





THIS PAGE LEFT INTENTIONALLY BLANK



About the Cover



TABLE OF CONTENTS

Page
INTRODUCTORY SECTION
Letter of Transmittal 11-X
GFOA Certificate of Achievement XI
lowa Organizational Structure X1l
Principal Officials X1
FINANCIAL SECTION
INDEPENDENT AUDITOR'S REPORT 2-3
MANAGEMENT'S DISCUSSION AND ANALYSIS 4-12
BASIC FINANCIAL STATEMENTS
Government-wide Financial Statements
Statement of Net Assets 14-15
Statement of Activities 16-17
Governmental Fund Financial Statements
Balance Sheet 20
Reconciliation of the Balance Sheet - Governmental Funds to the Statement of Net Assets 21
Statement of Revenues, Expenditures and Changes in Fund Balances 22
Reconciliation of the Statement of Revenues, Expenditures and Changes in Fund Balances -
Governmental Funds to the Statement of Activities 23
Proprietary Fund Financial Statements
Statement of Net Assets 26
Statement of Revenues, Expenses and Changes in Fund Net Assets 27
Statement of Cash Flows 28-29
Fiduciary Fund Financial Statements
Statement of Fiduciary Net Assets 32
Statement of Changes in Fiduciary Net Assets 33
Component Unit Financial Statements
Statement of Net Assets 36
Statement of Activities 37
Notes to the Financial Statements 38-66
REQUIRED SUPPLEMENTARY INFORMATION
Budgetary Comparison Schedule - Major Governmental Funds 68-71
Budgetary Comparison Schedule - Budget to GAAP Reconciliation 72
Notes to Required Supplementary Information - Budgetary Reporting 73-75

Schedules of Funding Progress 76



SUPPLEMENTARY INFORMATION

Governmental Funds
Combining Balance Sheet - By Fund Type
Combining Statement of Revenues, Expenditures and Changes in Fund Balances - By Fund Type

Special Revenue Funds
Combining Balance Sheet
Combining Statement of Revenues, Expenditures and Changes in Fund Balances
Combining Schedule of Revenues, Expenditures and Changes in Fund Balances
Budget and Actual - Budgetary Basis Nonmajor Funds

Capital Projects Funds
Combining Balance Sheet
Combining Statement of Revenues, Expenditures and Changes in Fund Balances

Permanent Funds

Combining Balance Sheet
Combining Statement of Revenues, Expenditures and Changes in Fund Balances

Proprietary Funds

Enterprise Funds
Combining Statement of Net Assets
Combining Statement of Revenues, Expenses and Changes in Fund Net Assets
Combining Statement of Cash Flows

Internal Service Funds
Combining Statement of Net Assets
Combining Statement of Revenues, Expenses and Changes in Fund Net Assets
Combining Statement of Cash Flows

Fiduciary Funds

Pension And Other Employee Benefit Trust Funds
Combining Statement of Fiduciary Net Assets
Combining Statement of Changes in Fiduciary Net Assets

Private Purpose Trust Funds
Combining Statement of Fiduciary Net Assets
Combining Statement of Changes in Fiduciary Net Assets

Agency Funds

Combining Statement of Fiduciary Net Assets
Combining Statement of Changes in Assets and Liabilities

Schedule Of Expenditures By Function - General Fund

STATISTICAL SECTION

Revenues By Source - Governmental Fund Types

Expenditures By Function - Governmental Fund Types

Public Education - Public School Enrollment

Public Education - Public Higher Education Enrollment
Employment By Industry

Ten Largest Nongovernmental Employers

Labor Force, Employment and Unemployment - Annual Averages
Population, Total Personal Income, and Per Capita Personal Income
Agriculture - Cash Receipts and Government Payments

Revenue Bond Coverage

ACKNOWLEDGEMENTS

78
79

82
83
84-89

92
93

96
97

100
101
102-103

106
107
108-109

112
113

116
117

120
121

122-123

126-127
126-127
128
128
129
130
131
132
133
134






INTRODUCTORY
SECTION






Thomas ). Vilsack, Governor
Sally ). Pederson, Lt. Governor

Mollie K. Anderson, Director

December 12, 2003

TO THE CITIZENS, GOVERNOR AND MEMBERS OF THE IOWA GENERAL ASSEMBLY

In accordance with lowa Code Section 421.31(5), we are pleased to submit the Comprehensive
Annual Financial Report (CAFR) for the State of lowa for the fiscal year ended June 30, 2003.

The report is presented in three sections as follows:

The Introductory Section includes this transmittal letter, the Government Finance
Officers Association (GFOA) Certificate of Achievement for the fiscal year 2002 CAFR,
an organizational chart of State government, and a list of principal State officials.

The Financial Section contains the independent auditor’'s report on the Basic
Financial Statements, Management’s Discussion and Analysis (MD&A), the Basic
Financial Statements, and Notes to the Basic Financial Statements. The Financial
Section also contains Required Supplementary Information (RSI), other than the
MD&A, and supplementary information in the form of combining financial statements
and schedules. This letter is intended to be read in conjunction with the MD&A.

The Statistical Section highlights selected financial and demographic information,
generally presented on a multi-year basis.

The Department of Administrative Services is responsible for both the accuracy of the
presented data, and the completeness and fairness of the presentation. We believe the
information presented is accurate in all material respects and the necessary disclosures have
been made which enable the reader to obtain an understanding of the State’s financial activity.

This report has been prepared in accordance with U.S. generally accepted accounting
principles (GAAP) for governments as promulgated by the Governmental Accounting Standards
Board (GASB).

As a part of the statewide accounting system upgrade during fiscal year 2000, the
implementation team performed a comprehensive review of the adequacy of internal controls
and budgetary controls of the system. The team determined that internal controls continue to
be in place to provide reasonable, but not absolute, assurance that assets are safeguarded
against unauthorized use or disposition, and that financial records from all appropriate
sources are reliable for preparing financial statements and maintaining accountability. The
concept of reasonable assurance recognizes the cost of internal controls should not exceed the
benefits likely to be derived from their use. To monitor the adequacy of internal controls, the
Auditor of State reviews internal control procedures as an integral part of departmental audits.

The Auditor of State is required by Chapter 11 of the Code of lowa to audit annually all
departments of the State. The accompanying basic financial statements of the State of lowa
have been audited by the Auditor of State in accordance with U.S. generally accepted auditing
standards, Chapter 11 of the Code of lowa, and the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the United
States. His report appears elsewhere herein.




In addition, the Auditor of State conducts a single audit under the requirements set forth in the
Single Audit Act of 1984, the Single Audit Amendments of 1996, and OMB Circular A-133,
Audits of States, Local Governments and Non-Profit Organizations. This report is issued
separately.

PROFILE OF THE GOVERNMENT

All activities that would generally be considered part of the State of lowa are included in this
report. These activities provide a range of services including education, health and human
services, transportation, agriculture and natural resources, law enforcement, public safety,
economic development, legislative, judicial, and administrative services.

This report includes all of the fund types, departments and agencies of the State, as well as
boards, commissions, authorities, and universities for which the State’s executive, legislative,
and judicial branches are financially accountable. The criterion considered in establishing
financial accountability, as set forth by the GASB include: appointing a voting majority of the
organization’s governing body, and either (1) the ability to impose its will on the organization or
(2) the potential for the organization to provide specific financial benefits to, or impose financial
burdens on the State. It also includes component units where the nature and significance of
their relationship with the State are such that their exclusion would cause the financial
statements to be misleading or incomplete. The reader is directed to Note 1.B in the Notes to
the Financial Statements for a more complete description of the factors used to define the
reporting entity.

State Budget and Budgetary Controls. The State’s budget is prepared by the Governor on an
annual basis and is required to be submitted along with proposed appropriation bills to the
General Assembly by the first of February prior to the new fiscal year. When both houses of
the General Assembly pass an appropriation bill, the bill is enrolled and sent to the Governor.
The Governor may sign it into law or veto it in whole or in part on a line item basis. Funds
may be disbursed only after the Department of Management, subject to the review of the
Governor, has allotted appropriations, with the exception of standing unlimiteds and certain
receipts that the Departments are authorized to expend. Appropriations are allotted for
expenditure on a quarterly basis.

Departments may request revisions to quarterly allotments, appropriations transfers, or
supplemental appropriations. The Department of Management approves revised allotments
within an appropriation, subject to the Governor’s review. The Governor and the Department
of Management approve all appropriation transfers. The General Assembly and the Governor
act on supplemental appropriation bills in a manner similar to original appropriations.
General fund supplemental appropriations totaled $62,337,310 for fiscal year 2003.
Appropriations lapse at fiscal year-end and all unencumbered or unobligated balances revert to
the state treasury, unless otherwise provided.

Budgetary controls are incorporated into State accounting systems. The annual budget of the
State is established through separate appropriations to individual departments for specific
purposes, special outlays and/or operating expenditures. Budgetary control is essentially
maintained at the departmental level except for certain grant and aid programs where control
is maintained at the program level.

The statewide accounting system performs various edits to assure appropriation authorizations

are not exceeded. In addition to these centralized controls, each department director is
required by statute to maintain expenditures within appropriated limits.



Extensive use is made of on-line tables and reports, updated on a daily basis, to provide
detailed and management level reports to State departments, budget authorities, and the State
Legislature. Departments also have the ability to extract selected information and prepare
customized reports as needed. Detailed monthly reports are prepared to assure expenditures
are being executed according to plan, deviations are identified and budget or spending
modifications are made on a continuing basis.

ECONOMIC CONDITION AND OUTLOOK

Personal Income. The University of lowa Institute for Economic Research’s latest outlook is
for personal income in lowa to grow by 4.2% in 2003, 4.1% in 2004, and 4.2% in 2005. Even
as the economy in lowa and the nation as a whole struggles with economic recovery, lowa’s
personal income is rebounding better than the nation as a whole. In the last two quarters of
this fiscal year, lowa’s personal income, not seasonally adjusted, grew at a rate of 3.6% and
4.1% respectively; this was above the nation as a whole, which had personal income growth of
3.2% and 2.8%.

Personal income for calendar year 2002 was also higher in lowa than in the nation as a whole.
lowa’s personal income grew by 4.0%, which was the 12th largest percentage growth among the
states. For the nation as a whole, personal income grew by just 2.8%. Ilowa’s per capita
personal income growth was even more impressive, at 3.8%, it was the fourth highest in the
nation. Per capita personal income for the nation as a whole grew by 1.2% in 2002.

Improving income in the farm sector was a major contributor to personal income growth in
2002. Farm income within personal income grew by 55.7%. Other sectors registering
significant gains were Finance, Insurance and Real Estate (6.3%); Services (4.0%); and
Construction (4.0%). By contrast, the Durable Goods Manufacturing sector posted a decline
(-2.9%).

Farmland Values. The most recent survey of area bankers indicates that farmland values are
rising. The Federal Reserve Bank of Chicago surveys farm bankers in the area four times a
year to determine their best estimates of farmland values. In their July 2003 survey, lowa
farmland values had risen 7% compared to the 2002 survey. Gains were registered throughout
each region in the State, with the North Central region growing the most (12%), and the South
East region showing the smallest increase (2%). In their July 2002 survey, lowa farmland
values had risen 7% compared to the July 2001 survey. The July 2001 survey showed a 2%
increase over 2000. The July 2000 survey estimated that lowa farmland values increased 4%
over 1999. The 1999 survey had shown a 3% decline in values compared to 1998.

Employment. lowa continues to have an average unemployment rate below the rate of the
nation as a whole. Throughout most of the decade, lowa’s unemployment rate has been
between one and two percentage points below the national average. The U.S. unemployment
rate for September 2003 was 6.0%, compared to 5.7% in September 2002. The seasonally
adjusted percent unemployed for the State in September 2003 was 4.6%, which was
unchanged from the August 2003 rate. The lowa unemployment rate for September 2002 was
4.2%. In September 2003, lowa had the thirteenth lowest unemployment rate among the 50
states.

In September 2003, there were 1,547,500 employed lowans. This compares with the record
level of 1,630,500 employed lowans in September 2002.

lowa has a greater percentage of labor force employed compared to the nation as a whole and
also has a larger percentage of its population actively participating in the labor force. While
lowa's personal income lags that of the nation, its high levels of employment help maintain
median household income at a level near the national average. In 2002, lowa’s median
household income was $41,338, slightly below the national average of $42,400.
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Exports. The rise in exporting industries has been an important factor in lowa economic
growth since the 1990’s. Growth in exports of industrial machinery, instruments and
measurement devices, electronics, specialized transportation equipment, chemicals and
pharmaceuticals, and processed food products have helped diversify lowa’s economy. When
combined with traditional farm commodities and livestock, total exports from lowa increased
by 22%, 11% and 13% in the years 1995 through 1997. A variety of factors led to declines of
3% and 16% in 1998 and 1999. A general weakness in the economies of the Pacific Rim
nations significantly reduced trade opportunities. At the same time, strong harvests worldwide
led to an oversupply of agricultural commodities. The strong U.S. dollar also made it more
challenging for U.S. products to be competitive in international markets.

lowa commodity exports had been growing throughout the period from 1999 through the
second quarter of 2001; however, the worldwide slowdown led to declines in both the third and
fourth quarters of 2001. Exports rebounded in the first and second quarters of 2002 but
declined in the final two quarters. Strong growth in the first three quarters of 2003 has
pushed exports to record levels.

lowa's record level of exports has been fueled by large percentage increases in machinery
(11.5% growth), electrical machinery (15.2%), cereals (125.5%), milling (530.6%), and organic
chemicals (30.2%). Overall, exports are up 8.0% compared to 2002.

Gross State Product. In 2001, lowa's gross state product was $90.9 billion, which reflected
1.4% growth over the previous year. The largest shares of the lowa gross state product were
manufacturing (22%), services (18%), and finance, insurance, and real estate (16%).
Agriculture accounted for just 4% of lowa’s gross state product. The gross state product is the
U.S. Commerce Department’s measure of the value of all goods and services produced in the
State each year. The nation’s gross domestic product ($10.1 trillion) grew by 2.5% between
2000 and 2001.

MAJOR INITIATIVES AND ISSUES

Grow lowa Values Fund. During the 2003 session, the Legislature adopted Governor's
Vilsack’s recommendation that the State make a significant new investment in economic
development. The Grow lowa Values Fund was created to invest $503 million in five key areas
with the goal of creating 50,000 quality, good paying jobs in the next four years. These
investments will be made in four key areas: business development and assistance, university
research and development, workforce training, and quality of life.

