and “all risks” for buildings and
contents. The Fund charges premiums for this coverage discounted from
industry manual rates. The Fund generally insures fire losses up to
$1.1 million and extended coverage losses up to $100,000 per building and
$500,000 per occurrence. All losses covered by the Fund are subject to a
$1,000 per occurrence deductible. The Fund purchases excess insurance from
a private insurer to cover losses over the amounts insured by the Fund. 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.

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 rating plan. Excess insurance coverage is
purchased through a private insurer to cover losses greater than $500,000. The
liability limits for losses occurring in state are $500,000 per claimant and
$5,000,000 per occurrence. The Commission is charged premiums to cover
the cost of excess insurance and to pay for those losses falling under the self-
insured retention.

The Commission is protected for losses from employee dishonesty and
computer fraud. The blanket honesty bond is handled by the State Department
of Insurance with coverage of $5,000,000 per occurrence and a $50,000
deductible.

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

Employees and retirees are provided health care coverage by the
Comprehensive Major Medical Plan (Plan), a component unit of the State. The
Plan is funded by employer and employee contributions and is administered by
a third party contractor.
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NOTE 10

NoOTE 11

NOTE 12

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.

Additional details on the state-administered risk management programs are
disclosed in the State’s Comprehensive Annual Financial Report, issued by the
Office of State Controller.

THE FRIENDS OF THE BATTLESHIP NORTH CAROLINA

The Friends of the Battleship North Carolina is a nonprofit organization that
raises funds for providing additional resources to the U.S.S. North Carolina
Battleship Commission. The records of the organization are maintained
separately from the Commission. During the fiscal year ended
September 30, 2001, the organization donated $22,804.07 to the Commission.

PLEDGES RECEIVABLE

The Commission has pledges receivable in the amount of $186,424.33. The
pledges are receivable annually over varying time periods ranging from
1 to 3 years. In accordance with generally accepted accounting principles, the
original amount pledged has been discounted based on a projected interest rate
for the outstanding periods. Due to the nature of the donor organizations, the
Commission considers these pledges to be collectible. Scheduled receipts and
the discounted amount under these pledge commitments are as follows:

Fiscal Year Amount
2002 $ 112,524.33
2003 73,900.00
Total Pledge Receipts Expected $ 186,424.33

ACCOUNTING CHANGES

Effective October 1, 2000, the Commission implemented GASB Statement
No. 34, Basic Financial Statements — and Management’s Discussion and
Analysis — for State and Local Governments. Significant accounting changes
in order to comply with the new requirements include classifying activities as
operating or nonoperating and classifying assets and liabilities as current or
noncurrent.
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INDEPENDENT AUDITOR’S REPORT
ON COMPLIANCE AND ON INTERNAL CONTROL
OVER FINANCIAL REPORTING BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

Captain David R. Scheu, USN (Ret), Director
U.S.S. North Carolina Battleship Commission
Wilmington, North Carolina

We have audited the financial statements of the U.S.S. North Carolina Battleship Commission
as of and for the year ended September 30, 2001, and have issued our report thereon dated
July 25, 2002.

As discussed in Note 1, the financial statements of the Commission are intended to present
the financial position and results of operations and cash flows of only that portion of the State
of North Carolina financial reporting entity that is attributable to the transactions of the
Commission.

As discussed in Note 12 to the financial statements, the Commission implemented GASB
Statement No. 34, - Basic Financial Statements — and Management’s Discussion and Analysis
— for State and Local Governments during the year ended September 30, 2001.

We conducted our audit in accordance with auditing standards generally accepted in the
United States of America and the standards applicable to financial audits contained in
Government Auditing Standards issued by the Comptroller General of the United States.

Compliance

As part of obtaining reasonable assurance about whether the Commission’s financial
statements are free of material misstatement, we performed tests of its compliance with
certain provisions of laws, regulations, contracts and grants, noncompliance with which could
have a direct and material effect on the determination of financial statement amounts.
However, providing an opinion on compliance with those provisions was not an objective of
our audit and, accordingly, we do not express such an opinion. The results of our tests
disclosed no instances of noncompliance that are required to be reported under Government
Auditing Standards.
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INDEPENDENT AUDITOR’S REPORT
ON COMPLIANCE AND ON INTERNAL CONTROL
OVER FINANCIAL REPORTING BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS (CONCLUDED)

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Commission’s internal control over
financial reporting in order to determine our auditing procedures for the purpose of expressing
our opinion on the financial statements and not to provide assurance on the internal control
over financial reporting. Our consideration of the internal control over financial reporting
would not necessarily disclose all matters in the internal control over financial reporting that
might be material weaknesses. A material weakness is a condition in which the design or
operation of one or more of the internal control components does not reduce to a relatively
low level the risk that misstatements in amounts that would be material in relation to the
financial statements being audited may occur and not be detected within a timely period by
employees in the normal course of performing their assigned functions. We noted no matters
involving the internal control over financial reporting and its operation that we consider to be
material weaknesses.

This report is intended solely for the information and use of the Audit Committee, the Board
of Commissioners, the Department of Cultural Resources, management and staff of the
Commission, the Governor, the State Controller, the General Assembly, and federal awarding
agencies and pass-through entities and is not intended to be, and should not be, used by
anyone other than these specified parties.

Tabh Calstt J.

Ralph Campbell, Jr.
State Auditor

July 25, 2002
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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 report 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

Governor of North Carolina
Lieutenant Governor of North Carolina

The Honorable Michael F. Easley
The Honorable Beverly M. Perdue

The Honorable Richard H. Moore State Treasurer

The Honorable Roy A. Cooper, 111 Attorney General

Mr. David T. McCoy State Budget Officer

Mr. Robert L. Powell State Controller

Ms. Lisbeth C. Evans Secretary, Department of Cultural Resources

Captain David R. Scheu, USN (Ret) Director, U.S.S. North Carolina Battleship Commission

Mr. Norwood E. Bryan Chairman, U.S.S. North Carolina Battleship Commission
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 Representative Martha B. Alexander
Senator Frank W. Ballance, Jr. Representative Flossie Boyd-Mclntyre
Senator Charles Carter Representative E. Nelson Cole
Senator Kever M. Clark Representative James W. Crawford, Jr.

Senator Daniel G. Clodfelter Representative William T. Culpepper, 111

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 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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Representative Philip A. Baddour, Jr.
Senator Anthony E. Rand

Senator Patrick J. Ballantine
Representative N. Leo Daughtry
Representative Joe Hackney

Mr. James D. Johnson

September 11, 2002

Other Legislative Officials
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Majority Leader of the N. C. Senate

Minority Leader of the N .C. Senate

Minority Leader of the N. C. House of Representatives
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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
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