The Legislature appropriated $59 million in fiscal year 2004 and $41 million in fiscal year 2005
to the Grow lowa Values Fund. These were made from the entirety of the State of lowa’s
allocation of federal flexible spending grant money appropriated by Congress in June 2003.
The Legislature also made contingent appropriations of $5.0 million in FY 2004, $23.0 million
in FY 2005, and $75.0 million a year in FY 2006 through FY 2010. These appropriations are
contingent on sales and use tax receipts growing by more than 2.0% in each of the respective
fiscal years.

To date, the Grow lowa Values Board has awarded $20.3 million to four companies to create
2,499 jobs and retain an additional 3,320 jobs. It is estimated that this will, over a ten year
period, increase lowans’ income by $1.4 billion. The largest funded project, involving Wells
Fargo Home and Consumer Finance Group, will involve a $250 million, 900,000 square foot
expansion creating 2,000 new jobs and retaining 3,300 existing jobs.



Vision lowa Fund. To enhance local recreational, cultural, and entertainment opportunities, a
Vision lowa Fund was established. The Fund provides grants or loans to communities to assist
with construction of new facilities. To capitalize the fund, on November 1, 2001, the State
issued bonds backed by gaming receipts. A total of $215 million was originally made available
for allocation to projects from the sale. The bonds are being repaid from gaming receipts over a
twenty year period. To date, 10 projects have received allocations from the bond proceeds
totaling $217.8 million. These projects have leveraged over $1 billion in other investment in
the projects.

Community Attraction and Tourism Development Fund. lowa’s quality of life is augmented
by an abundance of natural resources, community attractions, and events. To help advance
and sustain those opportunities, a $12.5 million fund was established during the 1999
legislative session, and the fund was extended for an additional 5 years in the 2000 session.
The fund assists local communities in the development and creation of multiple purpose
attraction and tourism facilities. To date, 116 projects have received $40.9 million in funding
from the program.

Class Size Reduction and Intervention. During fiscal year 2003, $30 million was
appropriated to local school districts to reduce class sizes in kindergarten through the third
grade, with the goal of achieving average class sizes of 17 students per teacher. This flexible
initiative also allows school districts to use funding to support other proven methods to
improve reading and other basic skills for elementary school students.

These and other educational efforts have allowed lowa to reverse a decade-long decline in
student test scores. Reading proficiency improved at the 4th, 8th, and 11th grade levels, and
math proficiency improved at the 4th and 11th grade levels.

Teachers Compensation. During a previous legislative session, a bill was passed and signed
by the Governor establishing the Student Achievement and Teacher Quality Program. This
multi-year program includes statewide mentoring, a new career path compensation strategy, a
pilot variable pay program, redesigned professional development and new lowa Teaching
Standards which begin to define good teaching for purposes of evaluation and professional
development. $40 million was appropriated for Fiscal Year 2002 to start this program. In
Fiscal Year 2003, $16.1 million was appropriated from the General Fund and $23.9 million
from other funds to continue this program.

Local Early Childhood Initiatives. Early learning is critical to success in school, and lowa’s
community empowerment initiative allows local governments and service providers a flexible
method to tailor local services to meet local needs. Originally funded in fiscal year 1998 at
$5.4 million, the level of funding has increased, and in fiscal year 2003, the funding from the
General Fund and other funds totaled $21.2 million. The additional funding is targeted at
children from birth to age 5 and to parent education initiatives.

Tobacco Settlement Funding for Health Initiatives. During a previous legislative session,
the Tobacco Settlement Authority (TSA) was established to develop a financial plan based on
the payments from the Master Settlement Agreement (MSA) between the states and the major
tobacco companies. The TSA developed a financial plan in February 2001 to provide for a
secure and stable source of revenue for the ongoing appropriations for health care, substance
abuse treatment and prevention, tobacco use prevention and control, and other related
purposes, made from the payments. In various bills passed during the 2001 legislative session
and signed by the Governor, the financial plan was approved. In October 2001, over $644.2
million in bonds backed by the payments from the MSA were sold to implement the financial
plan. This sale allowed the establishment of an “Endowment for lowa’s Health Account” to
provide for a source of revenue for the ongoing appropriations.
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Clean Water Initiative. To help ensure safe drinking water and clean lakes, rivers and
streams, $3.2 million was appropriated from gaming receipts in fiscal year 2003. The initiative
restores and constructs wetlands to reduce nutrient flow into rivers and streams, provides
water quality monitoring, and encourages land owners to implement buffer strips.

Accountable Government Act. The Accountable Government Act was passed during a
previous legislative session. The Act builds upon previous years’ progress to achieve a sound
governance system that is accountable to lowans and taxpayers. The Act represents a new
approach to governing using data-based decisions rather than decisions based primarily on
anecdotes and politics. The key elements of this comprehensive and integrated system will
include:

Strategic and Operational Planning
Planning-Budgeting Linkages
Performance Measures and Audits
Performance Reporting
Performance-Based Service Contracts
Return on Investment

The Act is being implemented over a 5-year period and will be reviewed for effectiveness at that
time. To date, work teams have written and distributed an Accountable Government Act
guidebook to help cover implementation topics, including enterprise and agency strategic
planning, performance planning and performance measures, and service contracting.

During fiscal year 2003, all agencies and departments worked together to create the State's
first enterprise strategic plan. This includes leadership agenda goals and each agency and
department’s strategies to achieve the goals. As part of a redesign of the State budget system,
a results-based budgeting component has been developed, and performance measures have
been created for all budget items within the new budget system. It is expected that this will
allow the budget process to be better driven by goals and performance rather than incremental
change in funding levels.

State Government Organization. The Department of Administrative Services (“DAS”) became
the newest agency in lowa state government on July 1, 2003, combining the former
Departments of Personnel, Information Technology, General Services, and Revenue and
Finance’'s Accounting Bureau (now known as the State Accounting Enterprise). Governor Tom
Vilsack defined DAS goals to save money, streamline, improve services to customers, and apply
its resources in a more flexible way.

DAS employees share a common priority: To improve services to DAS customers, the state
agencies that directly serve the citizens, so that those agencies are, in turn, empowered to
provide better service to the citizens of lowa.

The Director of the DAS is appointed by and serves at the pleasure of the Governor. The
functions and responsibilities of the State Accounting Enterprise, a division of DAS, include
reviewing claims for expenditures; issuing warrants or electronic fund transfers for payment of
claims; accounting for State revenues and expenditures; and preparation of a comprehensive
annual financial report.

Venture Capital. During the 2002 legislative session, two bills aiming to provide greater
access to venture capital for lowa-based firms were approved. The “Angel Investor” bill creates
a tax credit for investments in qualifying businesses and community-based seed capital funds.
This bill allows a tax credit of 20% of the amount of an investment made in the form of cash to
purchase equity in a qualifying business or community-based seed capital fund. Tax credits
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may be used against personal and corporate income taxes, financial institutions franchise
taxes, insurance premium taxes, or the credit union moneys and credits tax. An individual
investor can claim up to $250,000 in a single year (5 individual investments in 5 separate
qualifying businesses). The maximum amount of tax credits authorized under the legislation is
$10 million.

The “lowa Fund of Funds” bill creates the lowa Capital Investment Board (ICIB), in order to
mobilize venture equity capital in lowa. The Board will determine tax credit eligibility and
develop a system for registration and authorization of the tax credits. The bill also creates the
lowa Capital Investment Corporation (ICIC), which will conduct a national solicitation for
investment plan proposals from qualified venture capital investment fund allocation managers.
The focus will be on businesses that are within lowa and who are committed to maintaining a
physical presence in lowa. The lowa Fund of Funds will provide loan guarantees and other
related credit enhancements on loans to rural and small business borrowers within the state of
lowa. In fiscal year 2003, the ICIB had received ten applications, with two from funds
requesting certification as community-based seed funds and eight applicants seeking to be
designated as a qualifying business. At its February 2003 meeting, the ICIB certified 2 funds
and 7 businesses, which will result in approximately $500,000 of tax credits.

FINANCIAL INFORMATION

Cash Management. The cash management function is the responsibility of the State
Treasurer. Funds of State agencies, which are temporarily available for investment, are pooled
together and invested in certificates of deposit, U.S. Treasury bills and notes, U.S. Government
Agency and instrumentality obligations, repurchase agreements, and corporate debt
instruments as allowed by law and the Treasurer’s investment policy. The three goals of the
investment policy, in order of importance, are 1) safety of funds; 2) liquidity; and 3) return. A
custodial bank is utilized to safekeep investments and to provide payment and collection
services for investment transactions. All investment transactions occur on a payment versus
delivery basis. It is the policy of the Treasurer’s Office that all deposits under its control are
insured or collateralized in accordance with Chapter 12C of the lowa Code.

Presented below is comparative data for the State’'s investment pool for the last four fiscal
years. Interest Earnings do not include any unrealized gains or losses on investments. The
Annual Rates of Return shown are calculated by dividing Interest Earnings by the Pool Average
Daily Investment Balance. The amounts below are expressed in thousands:

FYO03 FY02 FYO1 FYOO

Interest Earnings * $38,834 $74,444 $88,637 $87,224
Aveage Daily Investment Balance $1,373,979  $1,500,726  $1,413,190 $1,490,267
Annual Rate of Return 2.83% 4.96% 6.27% 5.85%

Debt Administration. The Constitution of the State of lowa prohibits the State from exceeding
a maximum of $250 thousand in general obligation debt without voter approval. However,
State law authorizes the issuance of Tax and Revenue Anticipation Notes (TRANS), provided
that the total issuance does not exceed anticipated revenue receipts for the fiscal year and that
the total issuance mature during the fiscal year. The State issued and repaid Primary Road
Fund Revenue Anticipation Notes of $99.4 million during fiscal year 2003.
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Revenue bonds issued by various authorities of the State totaled $2,475.2 million outstanding
at fiscal year-end. This amount consisted of $822.3 million of component unit — proprietary
funds revenue bonds (housing and higher education), $640.5 million in revenue bonds issued
by the three State universities (for facilities), $629.0 million in revenue bonds issued by the
Tobacco Settlement Authority and $383.4 million in various bonds issued by the lowa Finance
Authority for the Vision lowa Program, the School Infrastructure Loan Program, the
Underground Storage Tank Program and the Department of Corrections. These bonds are
backed by the revenues of the issuing program or authority.

Certificates of Participation (COPS), issued by the State and outstanding at fiscal year-end,
amounted to $50.1 million. COPS represent an ownership interest of the certificate holder in a
lease purchase agreement. Other financing arrangements payable, excluding COPS, totaled
$20.0 million at June 30, 2003.

State agencies have also entered into capital leases and installment purchase agreements for
various purposes. Total long-term capital leases and installment purchases outstanding on
June 30, 2003, was $107.0 million.

Pension Trust Funds. The latest actuarial valuations of the separately funded and
independent pension plans disclose the following information: the lowa Public Employees
Retirement System (IPERS) has an Unfunded Actuarial Accrued Liability (UAAL) of
$1,866.9 million which represents a funding ratio of 89.62%; the Peace Officers’ Accident and
Disability System (PORS) has an UAAL of $59.7 million which represents a funded ratio of
80.51%; and the Judicial Retirement System (JRS) has a UAAL of $23.5million which
represents a funded ratio of 74.84%. Schedules of Funding Progress for PORS and JRS are
presented in the Required Supplemental Information Section. The funding policies of the
Pension Trust funds are discussed in detail in the Notes to the Financial Statements (NOTE 18
- PENSION PLANS).

Risk Management. It is the policy of the State not to purchase commercial insurance, with
the exception of limited third-party coverage for specific potential losses, for the risks of losses
to which it is exposed. Instead, the State’s management believes that it is more economical to
manage its risks internally and set aside assets for claim settlement in its internal service
funds or to pay claims from the General Fund. The State is self-insured for risks related to
property and casualty, workers’' compensation, and general liability. For further information
refer to the Notes to the Financial Statements (NOTE 22 - RISK MANAGEMENT).

OTHER INFORMATION

Certificate of Achievement - The Government Finance Officers Association of the United
States and Canada (GFOA) awarded a “Certificate of Achievement for Excellence in Financial
Reporting” to the State of lowa for its Comprehensive Annual Financial Report for the fiscal
year ended June 30, 2002. The Certificate of Achievement is a prestigious national award
recognizing conformance with the highest standards for preparation of state and local
government financial reports.

In order to be awarded a Certificate of Achievement, a government must publish an easily
readable and efficiently organized comprehensive annual financial report whose contents
conform to program standards. Such reports must satisfy both U.S. generally accepted
accounting principles and applicable legal requirements.
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A Certificate of Achievement is valid for a period of one year only. This is the tenth consecutive
year the State of lowa has received this award. We believe our current report continues to
conform to the Certificate of Achievement Program requirements, and we are submitting it to
the GFOA. We are committed to continue this effort, and we intend to maintain a highly
qualified and professional staff to make this certification possible.

Acknowledgment. The preparation of this report on a timely basis requires the collective
efforts of numerous finance personnel throughout the State and is made possible only with the
cooperation and support of the Executive, Legislative, and Judicial branch agencies,
universities, and component units of the State.

The report could not have been accomplished without the professionalism and dedication of the
staff in the Department of Management, the State Accounting Enterprise within Administrative
Services, the Auditor of State’s Office, and the financial and management personnel throughout
State government.

This report, issued for the fifteenth consecutive year, continues our commitment to the citizens
of the State of lowa, the Governor, the Legislature, and the financial community, to maintain
our financial statements in conformance with the highest standards of financial accountability.

Respectfully submitted,

Mollie K. Anderson, Director Cynthia P. Eisenhauer, Director
Department of Administrative Services Department of Management
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OFFICE OF AUDITOR OF STATE

STATE OF IOWA
David A. Vaudt, CPA

Auditor of State
State Capitol Building ua

Des Moines, |owa 50319-0004

Telephone (515) 281-5834  Facsimile (515) 242-6134

Independent Auditor’s Report

To the Governor and Members of the General Assembly:

We have audited the accompanying financial statements of the governmental activities, the
business-type activities, the aggregate discretely presented component units, each major fund, and
the aggregate remaining fund information of the State of lowa as of and for the year ended June 30,
2003, which collectively comprise the State’s basic financial statements as listed in the table of
contents. These financial statements are the responsibility of the State’s management. Our
responsibility is to express opinions on these financial statements based on our audit. We did not
audit the financial statements of certain discretely presented component units, which statements
reflect 96% of assets and 89% of revenues of the discretely presented component units. Those
financial statements were audited by other auditors whose reports thereon have been furnished to
us, and our opinion insofar as it relates to the amounts included for these discretely presented
component units is based on the reports of the other auditors.

We conducted our audit in accordance with U.S. generally accepted auditing standards,
Chapter 11 of the Code of lowa, and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States. Those
standards and provisions require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. The financial
statements of the lowa Public Television Foundation and the lowa Finance Authority, component
units of the State of lowa, were not audited in accordance with Government Auditing Standards.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit and the reports of the other auditors provide a reasonable
basis for our opinions.

In our opinion, based on our audit and the reports of other auditors, the financial
statements referred to above present fairly, in all material respects, the respective financial position
of the governmental activities, the business-type activities, the aggregate discretely presented
component units, each major fund, and the aggregate remaining fund information of the State of
lowa as of June 30, 2003, and the respective changes in financial position and cash flows, where
applicable, thereof for the year then ended in conformity with U.S. generally accepted accounting
principles.

For the year ended June 30, 2003, appropriations of $29,294,004 were made from the
Rebuild lowa Infrastructure Fund for items which are inconsistent with the fund’'s legislatively
established purpose that it be used for public vertical infrastructure-related expenditures. These
items included, but were not limited to, natural resources and conservation programs, support of
various technology programs and routine maintenance of state buildings. Expenditures for these
items during the year ended June 30, 2003 totaled $29,228,867 of which $594,636 was funded
from previous years’ appropriations from the Rebuild lowa Infrastructure Fund. These items have
been reported as expenditures in the General Fund in the basic financial statements.



Management’s Discussion and Analysis and Budgetary Comparison Information on pages 4
through 12 and 68 through 76 are not a required part of the basic financial statements but are
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 opinions on the financial statements
that collectively comprise the State of lowa’'s basic financial statements. The combining and
individual nonmajor fund financial statements, supplemental information and statistical
information are presented for purposes of additional analysis and are not a required part of the
basic financial statements. The combining and individual nonmajor fund financial statements and
supplemental information have been subjected to the auditing procedures applied in our audit of
the basic financial statements and, in our opinion, are fairly stated in all material respects in
relation to the basic financial statements taken as a whole. The statistical information has not
been subjected to the auditing procedures applied in the audit of the basic financial statements
and, accordingly, we express no opinion on them.

In accordance with Government Auditing Standards, our report on the State of lowa's
internal control over financial reporting and our tests of its compliance with certain provisions of
laws, regulations, contracts and grants will be issued under separate cover in the Single Audit
Report.

DAVID A. VAUDT, CPA WARREN G. JENKINS, CPA
Auditor of State Chief Deputy Auditor of State

December 20, 2003



MANAGEMENT’S DISCUSSION AND ANALYSIS

The Management’s Discussion and Analysis of the State of lowa’s Comprehensive Annual Financial Report
(CAFR) presents a discussion and analysis of the State’s financial performance during the fiscal year
that ended on June 30, 2003. Readers are encouraged to consider this information in conjunction with
the letter of transmittal located at the front of the CAFR, and the State’'s financial statements, which
follow this part of the CAFR.

FINANCIAL HIGHLIGHTS - PRIMARY GOVERNMENT
Government-wide Highlights

The assets of the State of lowa exceeded its liabilities at the close of fiscal year 2003 by $9,924.1
million (net assets). Of this amount $526.6 million (unrestricted net assets) is available to be used to
meet the State’s ongoing obligations to citizens and creditors.

The State’s total net assets increased by $262.5 million in the fiscal year ended June 30, 2003. Net
assets of governmental activities increased by $112.1 million or 1.6 percent, while net assets of
business-type activities increased by $150.4 million or 5.5 percent.

In the State’'s governmental activities, revenues decreased 0.4 percent to $9,959.0 million while
expenses increased 0.1 percent to $9,959.4 million.

In the State’'s business-type activities, revenues increased 0.8 percent to $3,460.6 million while
expenses increased 1.1 percent to $3,197.7 million.

Fund Highlights

The State’'s governmental funds reported a combined ending fund balance of $2,139.8 million, a
$155.4 million decrease from the prior year. Of this amount, $256.7 million represents unreserved
fund balance and the remaining $1,882.7 million is reserved for specific purposes.

The General Fund total fund balance decreased $67.6 million to $1,658.9 million and the unreserved
fund balance decreased $136.0 million to $180.8 million at June 30, 2003. The Tobacco Tax-
Exempt Bond Proceeds Fund, a major special revenue fund, total fund balance decreased $ 142.5
million to $326.0 million at June 30, 2003.

The proprietary funds reported net assets at year-end of $2,905.2 million, an increase of $169.7
million.

Long-term Debt

The State’s total long-term debt increased by $2.4 million to $1,703.0 million during the current
fiscal year.

OVERVIEW OF THE FINANCIAL STATEMENTS

The Financial Section of the CAFR consists of four parts—management’s discussion and analysis
(this section), the basic financial statements, required supplementary information, and an optional
section that presents other supplementary information.

Basic Financial Statements

The basic financial statements include the government-wide financial statements, the fund financial
statements, and the notes to the financial statements.



Government-wide Financial Statements

The government-wide financial statements are intended to provide a broad view of the State’s financial
activity. These statements are prepared using the accrual basis of accounting and the economic resources
measurement focus, in a manner similar to private-sector business.

The Statement of Net Assets presents all of the State’s assets and liabilities, with the difference between
the two reported as “net assets.” Over time, increases or decreases in the State’s net assets are an
indicator of whether its financial health is improving or deteriorating, respectively.

The Statement of Activities presents information about the change in the State’'s net assets. This
statement is formatted to report direct expenses, program revenues and the net revenue or expense for
each of the State’s governmental functions and business-type activities. This format identifies the
extent to which each function is self-financed or is supported by the general revenues of the State.

The government-wide financial statements of the State are divided into three categories:

Governmental activities—Most services generally associated with State government, such as
administration & regulation, education, health & human rights, human services, justice & public
defense, economic development, transportation, and agriculture & natural resources, are included in
this category.

Business-type activities—State operations such as the Universities, Unemployment Insurance, and the
Tobacco Settlement Authority, that charge fees to external customers and function similarly to private
business are included here.

Component units—These are operations that are legally separate from the State, but for which the State
is financially accountable. The State’s discretely presented component units are:

- lowa Finance Authority (Business-type)
- lowa Higher Education Loan Authority (Business-type)
- lowa Agricultural Development Authority (Business-type)

- lowa State Fair Authority (Business-type)

Additional information about the State’s component units is presented in NOTE 1-B of the Notes to the
Financial Statements.

Fund Financial Statements

The fund financial statements provide more detailed information about the State’s most significant funds.
The State has three kinds of funds:

Governmental funds—Most of the basic services provided by the State are accounted for in
governmental funds. Governmental funds use the modified accrual basis of accounting and the flow of
current financial resources measurement focus. Modified accrual accounting is used to show the flow
of financial assets of the funds and the balances available for spending at year-end. These statements
provide a detailed short-term view that assists in determining whether there are adequate financial
resources available to meet the current needs of the State. Because this information does not
encompass the long-term focus of the government-wide statements, reconciliation schedules
accompany the governmental funds statements. The General Fund and the Tobacco Tax-Exempt Bond
Proceeds fund are the State’s major governmental funds. Nonmajor governmental funds are reported
by fund type in the Combining Financial Statements — Non-major funds.



Proprietary funds—Services for which the State charges customers a fee are generally reported in
proprietary funds. Proprietary funds use the accrual basis of accounting and, like the government-
wide statements, provide both long- and short-term financial information.

— The State’s enterprise funds (one type of proprietary fund) are used to report activities, such
as universities, that are presented as business-type activities in the government-wide
statements.

— The State’s internal service funds (the other kind of proprietary fund) are used to account for
activities that provide supplies and services for other State programs and activities—such as
the Workers’ Compensation Fund.

Fiduciary Funds - These funds are used to show assets held by the State as trustee or agent for
others outside the State, such as the lowa Public Employees’ Retirement System and the lowa
Educational Savings Plan Trust. Similar to proprietary funds, these funds use the accrual basis of
accounting. Because the State can not use these assets to finance its operations, fiduciary funds

are not included in the government-wide financial statements discussed above.

Table 1

Major Features of the State’s Government-wide and Fund Financial Statements

Government-wide
Statements

Fund Statements

Governmental Funds

Proprietary Funds

Fiduciary Funds

Scope Entire State The activities of the State| Activities the State Instances in which
government (except | that are not proprietary | operates similar to the State is the
fiduciary funds) and | or fiduciary, such as private businesses: trustee or agent for
the State’s Human Services and the universities and | someone else’s
component units Transportation the lowa resources, such as

Communications the retirement plan
Network for public employees

Required - Statement of net - Balance sheet Statement of net Statement of

financial assets . Statement of revenues,| @ssets fiduciary net assets

statements

- Statement of
activities

expenditures, and
changes in fund
balances

Statement of
revenues, expenses,
and changes in net
assets

Statement of cash
flows

Statement of
changes in fiduciary
net assets

Accounting

Accrual accounting

Modified accrual

Accrual accounting

Accrual accounting

basis and and economic accounting and current | and economic and economic
measurement | resources focus financial resources focus | resources focus resources focus
focus

Type of All assets and Only assets expected to | All assets and All assets and

asset/liability
information

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

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

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

liabilities, both short-
term and long-term,;
the State’s funds do
not currently contain
capital assets,
although they can

Type of
inflow/outflow|
information

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

Revenues for which cash
is received during or
soon after the end of the
year; expenditures when
goods or services have
been received and
payment is due during
the year or soon
thereafter

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

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




Notes to the Financial Statements

The notes provide additional information that is essential to fully understanding the government-wide
and fund financial statements. The notes also explain some of the information contained in the
financial statements and present more detail than is practical in the financial statements.

Required Supplementary Information

In addition to this Management’'s Discussion and Analysis, Required Supplementary Information (RSI)
includes the Budgetary Comparison Schedule. This schedule presents both the original and final
appropriated budget of major funds. The Budgetary Comparison Schedule is accompanied by a
budget to GAAP Reconciliation and by Notes to RSI. Schedules of funding progress for the lowa
Judicial Retirement System and the Peace Officers’ Retirement, Accident and Disability System are
also presented.

Other Supplementary Information

The Other Supplementary Information includes combining financial statements for non-major
governmental funds, non-major enterprise funds, internal service funds and fiduciary funds, which
are added together and presented in single columns in the basic financial statements.

FINANCIAL ANALYSIS OF THE STATE AS A WHOLE
Net Assets

The State’s combined net assets (government and business-type activities) totaled $9,924.1 million at
the end of 2003, compared to $9,651.3 million at the end of the previous year, as indicated in Table 2.

Table 2
Net Assets
(In_Millions)

Governmental Business-tvpe Total
Activities Activities Total Percentage
Change
2003 2002 2003 2002 2003 2002 2002-2003
Current and other assets $ 3,061.8 $ 3,180.1 2,827.5 $ 2,803.0 $ 58893 $ 59831 -1.6%
Capital assets 5,458.8 5,225.1 2,214.0 1,993.9 7,672.8 7,219.0 6.3%
Total assets 8,520.6 8,405.2 5,041.5 4,796.9 13,562.1 13,202.1 2.7%
Long-term liabilities 521.6 580.6 1,554.2 1,540.6 2,075.8 2,121.2 -2.1%
Other liabilities 971.5 909.2 590.7 520.4 1,562.2 1,429.6 9.3%
Total liabilities 1,493.1 1,489.8 2,144.9 2,061.0 3,638.0 3,550.8 2.5%
Net assets
Invested in capital assets,

Net of related debt 5,371.0 5,127.8 1,528.9 1,324.4 6,899.9 6,452.2 6.9%
Restricted 1,373.9 1,255.5 1,123.7 1,212.4 2,497.6 2,467.9 1.2%
Unrestricted 282.6 532.1 244.0 199.1 526.6 731.2 -28.0%

Total net assets $ 7,027.5 $ 6,915.4 2,896.6 $ 2,735.9 $ 99241 $ 9,651.3 2.8%

Net assets of the State’'s governmental activities increased 1.6 percent to $7,027.5 million. The largest
component (76.4%) of the State’s net assets is invested in capital assets (e.g. land, buildings, equipment,
infrastructure, and others), net of related outstanding debt that was used to acquire or construct the
assets. Restricted net assets is the next largest component (19.6%). These represent resources that are
subject to external restrictions, constitutional provisions, or enabling legislation on how they can be
used. Unrestricted net assets is the remaining portion (4.0%) and may be used at the State’s discretion,
but often have limitations on use based on State statutes. The $282.6 million unrestricted net asset
balance is a decrease of $249.5 million (46.9%) from the prior year.

The net assets of business-type activities increased by 5.5 percent to $2,896.6 million. The State
generally can only use these net assets to finance the continuing operations of the universities,
unemployment insurance, the Tobacco Settlement Authority, and other business-type activities.
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Changes in Net Assets

The State’s total net assets increased by $262.5 million during the year, as indicated in Table 3.

Table 3

Changes in Net Assets

(In Millions)

Program Revenues:

Charges for Service

Operating Grants and Contributions

Capital Grants and Contributions
General Revenues:

Personal Income Tax

Corporate Income Tax

Sales & Use Tax

Other Taxes

Restricted for Transportation Purposes:

Motor Fuel Tax

Road Use Tax
Unrestricted Investment Earnings
State Aid to Universities
Other

Total Revenues

Expenses:

Administration & Regulation
Education
State Aid to Universities
Health & Human Rights
Human Services
Justice & Public Defense
Economic Development
Transportation
Agriculture & Natural Resources
Interest Expense
Universities
Unemployment Insurance
Tobacco Settlement Authority
Other Business-type

Total Expenses

Increase in Net Assets Before Transfers
Transfers
Increase (Decrease) in Net Assets

Net Assets July 1 (Restated)
Net Assets June 30

Total
Governmental Business-type Total Primary Percentage
Activities Activities Government Change

2003 2002 2003 2002 2003 2002 2002 - 2003
$ 15745 $1,768.0 $ 2,197.0 $ 1,9925 $ 3,771.5 $ 3,760.5 0.3%
3,196.0 3,046.0 349.1 472.0 3,545.1 3,518.0 0.8%
6.5 8.9 57.8 30.7 64.3 39.6 62.4%
1,922.3 1,889.9 - - 1,922.3 1,889.9 1.7%
148.2 111.7 - - 148.2 111.7 32.7%
1,635.6 1,686.4 - - 1,635.6 1,686.4 -3.0%
563.8 598.2 10.2 8.8 574.0 607.0 -5.4%
464.1 458.0 - - 464.1 458.0 1.3%
246.2 255.7 - - 246.2 255.7 -3.7%
62.8 97.7 98.3 66.3 161.1 164.0 -1.8%
- - 681.3 675.1 681.3 675.1 0.9%
139.0 75.9 66.9 188.1 205.9 264.0 -22.0%
9,959.0 9,996.4 3,460.6 3,433.5 13,419.6 13,429.9 -0.1%
1,143.5 1,191.7 - - 1,143.5 1,191.7 -4.0%
2,628.7 2,594.3 - - 2,628.7 2,594.3 1.3%
681.3 675.1 - - 681.3 675.1 0.9%
306.2 283.1 - - 306.2 283.1 8.2%
3,396.2 3,450.0 - - 3,396.2 3,450.0 -1.6%
631.2 623.4 - - 631.2 623.4 1.3%
184.7 180.9 - - 184.7 180.9 2.1%
819.5 758.9 - - 819.5 758.9 8.0%
147.9 170.4 - - 147.9 170.4 -13.2%
20.2 19.4 - - 20.2 19.4 4.1%
- - 2,424.3 2,459.1 2,424.3 2,459.1 -1.4%
- - 445.1 392.4 445.1 392.4 13.4%
- - 36.9 25.0 36.9 25.0 47.6%
- - 291.4 286.1 291.4 286.1 1.9%
9,959.4 9,947.2 3,197.7 3,162.6 13,157.1 13,109.8 0.4%
(0.4) 49.2 262.9 270.9 262.5 320.1 -18.0%
112.5 666.8 (112.5) (666.8) - - 0.0%
112.1 716.0 150.4 (395.9) 262.5 320.1 -18.0%
6,915.4 6,199.4 2,746.2 3,131.8 9,661.6 9.331.2 3.5%
$ 7,0275 $6,9154 $ 28966 $2,7359 $ 9,924.1 $ 9,651.3 2.8%




Governmental Activities

FYO03
Functional Expenditures -
FY03 Revenues - Governmental Governmental Activities
Activities

3,500
3,000
2,500
2,000
1,500
1,000

-

Administration & Regulation

Taxes Education

0 Health & Human Services
Federal Grants

O Transportation
O Fees, Licences & Permits Support To Universities
Law, Justice & Public Safety
O Other Other

Expenses and Program Revenues — Government Activities
(In Millions)

—I O Expense B Program Revenue

— |

Administration Education  Health & Human Human Services Justice & Public ~ Economic ~ Transportation ~ Agriculture &
& Regulation Rights Defense Development Natural
Resources

The cost of all governmental activities this year was $9,959.4 million.

However, the amount that taxpayers paid for these activities through State taxes was $4,980.2
million. Some of the cost was paid by:

Those who directly benefited from the programs ($1,574.5 million), or

Other governments and organizations that subsidized certain programs with operating and
capital grants and contributions ($3,202.5 million).



Business-type Activities

Universities had $2,424.3 million in expenses and $1,841.4 million in program revenues for net
expenses for $582.9 million.

Unemployment Insurance had $445.0 million in expense and $337.6 million in program revenue
for net expenses of $107.4 million.

Tobacco Settlement Authority had $36.9 million in expenses and $49.8 million in program
revenues for net revenue of $12.9 million.

In total, business-type activities had net expense of $593.8 million with $744.2 million in net general
revenues and transfers for a negative change in net assets of $150.4 million to end with net assets of
$2,896.6 million.

Capital Grants and Contributions increased $27.1 million in fiscal year 2003 due primarily to the
University funds receiving contributions of $16.4 million from a major corporation and approximately
$6.0 million from their foundations.

Unemployment Insurance benefit payments in fiscal year 2003 increased $52.7 million due to a
1.09 % increase in the State’s unemployment rate, while the Tobacco Settlement Authority interest
expense increased approximately $12 million, as fiscal year 2003 is the first full year of interest
expense.

FINANCIAL ANALYSIS OF THE STATE’S FUNDS

The governmental funds reported total fund balances of $2,139.4 million, with $256.7 million of
unreserved fund balance. Net revenues totaled $9,961.7 million with expenditures of $10,231.6
million.

General Fund

The General Fund is the chief operating fund of the State. At the end of the year, the total fund
balance was $1,658.9 million and the unreserved fund balance was $180.8 million. The unreserved
fund balance included $210.6 million of “rainy day” funds. The net change in fund balance was a
decrease of $67.6 million. Expenditures exceeded revenues by $264.7 million, while other financing
sources exceeded uses by $197.1 million.

Tobacco Tax-Exempt Bond Proceeds Fund

Fund balance at June 30, 2003, totaled $326.0 million, which is reserved for specific purposes.
Revenues were $22.5 million, expenditures were $134.7 million, and net other financing uses of $30.3
million.

General Fund Budgetary Highlights

Over the course of the year, the State revised the budget several times. These budget amendments fall
into three categories:

Supplemental appropriations - $62,337,310
Spending reductions - $33,457,196 in appropriation reductions
Adjustments to standing appropriations - $4,720,667

The originally enacted General Fund budget of $4,570.1 million was predicated on -2.0% decline in
General Fund revenues, as projected by the State’s revenue estimating conference (REC) on
February 21, 2002. On May 7, 2002, the REC made adjustment to the estimate that reduced General
Fund resources by $218.7 million.

Citing the reduced REC estimates, Governor Vilsack item vetoed $1,419.2 million from the legislatively
enacted budget, noting that after the REC action, the enacted budget would result in a General Fund
deficit of more than $200 million.

On May 28, 2002, the legislature met in special session. Among their actions, they revised the
General Fund budget to $4,502.2 million and required additional reductions of $33.5 million through
a furlough or other efficiency programs for all state agencies and departments. The legislature also
made transfers from other funds to the General Fund totaling $71.0 million. This included $25.0
million transferred from the Economic Emergency Fund to the General Fund for costs associated with
the state school aid formula. The Governor subsequently item vetoed $108,000 from the legislature’s
enacted budget.
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On September 6, 2002, the REC increased estimated net General Fund receipts by $119.4 million for
FY2003. Adjusted for $57.1 million in transfers and other revenue adjustments made by the

legislature and already considered as new revenues in the budget process, the increase in the
projected net revenue was $62.3 million.

During the 2003 legislative session, Governor Vilsack recommended supplemental General Fund
appropriations for the Department of Corrections, Department of Public Safety, Department of
Inspections and Appeals, and Department of Human Services totaling $61.1 million. The legislature
subsequently provided supplemental General Fund appropriations of $61.2 million for these

departments. After supplemental appropriations, it was estimated that the State General Fund
balance at the end of the fiscal year would total $1.7 million.

In April 2003, the Legislature also appropriated $16.6 million from the Cash Reserve Fund to the
Environment First Account in the Rebuild lowa Infrastructure Fund to ensure that agricultural and
environmental appropriations were maintained at their enacted level. This was necessary because the
lowa Supreme Court, in June 2002, had ruled that the State’'s tax structure, which taxed land-based
casinos at a higher rate than riverboat casinos, was unconstitutional. The Supreme Court required
that the land-based casinos be taxed at the same rate as the riverboat casinos, which reduced gaming
receipts by $39.9 million in fiscal year 2003. While the ruling was overturned by the U.S. Supreme
Court and is on remand with the lowa Supreme Court, to date, the lowa Supreme Court has not acted
on the case.

Through June 30, 2003, the General Fund cash receipts were slightly higher than the REC estimate,
by $12.8 million. However, accrued General Fund revenues and reversions of unspent General Fund
appropriations were lower than projected, and standing General Fund appropriations were higher than
projected. The largest impact was accrued revenues, which were $50.7 million under the REC
estimate. Reversions of unspent General Fund appropriation were $7.3 million under the estimate,
and standing appropriations exceeded the estimate by $3.6 million. As a consequence, the shortfall

between actual General Fund appropriations and actual General Fund revenues for the fiscal year is
$45.8 million.

As the likelihood of a General Fund revenue shortfall became clear, Governor Vilsack recommended
that the Legislature meet in special session and transfer the amount necessary from the Cash Reserve
Fund to cover the General Fund shortfall. On September 23, 2003, Auditor of State Vaudt wrote the
Governor and Legislative leaders and indicated that a special session was not necessary to deal with
this issue. Governor Vilsack has written to Legislative leaders expressing his belief that addressing
this issue should be the first priority when the Legislature convenes in regular session in January
2004.

CAPITAL ASSET AND DEBT ADMINISTRATION
Capital Assets

At June 30, 2003, the State had $7,672.8 million invested in capital assets, net of accumulated
depreciation of $5,210.0 million. Depreciation charges totaled $492.9 million in 2003. The details of
these assets are presented in Table 4. Additional information about the State’'s capital assets is
presented in NOTE 6 of the financial statements.

Table 4
Capital Assets, Net of Depreciation
(In Millions)
Total
Governmental Business-type Total Primary Percentage
Activities Activities Government Change
2003 2002 2003 2002 2003 2002 2002 - 2003
Land $595.3 $576.3 $26.7 $24.2 $622.0 $600.5 3.6%
Building and Improvements 431.0 352.8 1,162.9 1,052.2 1,593.9 1,405.0 13.4%
Equipment 140.1 145.0 321.1 289.3 461.2 434.3 6.2%
Land Improvements 6.9 2.8 24.0 22.9 30.9 25.7 20.2%
Works of Art and Collections 0.9 0.9 227.3 214.3 228.2 215.2 6.0%
Infrastructure 4,203.2 4,008.0 221.8 218.0 4,425.0 4,226.0 4.7%
Construction in progress 81.4 139.3 230.2 173.0 311.6 312.3 -0.2%
Total $5,458.8 $5,225.1 $2,214.0 $1,993.9 $7,672.8 $7,219.0 6.3%
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Long-term Debt

At year-end the State had $1,703.0 million in bonds and certificates of participation outstanding, as
shown in Table 5. More detailed information about the State’s long-term liabilities is presented in
NOTE 8 to the financial statements.

Table 5
State of lowa's Outstanding Debt
(In _Millions)
Total
Governmental Business-type Total Primary Percentage
Activities Activities Government Change

2003 2002 2003 2002 2003 2002 2002 - 2003
Revenue Bonds $ 3834 $ 404.1 $ 1,269.5 $ 1,235.8 $ 1,652.9 $ 1,639.9 0.8%
Certificates of Participation 3.2 3.7 46.9 57.0 50.1 60.7 -17.5%
Total $ 386.6 $ 4078 $ 1,316.4 $1,292.8 $1,703.0 $1,700.6 0.1%

ECONOMIC FACTORS AND NEXT YEAR’S BUDGETS AND RATES

While it has been determined that the national economy emerged from the recession in November
2001, its impact on most states, in terms of economic and revenue growth, is still being felt. The
State’s unemployment rate in September 2003 was 4.6%, compared to 4.2% in September 2002, and
3.2% in September 2001.

With sluggish job growth, lowa’s net General Fund revenue collections have declined in both of the last
two fiscal years. This is apparent across the country, as state revenue collections, adjusted for tax law
changes, have declined for eight consecutive quarters.

The actual General Fund appropriations for fiscal year 2003 totaled $4,529.4 million, a reduction of
$85.4 million from the General Fund level of appropriations for the previous fiscal year.

These indicators were taken into account when adopting the General Fund budget for 2004. Amounts
available for appropriation in the General Fund budget was $4,653.2 million. Budget expenditures
totaled $4,560.9 million, an increase of $31.5 million from the actual 2003 General Fund. The only
major new program in the 2004 budget, the Grow lowa Values Fund, is largely funded in 2004 and
2005 with one-time federal funds. The State has added no major new programs or initiatives to the
2003 budget.

At REC meetings in August and October 2003, the 2004 General Fund net revenue estimate was
revised downward by a combined total of $163.7 million. Immediately after the October REC meeting,
Governor Vilsack issued Executive Order Number 31, which initiated a 2.5% across the board
reduction in 2004 General Fund appropriations. During the 2003 session, the Legislature had
adopted language that exempted certain agencies and departments from across the board budget
reductions during 2004 and 2005. As a consequence, the 2.5% across the board reduction decreased
General Fund appropriations by a total of $82.6 million. In December 2003, the REC reduced the
2004 General Fund net revenue estimate by an additional $14.9 million. Currently, it is projected that
the State’'s budgetary General Fund balance will be $4.2 million at the close of 2004.

CONTACTING THE STATE’S FINANCIAL MANAGEMENT

This financial report is designed to provide our citizens, legislators, customers, investors and creditors
with a general overview of the State's finances and to demonstrate the State’s accountability for the
money it receives. If you have questions about this report or need additional financial information,
contact the:

lowa Department of Administrative Services
Hoover State Office Building
Des Moines, IA 50319
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STATE oF IOWA
Statement of Net Assets

June 30, 2003
(Expressed in Thousands)

PRIMARY GOVERNMENT

ASSETS
Current Assets:

Cash & Investments

Cash & Investments - Restricted
Deposits With Trustees
Accounts Receivable (Net)
Interest Receivable

Loans Receivable (Net)

Benefit Overpayment Receivable
Internal Balances

Inventory

Food Stamp Inventory

Prepaid Expenses

Other Assets

Investment In Prize Annuity

Total Current Assets
Noncurrent Assets:

Cash & Investments

Cash & Investments - Restricted
Deposits With Trustees
Accounts Receivable (Net)
Interest Receivable

Loans Receivable (Net)

Benefit Overpayment Receivable
Capital Assets - nondepreciable
Capital Assets - depreciable (Net)
Prepaid Expenses

Deferred Charges

Other Assets

Investment In Prize Annuity
Prize Deposit

Total Noncurrent Assets
TOTAL ASSETS

The notes are an integral part of the financial statements.

GOVERNMENTAL  BUSINESS-TYPE COMPONENT
ACTIVITIES ACTIVITIES TOTAL UNITS

$ 1,675,279 1,710,891 3,386,170 $ 342,778

- 36,424 36,424 2,326

4,642 28,877 33,519 -

1,122,328 431,110 1,553,438 726

1,666 4,820 6,486 8,401

9,936 6,634 16,570 24,859

- 10,081 10,081 -

2,731 (2,731) - -

18,840 50,943 69,783 190

21,057 - 21,057 -

9,486 9,742 19,228 98

- 1,010 1,010 1,322

- 9,354 9,354 -

2,865,965 2,297,155 5,163,120 380,700

- 363,241 363,241 637,694

- - - 16,959

- 325 325 -

42,814 21,597 64,411 500

- 1,068 1,068 -

136,531 65,300 201,831 324,388

- 10,205 10,205 -

676,662 451,153 1,127,815 15,711

4,782,142 1,762,884 6,545,026 27,641

- 953 953 -

1,285 - 1,285 -

15,205 21,849 37,054 -

- 40,420 40,420 -

- 5,356 5,356 -

5,654,639 2,744,351 8,398,990 1,022,893

8,520,604 5,041,506 13,562,110 1,403,593
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LIABILITIES
Current Liabilities:
Accounts Payable & Accruals
Interest Payable
Deferred Revenue
Compensated Absences
Capital Leases
Bonds Payable
Other Financing
Arrangements Payable
Annuities Payable
Lottery Prizes Payable
Funds Held In Custody
Lease Obligations From
Discontinued Operations
Total Current Liabilities
Noncurrent Liabilities:
Accounts Payable & Accruals
Interest Payable
Deferred Revenue
Compensated Absences
Capital Leases
Bonds Payable
Other Financing
Arrangements Payable
Annuities Payable
Refundable Advance On Student Loans
Other

Total Noncurrent Liabilities
TOTAL LIABILITIES

NET ASSETS
Invested in Capital Assets,
Net of Related Debt
Restricted for:
Transportation
Underground Storage Tank Program
Education
Health & Human Rights
Vision lowa Program
Universities
Permanent Funds - Nonexpendable
Unemployment Benefits
Other
Unrestricted

TOTAL NET ASSETS

STATE oF IOWA

(continued)

PRIMARY GOVERNMENT

GOVERNMENTAL  BUSINESS-TYPE COMPONENT
ACTIVITIES ACTIVITIES TOTAL UNITS

745,786 206,206 951,992 7,043

4,178 20,976 25,154 16,900

80,528 64,726 145,254 669

119,334 67,179 186,513 -

1,365 6,633 7,998 -

19,480 50,257 69,737 72,137

900 19,110 20,010 -

- 9,484 9,484 -

- 5,101 5,101 -

- 141,018 141,018 -

- 27 27 -

971.571 590.717 1,562,288 96,749

131,426 28,247 159,673 -

- 5,592 5,592 -

234 4,855 5,089 6,171

16,700 59,152 75,852 136

3,696 94,791 98,487 -

363,875 1,219,331 1,583,206 750,131

5,652 44,423 50,075 -

- 40,420 40,420 -

- 51,986 51,986 -

- 5,383 5,383 9,632

521.583 1,554,180 2.075.763 766.070

1,493,154 2,144,897 3,638,051 862,819

5,370,928 1,528,930 6,899,858 43,352

525,097 - 525,097 -

113,753 - 113,753 -

56,611 - 56,611 -

383,051 - 383,051 -

162,378 - 162,378 -

- 338,930 338,930 -

9,042 - 9,042 -

- 784,735 784,735 -

123,981 - 123,981 454,478

282,609 244,014 526,623 42,944

$ 7,027,450 $ 2,896,609 $ 9,924,059 $ 540,774
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STATE oF IOWA

Statement of Activities

For the Year Ended June 30, 2003

Functions/Programs
Primary Government:
Governmental Activities:

Administration & Regulation
Education
State Aid to Universities
Health & Human Rights
Human Services
Justice & Public Defense
Economic Development
Transportation
Agriculture & Natural Resources
Interest Expense

Total Governmental Activities

Business-type Activities:
Universities
Unemployment Insurance
Tobacco Settlement Authority
Other
Total Business-type Activities

Total Primary Government

Component Units:
lowa Finance Authority
lowa Higher Education Loan Authority
lowa Agriculture Development Authority
lowa State Fair Authority

Total Component Units

General Revenues
Taxes:
Personal Income
Corporate Income
Sales and Use
Other
Restricted for Transportation Purposes:
Motor Fuel Tax
Road Use Tax
Unrestricted Investment Earnings
Contribution to Permanent Fund Principal
Gain (Loss) on Sale of Assets
State Aid to Universities
Other
Transfers
Total General Revenues and Transfers

Change in Net Assets
Net Assets - July 1, Restated
Net Assets - June 30

The notes are an integral part of the financial statements.

(Expressed in Thousands)

Program Revenue

Charges for

Operating
Grants and

Capital
Grants and

. ibuti S

$ 1,143,549 $ 701584 $ 8,412 $ -
2,628,698 35,511 386,230 196
681,288 - - -
306,181 40,081 185,411 2,204
3,396,213 558,878 2,008,536 -
631,182 166,452 69,998 -
184,647 3,153 111,033 -
819,532 382 393,797 -
147,874 68,464 32,572 4,063
20,232 - - -
9,959,396 1,574,505 3,195,989 6,463
2,424,292 1,449,643 349,072 42,676
445,045 337,634 - -
36,877 49,772 - -
291,407 359,935 - 15,125
3,197,621 2,196,984 349,072 57,801

$ 13,157,017 $ 3,771,489 $ 3,545,061 $ 64,264
$ 49,706  $ 72,131 $ 49,183 $ -
1,222 1,416 - -

468 446 13 -

13,470 13,150 987 506

$ 64,866 $ 87,143 $ 50,183 $ 506
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Net (Expenses) Revenue and Changes in Net Assets

STATE oF IOWA

Primarv Government

Governmental Business-type Component
$ (433,553) - $ (433,553) $ -
(2,206,761) - (2,206,761) -
(681,288) - (681,288) -
(78,485) - (78,485) -
(828,799) - (828,799) -
(394,732) - (394,732) -
(70,461) - (70,461) -
(425,353) - (425,353) -
(42,775) - (42,775) -
(20,232) - (20,232) -
(5,182,439) - (5,182,439) -
- (582,901) (582,901) -

- (107,411) (107,411) -

- 12,895 12,895 -

- 83,653 83,653 -

- (593,764) (593,764) -
(5,182,439) (593,764) (5,776,203) -
71,608

194

©)

1,173

72,966

1,922,316 - 1,922,316 -
148,214 - 148,214 -
1,635,551 - 1,635,551 -
563,751 10,258 574,009 -
464,069 - 464,069 -
246,238 - 246,238 -
62,844 98,223 161,067 1,840

27 - 27 -

(1,685) (11,264) (12,949) -

- 681,288 681,288 -

140,672 78,133 218,805 525
112,474 (112,474) - -
5,294,471 744,164 6,038,635 2,365
112,032 150,400 262,432 75,331
6,915,418 2,746,209 9,661,627 465,443
$ 7,027,450 2,896,609 $ 9,924,059 $ 540,774
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GOVERNMENTAL FUND FINANCIAL STATEMENTS

Major Funds

General Fund - This is the state’'s operating fund. It accounts for the
financial resources and transactions not accounted for in other funds.

Tobacco Tax-Exempt Bond Proceeds Fund - This fund accounts for the
proceeds received from the Tobacco Settlement Authority to provide
appropriations to various programs.

Nonmajor Governmental Funds are presented, by fund type, beginning on
page 78.



ASSETS

Current Assets:
Cash & Investments
Deposits with Trustees
Accounts Receivable (Net)
Interest Receivable
Loans Receivable (Net)
Due From Other Funds
Inventory
Food Stamp Inventory
Prepaid Expenditures

Total Current Assets

Noncurrent Assets:
Accounts Receivable (Net)
Loans Receivable (Net)

Total Noncurrent Assets
TOTAL ASSETS

LIABILITIES
Current Liabilities:
Accounts Payable & Accruals
Due To Other Funds
Deferred Revenue
Total Current Liabilities

Noncurrent Liabilities:
Due To Other Funds/Advances From Other Funds
Deferred Revenue

Total Noncurrent Liabilities
TOTAL LIABILITIES

FUND BALANCE

Reserved for:
Encumbrances & Contracts
Inventory & Prepaid Expenditures
Noncurrent Receivables
Specific Purposes

Unreserved Fund Equity

Unreserved, reported in:
Nonmajor special revenue funds
Nonmajor capital projects funds

TOTAL FUND BALANCE

TOTAL LIABILITIES & FUND BALANCE

The notes are an integral part of the financial statements.

STATE oF IOWA

Balance Sheet
Governmental Funds

June 30, 2003
(Expressed in Thousands)

TOBACCO
TAX-EXEMPT NONMAJOR TOTAL

GENERAL BOND PROCEEDS GOVERNMENTAL  GOVERNMENTAL
FUND FUND FUNDS FUNDS

$ 1,127,169 $ 372,366 $ 153,035 $ 1,652,570

4,205 - 437 4,642

1,115,703 2,245 3,784 1,121,732

- 1,665 - 1,665

9,936 - - 9,936

18,937 142 3,326 22,405

10,581 - 217 10,798

21,057 - - 21,057

8,432 - 55 8,487

2.316.020 376,418 160.854 2.853.292

40,184 - 2,630 42,814

136,240 - - 136,240

176,424 - 2.630 179,054

$ 2,492,444 $ 376,418 $ 163,484 $ 3,032,346

$ 617,288 $ 35,962 $ 7,304 $ 660,554

59,066 14,470 1,531 75,067

122029 - 141 122,170

798.383 50.432 8.976 857.791

8,436 - - 8,436

26,740 - - 26,740

35,176 - - 35,176

833,559 50,432 8,976 892,967

12,401 - - 12,401

19,013 - 272 19,285

176,424 - 2,630 179,054

1,270,267 325,986 75,681 1,671,934

180,780 - - 180,780

- . 74,762 74,762

- - 1,163 1,163

1,658,885 325,986 154,508 2,139,379

$ 2,492,444 $ 376,418 $ 163,484 $ 3,032,346
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STATE oF IOWA

Reconciliation of the Balance Sheet -

Governmental Funds to the Statement of Net Assets

June 30, 2003
(Expressed in Thousands)

Total Fund Balances-Governmental funds

Amounts reported for governmental activities in the statement of net assets are
different because:

Capital assets used in governmental activities are not financial resources and
therefore are not reported as assets in governmental funds. The cost of capital
assets, excluding internal service funds, is $8,495,284,000 and the accumulated
depreciation is ($3,115,577,000).

Internal service funds are used by management to charge the costs of certain
activities to individual funds. The assets and liabilities of the internal service funds
are included in governmental activities in the statement of net assets.

Certain revenues are earned but not available and therefore deferred in the funds.

Certain pension trust funds have been funded in excess of the annual required
contributions, creating a year-end asset. This asset is not a current available
resource and is not reported in the funds.

Deferred issue costs are reported a current expenditures in the funds. However,
deferred issue costs are amortized over the life of the bonds and are included as
Deferred Charges in the governmental activities in the Statement of Net assets.

Long-term liabilities, including bonds payable, are not due and payable in the
current period and therefore are not reported as liabilities in the funds. Long-term
liabilities at year-end consist of:

Bonds Payable

Accrued Interest Payable

Compensated Absences

Capital Leases

Other Financing Arrangements Payable
Early Retirement Liability

Gaming Tax Settlement Liability

Risk Management Liability

Tobacco Legal Fee Liability

Other Long-term Liabilities

Total Long-term liabilities

Net assets of governmental activities

The notes are an integral part of the financial statements.
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(383,355)
(4,178)
(135,346)
(4,655)
(6,552)
(20,739)
(102,366)
(11,500)
(2,364)

(21,486)

$ 2,139,379

5,379,707

110,471

73,944

15,205

1,285

(692,541)

S 7.027.450_



STATE oF IOWA

Statement of Revenues, Expenditures and Changes in Fund Balances -
Governmental Funds

For the Year Ended June 30, 2003
(Expressed in Thousands)

TOBACCO
TAX-EXEMPT NONMAJOR TOTAL
GENERAL  BOND PROCEEDS GOVERNMENTAL GOVERNMENTAL
FUND FUND FUNDS FUNDS
REVENUES:
Taxes $ 5,550,582 - $ 73,725 $ 5,624,307
Receipts from Other Entities 3,393,268 1,110 67,600 3,461,978
Investment Income 38,599 21,013 3,521 63,133
Fees, Licenses & Permits 572,132 - 3,769 575,901
Refunds & Reimbursements 740,481 165 37,743 778,389
Sales, Rents & Services 18,470 200 7,423 26,093
Miscellaneous 149,365 - 8,827 158,192
Contributions - - 26 26
GROSS REVENUES 10,462,897 22,488 202,634 10,688,019
Less Revenue Refunds 723,092 - 3,246 726,338
NET REVENUES 9,739,805 22,488 199,388 9,961,681
EXPENDITURES:
Current:
Administration & Regulation 1,167,352 56,644 1,774 1,225,770
Education 2,587,865 1,875 40,741 2,630,481
State Aid To Universities 610,338 54,333 16,616 681,287
Health & Human Rights 299,855 230 419 300,504
Human Services 3,377,423 5,703 213 3,383,339
Justice & Public Defense 616,464 11,338 11,496 639,298
Economic Development 183,889 6 122 184,017
Transportation 1,021,823 763 - 1,022,586
Aariculture & Natural Resources 139,493 3,814 6.318 149,625
Capital Outlay:
Health & Human Rights - - 2,522 2,522
Justice & Public Defense - - 7,578 7,578
Transportation - - 1,208 1,208
Agriculture & Natural Resources - - 3.355 3.355
TOTAL EXPENDITURES 10,004,502 134,706 92,362 10,231,570
REVENUES OVER (UNDER) EXPENDITURES (264,697) (112,218) 107,026 (269,889)
OTHER FINANCING SOURCES (USES):
Transfers In 214,972 5 57,215 272,192
Transfers Out (19,032) (30,336) (109,489) (158,857)
Leases, Installment Purchases, & Other 1.180 - - 1,180
TOTAL OTHER FINANCING SOURCES (USES) 197,120 (30,331) (52,274) 114,515
NET CHANGE IN FUND BALANCE (67,577) (142,549) 54,752 (155,374)
FUND BALANCE JULY 1 1,726,462 468,535 99,756 2,294,753
FUND BALANCE JUNE 30 $ 1,658,885 325,986 $ 154,508 $ 2,139,379

The notes are an integral part of the financial statements.
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STATE oF IOWA

Reconciliation of the Statement of Revenues, Expenditures

and Changes in Fund Balances -

Governmental Funds to the Statement of Activities

For the Year Ended June 30, 2003
(Expressed in Thousands)

Net change in fund balances-total governmental funds

Amounts reported for governmental activities in the statement of activities are different because:

Capital outlays are reported as expenditures in governmental funds. However, in the statement of
activities, the cost of capital assets is allocated over their estimated useful lives as depreciation expense. In
the current period, these amounts are:

Capital outlay
Depreciation expense
Excess of capital outlay over depreciation expense

In the statement of activities, only the gain on the sale of capital assets is reported, whereas in the
governmental funds, the proceeds from the sale increase financial resources.

Some capital additions were financed through -capital leases, other financing arrangements, and
installment purchases. In governmental funds, these financing arrangements are considered a source of
funding, but in the statement of net assets, the obligations are reported as liabilities. In the current year,
these amounts consist of :

Capital leases

Other financing arrangements payable
Total

Repayment of long-term debt is reported as an expenditure in governmental funds, but the repayment
reduces long-term liabilities in the statement of net assets. In the current year, these amounts consist of:

Bond principal retirement

Capital lease payments

Other financing arrangements payments
Total long-term debt repayment

Internal service funds are used by management to charge the cost of certain activities to individual funds.
The net revenue of the internal service funds is reported with governmental activities.

Because some revenues will not be collected for several months after the State's fiscal year end, they are
not considered available revenues and are deferred in the governmental funds.

Some items reported in the statement of activities do not require the use of current financial resourses and
therefore are not reported as exenditures in the governmental funds. The (increases) decreases in these
activities consist of :

Compensated absences
Tobacco legal fee liability
Early retirement liability

Gambling tax settlement liability
Accrued interest

Other
Total additional expenditures

Change in net assets of governmental activities

The notes are an integral part of the financial statements.
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$ (155,374
$ 557,137
318,523
238,614
(1,081
(257)
921
(1,17¢
20,775
1,694
806
23,27¢
8,80C
2,12¢
(7,489)
18,054
6,401
(1,366)
(150)
(18,603)
(3,152
S 11203
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PROPRIETARY FUND FINANCIAL STATEMENTS

Major Funds

University Funds are maintained to account for the operations of
the State’s public institutions of higher education. The State
University of lowa, lowa State University, and the University of
Northern lowa comprise this group.

Unemployment Benefits Fund receives federal funds and
contributions from employers to provide benefits to eligible
unemployed workers.

Tobacco Settlement Authority Fund - This fund accounts for
bond proceeds securitized by payments due to the State pursuant to
the Master Settlement Agreement between the State and the five
largest tobacco manufacturers.

Nonmajor Proprietary Funds are presented, by fund type,
beginning on page 100.



STATE oF IOWA

Statement of Net Assets
Proprietary Funds

June 30, 2003
(Expressed in Thousands)

BUSINESS- TYPE ACTIVITIES -- GOVERNMENTAL
ENTERPRISE FUNDS ACTIVITIES --
TOBACCO NONMAJOR INTERNAL
UNIVERSITY UNEMPLOYMENT SETTLEMENT ENTERPRISE SERVICE
FUNDS BENEFITS AUTHORITY FUNDS TOTAL FUNDS
ASSETS
Current Assets:
Cash & Investments $ 917,874 $ 684,115 $ 69,223 38,825 1,710,037 $ 23,563
Cash & Investments - Restricted 36,424 - - - 36,424 -
Deposits With Trustees 28,877 - - - 28,877 -
Accounts Receivable (Net) 318,396 92,333 - 20,381 431,110 595
Interest Receivable 4,561 - 220 39 4,820 1
Loans Receivable (Net) 6,634 - - - 6,634 -
Benefit Overpayment Receivable - 10,081 - - 10,081 -
Due From Other Funds/Advances
To Other Funds - 209 - 1,894 2,103 55,441
Inventory 39,759 - - 11,184 50,943 8,041
Prepaid Expenses 8,995 - - 747 9,742 1,000
Other Assets 943 - 67 - 1,010 -
Investment In Prize Annuity - - - 9,354 9,354 -
Total Current Assets 1,362,463 786,738 69,510 82,424 2,301,135 88,641
Noncurrent Assets:
Cash & Investments $ 363,241 $ - $ - - 363,241 $ -
Deposits With Trustees 325 - - - 325 -
Accounts Receivable (Net) 19,200 2,397 - - 21,597 -
Interest Receivable 1,068 - - - 1,068 -
Loans Receivable (Net) 65,300 - - - 65,300 290
Benefit Overpayment Receivable - 10,205 - - 10,205 -
Due From Other Funds/Advances
To Other Funds - 8,061 - - 8,061 446
Capital Assets - nondepreciable 450,041 - - 1,112 451,153 -
Capital Assets - depreciable, net 1,698,350 - - 64,534 1,762,884 79,097
Prepaid Expenses 63 - - 890 953 -
Other Assets 19,693 - 1,500 656 21,849 -
Investment In Prize Annuity - - - 40,420 40,420 -
Prize Deposit - - - 5,356 5,356 -
Total Noncurrent Assets 2,617,281 20,663 1,500 112,968 2,752,412 79,833
TOTAL ASSETS 3,979,744 807,401 71,010 195,392 5,053,547 168,474
LIABILITIES
Current Liabilities:
Accounts Payable & Accruals 172,739 19,233 - 14,234 206,206 59,087
Due To Other Funds/Advances
From Other Funds - 1,527 - 2,864 4,391 491
Interest Payable 16,639 - 2,847 1,490 20,976 -
Deferred Revenue 62,051 1,906 - 769 64,726 5,795
Compensated Absences 65,771 - - 1,408 67,179 688
Capital Leases 6,633 - - - 6,633 57
Bonds Payable 48,932 - 1,325 - 50,257 -
Other Financing
Arrangements Payable 8,365 - - 10,745 19,110 -
Annuities Payable - - - 9,484 9,484 -
Lottery Prizes Payable - - - 5,101 5,101 -
Funds Held In Custody 141,018 - - - 141,018 -
Lease Obligations From
Discontinued Operations - - - 27 27 -
Total Current Liabilities 522,148 22,666 4,172 46,122 595,108 66,118
Noncurrent Liabilities:
Accounts Payable & Accruals 27,278 - - - 27,278 83
Due To Other Funds/Advances
From Other Funds - - - - - 72
Interest Payable 5,592 - - - 5,592 -
Deferred Revenue 4,855 - - - 4,855 -
Compensated Absences 58,876 - - 276 59,152 -
Capital Leases 94,791 - - - 94,791 349
Bonds Payable 591,628 - 627,703 - 1,219,331 -
Other Financing
Arrangements Payable 8,232 - - 36,191 44,423 -
Annuities Payable - - - 40,420 40,420 -
Refundable Advance On Student Loans 51,986 - - - 51,986 -
Other - - - 5,383 5,383 -
Total Noncurrent Liabilities 843,238 - 627,703 82,270 1,553,211 504
TOTAL LIABILITIES 1,365,386 22,666 631,875 128,392 2,148,319 66,622
NET ASSETS
Invested in Capital Assets,
Net of Related Debt 1,510,220 - - 18,710 1,528,930 78,691
Restricted For:
Expendable 249,529 - - - 249,529 -
Nonexpendable 89,401 - - - 89,401 -
Unemployment Benefits - 784,735 - - 784,735 -
Unrestricted 765,208 - (560,865) 48,290 252,633 23,161
TOTAL NET ASSETS $ 2,614,358 $ 784,735 $ (560,865) 67,000 2,905,228 $ 101,852
Adinistment ta reflect the conanlidatinn of internal <ervice fiind activities related tn enternrice fiinds (2 610)

Net assets of business-tvpe activities $ 2,896,609

The notes are an integral part of the financial statements.
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STATE oF IOWA

Statement of Revenues, Expenses and Changes in Fund Net Assets

Proprietary Funds

For the Year Ended June 30, 2003
(Expressed in Thousands)

BUSINESS- TYPE ACTIVITIES -- GOVERNMENTAL
ENTERPRISE FUNDS ACTIVITIES --
TOBACCO NONMAJOR INTERNAL
UNIVERSITY ~ UNEMPLOYMENT  SETTLEMENT ENTERPRISE SERVICE
FUNDS BENEFITS AUTHORITY FUNDS TOTAL FUNDS
OPERATING REVENUES:
Fmnlaver Contrihiitions $ - $ 262,714 $ - $ - $ 262,714 $ -
Receipts from Other Entities 10,934 74,920 - 113 85,967 71,004
Fees. Licenses & Permits 896,306 - - 9,610 905,916 120
Refunds & Reimbursements - - 49,772 97 49,869 35,402
Sales. Rents & Services 214,497 - - 347,770 562,267 785
Grants & Cnntracts 453,189 - - 2,345 455,534 =
Indenendent /Auxiliarv Operations 172,861 - - - 172,861 -
Miscellaneous 19,263 - - - 19,263 5,673
TOTAL OPERATING REVENUES 1,767,050 337,634 49,772 359,935 2,514,391 112,984
OPERATING EXPENSES:
General & Administrative - - 105 38,653 38,758 -
Scholarship & Fellowship 30,898 - - - 30,898 -
Depreciation 151,901 - - 12,326 164,227 10,213
Direct Fxnense - - - 116,175 116,175 -
Prize Expense - - - 104,199 104,199 -
Personal Services 1,466,844 - - 9,172 1,476,016 6,526
Travel & Subsistence 32,425 - - 123 32,548 11,026
Supplies & Materials 217,961 - - 116 218,077 28,781
Contractiial Services 99,267 - - 3,654 102,921 8,091
Eauiopment & Repairs 366,987 - - 21 367,008 8,820
Claims & Miscellaneous 15,050 - - 489 15,539 38,708
Licenses. Permits & Refunds 1,966 76 - 473 2,515 22
State Aids & Credits - 444 969 - 2.711 447.680 -
TOTAL OPERATING EXPENSES 2,383,299 445,045 105 288,112 3,116,561 112,187
OPERATING INCOME (LOSS) (616,249) (107,411) 49,667 71,823 (602,170) 797
NONOPERATING REVENUES
(EXPENSES)
State Aid to lniversities 681,288 - - - 681,288 -
Gifts 103,047 - - - 103,047 -
Taxes - - - 10,258 10,258 384
Investment Income 48,926 44,779 3,008 1,510 98,223 75
Interest Expense (31,657) - (36,711) (3,067) (71,435) (6)
Miscellaneniis Nananeratina Reventie 6,196 - - - 6,196 -
Miscellaneous Nonoperatina Expense (330) - (61) (219) (610) -
Gain on Sale of Fixed Assets - - - 34 34 -
Loss on Sale of Fixed Assets (11.212) - - (86) (11.298) (604)
NET NONOPERATING
REVENUES (EXPENSES) 796,258 44,779 (33,764) 8,430 815,703 (151)
INCOME (LOSS) BEFORE
CONTRIBUTIONS AND TRANSFERS 180,009 (62,632) 15,903 80,253 213,533 646
Canital Contributions and Grants 42,676 - - 15,125 57,801 -
Transfers In - - - 334 334 2,142
Transfers Out - - (23,959) (88,849) (112,808) (3,003)
Additinns tn Fndowments 555 - - - 555 -
CHANGE IN NET ASSETS 223,240 (62,632) (8,056) 6,863 159,415 (215)
TOTAL NET ASSETS -
JULY 1, RESTATED 2,391,118 847,367 (552,809) 60,137 102,067
TOTAL NET ASSETS - JUNE 30 $ 2,614,358 $ 784,735 $ (560,865) $ 67,000 $ 101,852
Adjustment to reflect the consolidation of internal service fund activities related to enterprise funds (9.015)

Chanae in net assets of business-type activities

The notes are an integral part of the financial statements.
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CASH FLOWS FROM OPERATING
ACTIVITIES:

Cash Received From Customers/Students

Cash from Miscellaneous

Cash Received From Employers

Cash Received From Other Entities

Cash Received From Reciprocal
Interfund Activity

Cash Payments To Suppliers For
Goods & Services

Cash Payments To Employees For Services

Cash Payments For Prizes

Cash Payments For Unemployment Claims

NET CASH PROVIDED BY OPERATING
ACTIVITIES

CASH FLOWS FROM NONCAPITAL
FINANCING ACTIVITIES:

Transfers In From Other Funds
Transfers Out To Other Funds
Receipts From Grants & Contributions
Receipts From Related Agencies
Payments To Related Agencies
Other Receipts
Other Payments
Proceeds From Non-Capital Gifts
Proceeds From Issuance Of Debt
Bond Issuance Costs
Interest Paid
Tax Receipts

NET CASH PROVIDED BY NONCAPITAL
FINANCING ACTIVITIES

CASH FLOWS FROM CAPITAL AND
RELATED FINANCING ACTIVITIES:

Acquisition & Construction of Capital Assets

Interest Paid

Debt Payments

Capital Grants & Contributions
Debt Proceeds

Proceeds From Sale of Capital Assets
Other

NET CASH PROVIDED BY CAPITAL AND
RELATED FINANCING ACTIVITIES

CASH FLOWS FROM INVESTING
ACTIVITIES:
Interest & Dividends On Investments
Proceeds From Sale & Maturities Of
Investments
Purchase Of Investments
Other

NET CASH PROVIDED BY INVESTING
ACTIVITIES

STATE oF IOWA

Statement of Cash Flows

Proprietary Funds

For the Year Ended June 30, 2003
(Expressed in Thousands)

BUSINESS-TYPE ACTIVITIES -- GOVERNMENTAL
ENTERPRISE FUNDS ACTIVITIES --
TOBACCO NONMAJOR INTERNAL
UNIVERSITY UNEMPLOYMENT SETTLEMENT ENTERPRISE SERVICE
FUNDS BENEFITS AUTHORITY FUNDS TOTAL FUNDS
$ 1,168,327  $ - $ - $ 341,898 $1,510225 $ -
219,259 - - 2,047 221,306 -
- 239,813 - - 239,813 -
461,761 74,920 49,772 - 586,453 8,173
- - - - - 85,023
(773,967) - (105) (152,420) (926,492) (63,099)
(1,638,903) - - (15,367)  (1,654,270) (17,581)
- - - (112,543) (112,543) -
- (442.060) - - (442 060) -
(563.523) (127.327) 49.667 63.615 (577.568) 12,516
264,934 - - 331 265,265 2,142
- - (23,959) (89,169) (113,128) (2,943)
380,479 - - - 380,479 -
532,709 - - - 532,709 -
(534,488) - - - (534,488) -
430,370 - - - 430,370 -
(380,233) - - - (380,233) -
73,983 - - - 73,983 -
- - (1,970) - (1,970) -
- - (78) - (78) -
- - (35,875) 10,258 (25,617) -
- - - - - 384
767,754 - (61,882) (78,580) 627,292 (417)
(332,151) - - (7,018) (339,169) (11,274)
(31,518) - - (3,287) (34,805) -
(72,529) - - (10,125) (82,654) -
50,183 - - 15,125 65,308 -
115,108 - - - 115,108 -
2,098 - - 196 2,294 -
1.096 - - - 1,096 2,032
(267.713) - - (5,109) (272.822) (9,242)
35,259 44,779 3,033 1,526 84,597 70
1,486,838 - 138,246 - 1,625,084 -
(1,462,609) - (108,437) - (1,571,046) -
- - - 9,863 9.863 -
59,488 44,779 32,842 11,389 148,498 70
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NET INCREASE (DECREASE) IN CASH & CASH
EQUIVALENTS

CASH & CASH EQUIVALENTS JULY 1, RESTATED
CASH & CASH EQUIVALENTS JUNE 30
INVESTMENTS

LESS DEPOSITS WITH TRUSTEES

CASH & INVESTMENTS PER STATEMENT
OF NET ASSETS

RECONCILIATION OF OPERATING
INCOME (LOSS) TO NET CASH PROVIDED
BY OPERATING ACTIVITIES

Operating Income (Loss)

Adjustments To Reconcile Operating Income (Loss)
To Net Cash Provided By Operating Activities
Depreciation
(Increase) Decrease In Accounts Receivable
(Increase) Decrease In Benefit

Overpayment Receivable

Increase) Decrease In Due From

Increase) Decrease In Inventory

Increase) Decrease In Prepaid

Increase) Decrease In Loans Receivable

(Increase) Decrease In Other Assets

Increase (Decrease) In Accounts Payable

Increase (Decrease) In Due To

Increase (Decrease) In Deferred Revenue

Increase (Decrease) In Compensated Absences

And Other Benefits

Increase (Decrease) In Prizes Payable

Increase (Decrease) In Prize Annuity

Increase (Decrease) In Other Liability

Net Cash Provided By Operating Activities

Noncash capital financing activities:

STATE oF IOWA

(continued)

BUSINESS-TYPE ACTIVITIES -- GOVERNMENTAL
ENTERPRISE FUNDS ACTIVITIES --
TOBACCO NONMAJOR INTERNAL
UNIVERSITY UNEMPLOYMENT SETTLEMENT ENTERPRISE SERVICE
FUNDS BENEFITS AUTHORITY FUNDS TOTAL FUNDS
(3,994) (82,548) 20,627 (8,685) (74,600) 2,927
410,372 766,663 461 47,510 1,225,006 20,636
406,378 684,115 21,088 38,825 1,150,406 23,563
940,363 - 48,135 - 988,498 -
(29,202) - - - (29,202) -
$ 1,317,539 $ 684,115 $ 69,223 $ 38,825 $ 2,109,702 $ 23,563
$ (616,249) $ (107,411) $ 49,667 $ 71,823 $  (602,170) $ 798
151,901 - - 12,326 164,227 10,213
(67,892) (17,676) - (14,380) (99,948) (150)
- (1,363) - (1,363) -
(5,523) (5,032) - 1,054 (9,501) (19,498)
1,171 - - 943 2,114 (506)
(3,787) - - 222 (3,565) 148
(2,817) - - - (2,817) -
(14) - - 4,810 4,796 -
(28,283) 3,222 - (637) (25,698) 21,309
- 1,126 - 19 1,145 186
2,332 (193) - 296 2,435 (62)
6,745 - - 224 6,969 78
_ - - 1,540 1,540 -
- - - (9,863) (9,863) -
(1,107) - - (4.762) (5.869) -
$ (563,523) $ (127,327) $ 49,667 $ 63,615 $ (577,568) $ 12,516

Canital acsets nf 54 RRAR 529 were acaiired throninh canital leace anreements nf $37 270 020 and nifts nf $17 R3RA 499 hv the enternrise fiinds

The notes are an integral part of the financial statements.
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FIDUCIARY FUND FINANCIAL STATEMENTS

Individual fund descriptions and financial statements begin on page
112.



STATE oF IOWA

Statement of Fiduciary Net Assets
Fiduciary Funds

June 30, 2003

(Expressed in Thousands)

PENSION
AND OTHER
EMPLOYEE PRIVATE-
BENEFIT PURPOSE
TRUST TRUST AGENCY
FUNDS FUNDS FUNDS
ASSETS
Cash & Cash Equivalents 142,563 3,307 86,358
Receivables:
Accounts (Net) - 139 104,573
Contributions 34,973 - -
Investment Sold 516,872 - -
Foreign Exchange Contracts 58,272 - -
Interest & Dividends 39,740
Miscellaneous 3,166 - -
Total Receivables 653,023 139 104,573
Investments, at Fair Value:
Fixed Income Securities 5,456,862 - -
Equity Investments 7,341,131 506,193 -
Real Estate Partnerships 820,520 - -
Investment in Private Equity/Debt 933,505 - -
Securities Lending Collateral Pool 1,503,952 - -
Securities on Loan with Brokers 1,439,548 - -
Foreign Currency 1,786 - -
Total Investments 17,497,304 506,193 -
Capital Assets:
Land 500 - -
Capital Assets (Net) 3,671 86 -
Total Capital Assets 4,171 86 -
Other Assets - 17 -
Total Assets 18,297,061 509,742 190,931
LIABILITIES
Accounts Payable & Accruals 20,463 69 190,931
Payable for Investments Purchased 1,081,821 - -
Payable to Brokers For Rebate & Collateral 1,503,423 - -
Capital Lease - 24 -
Other Financing Arrangements Payable - 311 -
Total Liabilities 2,605,707 404 190,931
NET ASSETS
Held in Trust for:
Employees' Benefits 15,691,354 - -
Individuals, Organizations, and Other
Governments - 509,338 -
Total Net Assets 15,691,354 509,338 -

The notes are an integral part of the financial statements.
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Statement of Changes in Fiduciary Net Assets

STATE oF IOWA

Fiduciary Funds

For the Year Ended June 30, 2003

ADDITIONS

Contributions:
Member/Participant Contributions
Employer Contributions
Buy-Back/Buy-In Contributions
Gifts, Bequests, & Endowments

Total Contributions

Investment Income:
Net Increase (Decrease) in
Fair Value of Investments
Interest
Dividends
Other

Investment Income
Less Investment Expense

Net Investment Income

Miscellaneous Non-Investment Income

Total Additions
DEDUCTIONS:

Pension and Annuity Benefits
Distribution to Participants

(Expressed in Thousands)

Payments in Accordance with Agreements

Administrative Expense
Refunds
Other

Total Deductions

Change in Net Assets held in Trust for:

Employees' Benefits

Individuals, Organizations and Other Governments

Net Assets - July 1, Restated

Net Assets - June 30

PENSION
AND OTHER
EMPLOYEE
BENEFIT PRIVATE
TRUST PURPOSE
FUNDS TRUST FUNDS
$ 189,916 $ 226,041
295,104 -
12,031 -
- 159
497,051 226,200
404,740 25,470
276,856 77
95,116 -
92,375 -
869,087 25,547
49,448 -
819,639 25,547
8,952 -
1,325,642 251,747
754,277 -
- 9,272
847 -
8,126 -
35,599 -
- 1,374
798,849 10,646
526,793 -
- 241,101
15,164,561 268,237

$ 15,691,354

$ 509,338

The notes are an integral part of the financial statements.

-33-



THIS PAGE LEFT BLANK INTENTIONALLY



COMPONENT UNIT FINANCIAL STATEMENTS

lowa Finance Authority issues bonds to assist in attainment of
adequate housing for special needs individuals such as the low to
moderate income and the disabled, and to provide limited types of
financing to small businesses.

lowa Higher Education Loan Authority provides for the financing of
educational loans for students attending private educational institutions
in the state and financing for acquisition, construction, and renovation of
educational facilities.

lowa Agricultural Development Authority undertakes programs which
assist beginning farmers in purchasing land, improvements and
property, for agricultural purposes and provides financing for
agricultural and soil conservation development, and other various
agricultural development programs.

lowa State Fair Authority conducts the annual State Fair and
Exposition and other interim events on the lowa State Fairgrounds.



ASSETS
Current Assets:
Cash & Investments
Cash & Investments - Restricted
Accounts Receivable
Interest Receivable
Loans Receivable (Net)
Inventory
Prepaid Expenses
Other
Total Current Assets
Noncurrent Assets:
Cash & Investments
Cash & Investments - Restricted
Accounts Receivable
Loans Receivable (Net)
Capital Assets - nondepreciable
Capital Assets - depreciable, net
Total Noncurrent Assets

TOTAL ASSETS

LIABILITIES

Current Liabilities:
Accounts Payable & Accruals
Interest Payable
Deferred Revenue
Bonds Payable

Total Current Liabilities

Noncurrent Liabilities:
Deferred Revenues
Compensated Absences
Bonds Payable
Other Liabilities

Total Noncurrent Liabilities

TOTAL LIABILITIES

NET ASSETS

Invested in Capital Assets,

Net of Related Debt
Restricted for Specific Purposes
Unrestricted

TOTAL NET ASSETS

TOTAL LIABILITIES AND FUND EQUITY

STATE oF IOWA

Statement of Net Assets
Component Units

June 30, 2003
(Expressed in Thousands)

The notes are an integral part of the financial statements
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IOWA
HIGHER IOWA IOWA

IOWA EDUCATION AGRICULTURAL STATE TOTAL
FINANCE LOAN DEVELOPMENT FAIR COMPONENT

AUTHORITY AUTHORITY AUTHORITY  AUTHORITY UNITS
$ 336,444 $ 1,071 $ 693 $ 4,570 $ 342,778
- 346 - 1,980 2,326
- - 12 714 726
7,864 130 44 363 8,401
21,086 3,651 122 - 24,859
- - - 190 190
- 98 - - 98
1,322 - - - 1,322
366,716 5,296 871 7817 380,700
637,694 - - - 637,694
- 13,310 3,649 - 16,959
- - - 500 500
300,285 22,748 1,355 - 324,388
- - - 15,711 15,711
970 1 26 26,644 27,641
938.949 36.059 5.030 42.855 1.022.893
1,305,665 41,355 5,901 50,672 1,403,593
5,856 51 63 1,073 7,043
16,779 121 - - 16,900
599 70 - - 669
70.518 1.619 - - 72,137
93.752 1.861 63 1.073 96.749
5,938 233 - - 6,171
- - - 136 136
713,067 37,064 - - 750,131
9,571 - - 61 9,632
728,576 37,297 - 197 766,070
822,328 39,158 63 1,270 862,819
970 1 26 42,355 43,352
446,506 1,123 5,144 1,705 454,478
35,861 1.073 668 5.342 42,944
483,337 2,197 5,838 49,402 540,774
_$ 1,305,665 $ 41,355 $ 5901 $ 50,672 $ 1,403,593



Expenses
Program Revenues:
Charges for Service
Operating Grants
and Contributions
Total Program Revenues
Net Program (Expense) Revenue
General Revenues (Expenses):
Investment Income
Other
Total General Revenue
Change in Net Assets

Net Assets - July 1

Net Assets - June 30

STATE OF IOWA

Statement of Activities

Component Units

For the Year Ended June 30, 2003

(Expressed in Thousands)

IOWA
HIGHER IOWA IOWA

IOWA EDUCATION AGRICULTURAL STATE TOTAL
FINANCE LOAN DEVELOPMENT FAIR COMPONENT

AUTHORITY AUTHORITY AUTHORITY AUTHORITY UNITS
$ 49,706 $ 1,222 $ 468 $ 13,470 $ 64,866
72,131 1,416 446 13,150 87,143
13 987 1,000
49,183 - - 506 49,689
121,314 1,416 459 14,643 137,832
71,608 194 (9) 1,173 72,966
1,705 - 21 114 1,840
190 - - 335 525
1,895 - 21 449 2,365
73,503 194 12 1,622 75,331
409,834 2,003 5,826 47,780 465,443
$ 483,337 $ 2,197 $ 5,838 $ 49,402 $ 540,774

The notes are an integral part of the financial statements.
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STATE oF IOWA

NOTES TO THE FINANCIAL STATEMENTS

NOTE 1 - SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

A. Basis of Presentation

The accompanying financial statements of the State
of lowa have been prepared in conformity with U.S.
generally accepted accounting principles (GAAP) as
prescribed by the Governmental Accounting
Standards Board (GASB).

B. Financial Reporting Entity

For financial reporting purposes, the State of lowa
includes all funds, departments, agencies and
universities of the State. The State has also
considered all potential component units for which it
is financially accountable, and other organizations for
which the nature and significance of their
relationship with the State are such that exclusion
would cause the State’s financial statements to be
misleading or incomplete. The GASB has set forth
criteria to be considered in determining financial
accountability. These criteria include appointing a
voting majority of an organization’s governing body
and (1) the ability of the State to impose its will on
that organization or (2) the potential for the
organization to provide specific financial benefits to,
or impose specific financial burdens on the State.

As required by GAAP, these financial statements
present the State of lowa (the primary government)
and its component units. The component units are
included in the State’s reporting entity because of the
significance of their operational or financial
relationships with the State. The individual
component unit financial statements can be obtained
by contacting: lowa Department of Administrative
Services, State Accounting Enterprise, 3rd Floor,
Hoover State Office Bldg., Des Moines, IA 50319.

Blended Component Units

These component units are entities which are legally
separate from the State, but are so intertwined with
the State that they are, in substance, the same as the
State. They are reported as part of the State's
primary government and are blended with the
appropriate funds.

lowa Public Television Foundation
(Special Revenue and Permanent funds)
serves as a funding medium for lowa
Public Television. It solicits and manages
gifts of money or property, for the
exclusive purpose of granting gifts of
money or property to lowa Public
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Television. lowa Public Television has
sole discretion as to the use of the money
or property. The State appoints a voting
majority of the Foundation’s board and
has the ability to impose its will on the
organization, as it can make personnel
decisions regarding the management of
the Foundation.

Tobacco Settlement Authority (Enterprise
fund) was created to issue bonds to
securitize payments due to the State
pursuant to the Master Settlement
Agreement between the State and the five
largest tobacco manufacturers. The
Authority’s board consists of the
Treasurer of State, Auditor of State and
the Director of the Department of
Management. The State has the ability to
impose its will on the Authority and its
sole purpose is to provide a secure and
stable source of revenue from the tobacco
settlement for the State.

Component Units

These component units are entities which are legally
separate from the State, but are financially
accountable to the State, or its relationship with the
State is such that exclusion would cause the State’s
financial statements to be misleading or incomplete.
The Component Units include the financial data of
these entities.

lowa Finance Authority (Proprietary)
issues bonds to assist in attainment of
adequate housing for special needs
individuals such as the low to moderate
income and the disabled, and to provide
limited types of financing to small
businesses. The nine members of the
Board of Directors are appointed by the
Governor and confirmed by the Senate.

lowa Higher Education Loan Authority
(Proprietary) provides for the financing of
educational loans for students attending
private educational institutions in the
State and financing for the acquisition,
construction, and renovation of
educational facilities. The five members
of the Board of Directors are appointed by
the Governor and confirmed by the
Senate. The State has the ability to
impose its will upon the Authority.



STATE oF IOWA

NOTES TO THE FINANCIAL STATEMENTS

lowa Agricultural Development Authority
(Proprietary) undertakes programs which
assist beginning farmers in purchasing
land, improvements and property for
agricultural purposes, and provides
financing for agricultural and soil
conservation development, and other
various agricultural development
programs. The State appoints a voting
majority of the organization and is able to
impose its will on the Authority.

lowa State Fair Authority (Proprietary)
conducts the annual State Fair and
Exposition and other interim events on
the lowa State Fairgrounds. The State
must approve any bonds issued by the
Authority (October 31 year end).

Related Organizations

These related organizations are excluded from the
reporting entity because the State’s accountability
does not extend beyond appointing a voting majority
of the organizations’ board members. Financial
statements are available from the respective
organizations.

lowa Student Loan Liquidity Corporation
lowa Comprehensive Health Association
Turkey Marketing Council

lowa Business Development Finance
Corporation

Community Health Management Information
System

C. Government-Wide and Fund Financial
Statements

Government-Wide Financial Statements

The Statement of Net Assets and Statement of
Activities report information on all non-fiduciary
activities of the primary government and its
component units. Primary government activities are
distinguished between governmental and business-
type activities. Governmental activities generally are
financed through taxes, intergovernmental revenues,
and other non-exchange revenues. Business-type
activities are financed in whole or in part by fees
charged to external parties for goods or services.

The Statement of Net Assets presents the reporting
entity’s non-fiduciary assets and liabilities, with the
difference reported as net assets. Net assets are
reported in three categories:
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Invested in capital assets, net of related debt
consists of capital assets, net of accumulated
depreciation and reduced by outstanding
balances for bonds, notes, and other debt that
are attributed to the acquisition, construction,
or improvement of those assets.

Restricted net assets result when constraints
placed on net asset use are either externally
imposed or imposed by law through
constitutional provisions or enabling legislation.

Unrestricted net assets consist of net assets that
do not meet the definition of the two preceding
categories. Unrestricted net assets often have
constraints on resources that are imposed by
management, but can be removed or modified.

When both restricted and unrestricted resources are
available for use, generally it is the State’s policy to
use restricted resources first.

The Statement of Activities demonstrates the
degree to which the direct expenses of a given
function or segment are offset by program revenues.
Direct expenses are those that are clearly identifiable
within a specific function. Program revenues include
1) charges to customers who purchase, use, or
directly benefit from goods, services, or privileges
provided by a given function and 2) grants and
contributions that are restricted to meeting the
operational or capital requirements of a particular
function. Taxes and other items not meeting the
definition of program revenues are instead reported
as general revenue.

Fund Financial Statements

Separate financial statements are provided for
governmental funds, proprietary funds, and fiduciary
funds even though the latter are excluded from the
government-wide statements. Major individual
governmental funds and major individual proprietary
funds are reported as separate columns in the fund
financial statements, with non-major funds being
combined into a single column.

D. Financial Statement Presentation

The State reports the following major governmental
funds:

The General Fund is the State's principal
operating fund. It accounts for all financial
resources except those accounted for in another
fund.



STATE oF IOWA

NOTES TO THE FINANCIAL STATEMENTS

Tobacco Tax-Exempt Bond Proceeds Fund
accounts for proceeds received from the Tobacco
Settlement Authority to provide appropriations
for various programs.

The State reports the following major enterprise
funds:

The University Funds account for the operations
of the State’s public institutions of higher
education. The State University of lowa, lowa
State University and the University of Northern
lowa comprise this group.

The Unemployment Benefits Fund receives federal
funds and contributions from employers to
provide benefits to eligible unemployed workers.

Tobacco Settlement Authority accounts for the
bond proceeds securitized by payments due to
the State pursuant to the Master Settlement
Agreement between the State and the five largest
tobacco manufacturers.

In addition, the State reports the following fund
types:

Governmental Funds

Special Revenue Funds account for the proceeds
of specific revenue sources (other than
permanent or capital projects) that are legally

restricted to expenditures for a specified
purpose.
Capital Projects Funds account for financial

resources to be used for the acquisition or
construction of major capital facilities (other
than those financed by proprietary funds).

Permanent Funds account for resources that are
legally restricted to the extent that only
earnings, and not principal may be used for the
benefit of the government or its citizenry.

Proprietary Funds

Enterprise Funds account for operations (a) that
are financed and operated in a manner similar
to private business enterprise — where the intent
of the State is that the cost (expenses, including
depreciation) of providing goods or services to
the general public on a continuing basis be
financed or recovered primarily through user
charges; or (b) where the State has decided that
periodic determination of revenues earned,
expenses incurred, and/or net income is
appropriate for capital maintenance, public
policy, management control, accountability, or
other purposes.

-40-

Internal Service Funds account for the financing
of goods or services provided by one department
or agency to other departments or agencies of
the State, or to other governmental units, on a
cost reimbursement basis.

Fiduciary Funds

Pension and Other Employee Benefit Trust Funds
account for resources that are required to be
held for the members and beneficiaries of the
State’s defined benefit pension plans and other
post employment benefit plans. The pension
plans included are the lowa Public Employees’
Retirement System (IPERS), Peace Officers’
Retirement, Accident and Disability System, and
the Judicial Retirement System.

Private Purpose Trust Funds account for
resources of all other trust arrangements in
which principal and income benefit individuals,
private organizations, or other governments.

Agency Funds account for resources held by the
State in a purely custodial capacity.

E. Measurement Focus and Basis of Accounting

Basis of accounting refers to when revenues and
expenditures or expenses are recognized in the
accounts and reported in the financial statements.
Basis of accounting relates to the timing of the
measurements made, regardless of the measurement
focus applied.

The government-wide statements are reported using
the economic resources measurement focus and the
accrual basis of accounting. Revenues are recorded
when earned and expenses are recorded when a
liability is incurred, regardless of the timing of cash
flows.

Governmental fund statements are reported using the
current financial resources measurement focus and
the modified accrual basis of accounting. Revenues
are recognized as they become susceptible to accrual;
generally when they are both measurable and
available. Revenues are considered to be available
when they are collected within the current period or
soon enough thereafter to pay liabilities of the
current period. Most revenues, including taxes, fees,
charges for service, refunds and reimbursements,
and receipts from other entities, are considered by
the State to be available if collected within 60 days of
the end of the fiscal year. Revenues that the State
earns by incurring obligations are recognized in the
same period as the obligations are recognized.
Investment earnings are recorded as earned since
they are measurable and available.



STATE oF IOWA

NOTES TO THE FINANCIAL STATEMENTS

Expenditures are recognized when the related fund
liability is incurred. An exception to the general
modified accrual expenditure recognition criteria is
the principal and interest on general long-term debt
which is recognized when due. Income tax refunds
are accrued for claims related to tax periods ended by
June 30, of the fiscal year, and paid within sixty
days.

Proprietary and fiduciary fund statements are
reported using the economic resources measurement
focus and the accrual basis of accounting. Revenues
are recorded when earned and expenses are recorded
when a liability is incurred, regardless of the timing
of cash flows. Proprietary funds distinguish
operating from nonoperating revenues and expenses.
Operating revenues and expenses generally result
from providing services and producing and delivering
goods in connection with the proprietary fund's

principal ongoing operations. All other revenues and
expenses are reported as nonoperating.

In reporting the financial activity of its proprietary
funds, the State applies all applicable GASB
pronouncements as well as the following
pronouncements issued on or before November 30,
1989, unless these pronouncements conflict with or
contradict GASB pronouncements: Financial
Accounting Standards Board Statements and
Interpretations, Accounting Principles Board
Opinions, and Accounting Research Bulletins of the
Committee on Accounting Procedure.

Lottery Revenues and Prizes

The Lottery uses an on-line instant verification
system for the sale and validation of instant tickets.
Instant ticket sales are recognized when a retailer
settles a pack of tickets. Revenues for pull-tab games
are recognized upon the sale of tickets to the retail
sales agents. Revenues for Lotto games are
recognized after the jackpot drawings are held.
Deferred revenue represents lotto tickets sold for
future prize drawings.

The prize liabilities for the Lotto games are
determined by actual matches and are recognized
after the jackpot drawings are held.

F. Cash, Investments, and Securities Lending

Cash in most funds is held in the state treasury and
is commingled in State bank accounts and
investments. The moneys of most funds are pooled
together and invested as an investment pool by the
Treasurer of State. However, moneys of some funds
may be invested separately from the investment pool
where permitted by statute.
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Investment earnings of the investment pool are
allocated to the individual funds as provided by
statute. Income associated with one fund that has
been assigned to another fund totaled $21,857,687
for fiscal year 2003.

The Treasurer's deposits in financial institutions
throughout the year and at year end were entirely
covered by the Federal Deposit Insurance
Corporation, or collateral held by the Treasurer of
State’s custodial banks in the Treasurer of State’s
name, or by the bank assessment provisions of
Section 12C.23 of the Code of lowa.

The Treasurer of State may invest in obligations of
the United States government, its agencies and
instrumentalities; certificates of deposit in lowa
financial institutions; prime bankers acceptances,
commercial paper or other short-term corporate debt;
perfected repurchase agreements; money market
mutual funds organized in trust form; and other
investments as permitted by Section 12B.10 of the
Code of lowa.

Investments are valued at fair value in accordance
with GASB Statement 31, Accounting and Financial
Reporting for Certain Investments and for External
Investment Pools. Fair value is calculated at market
price at the close of business on June 30 by
independent pricing services utilized by the
Treasurer’s custodian bank. However, certain cash
equivalent investments such as commercial paper,
bankers acceptances, certificates of deposit,
guaranteed investment contracts, and discount notes
issued by government agencies are valued using
purchase price. (For Pension plans, See NOTE 18).

Certain State institutions participate in the lowa
Public Agency Investment Trust (IPAIT), a state and
local government pooled investment account, created
by lowa Code Chapter 28E. IPAIT is managed by
Investors Management Group and is registered with
the Securities and Exchange Commission. IPAIT
follows established money market mutual fund
parameters designed to maintain a $1 per unit net
asset value.

Cash and cash equivalents include currency on
hand, demand deposits with banks or other financial
institutions, investments readily convertible to known
amounts of cash, and investments so near their
maturity that they present insignificant risk of
changes in value because of changes in interest rates.
In the statements of cash flows, investments with an
original maturity of three months or less are
considered cash equivalents.
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The lowa Public Employees Retirement System
(IPERS) and the lowa Peace Officers’ Retirement,
Accident, and Disability System (PORS) (together the
“Systems”) participate in a securities lending program
with the State’s custodian bank. The participation of
IPERS is authorized by the Code of lowa and the
participation of PORS is authorized by its Board of
Trustees. The custodian bank is responsible for
operating the program and is permitted to lend any of
the securities it holds in custody for the Systems to
broker-dealers and other entities in exchange for
collateral. The custodian bank is permitted to accept
collateral in the form of cash in U.S. dollars, U.S.
government securities, or irrevocable letters of credit.
A borrower is required to initially deliver collateral in
an amount equal to 102 percent of the market value
of any U.S. securities lent and 105 percent of the
market value of any non-U.S. securities lent.
Borrowers are required to provide additional
collateral any time the value of the collateral drops
below 100% of the value of the security lent plus
accrued interest income. Securities received as
collateral cannot be sold or pledged unless the
borrower defaults. Securities lent at year-end for
cash collateral are presented as unclassified in the
schedule of custodial credit risk.

At year-end IPERS had $496,323 in credit risk
exposure to borrowers because the amounts they
owed IPERS exceeded the amounts IPERS owed
them. Additional collateral was provided the next
business day, eliminating this exposure. The contract
with the custodian bank requires it to indemnify the
System if a borrower fails to return the securities or
fails to return all of the income attributable to
securities on loan. At year-end PORS had no credit
risk exposure. As of June 30, 2003, the Systems had
securities on loan, including accrued interest income,
with a total value of $1,439,547,779 against
collateral with a total value of $1,502,071,835.

The majority of securities loans are open loans, i.e.
one day maturity, where the rebate rate due the
borrower is renegotiated daily. All securities loans
can be terminated on demand by either the Systems
or the borrower. Cash collateral received from
borrowers is invested in a cash collateral investment
pool which is managed by the custodian bank in
accordance with investment guidelines established by
the Systems. The investment guidelines do not
require a matching of investment maturities with
loan maturities, but do establish minimum levels of
liquidity and other investment restrictions designed
to minimize the interest rate risk associated with not
matching the maturity of the investments with the
loans. (See NOTE 2.)

G. Accounts Receivable

Accounts receivable have been established and offset
with proper provisions for estimated uncollectible
accounts where applicable. Practically all receivables
of governmental funds are due from other
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governmental entities, primarily the federal
government, and are considered collectible.
Receivables in other funds have arisen in the

ordinary course of business.

Taxes receivable represent amounts due to the State
at June 30, which will be collected sometime in the
future. In the government-wide financial statements,
a corresponding amount is recorded as revenue. In
the governmental fund financial statements, the
portion considered “available” is recorded as revenue;
the remainder is recorded as deferred revenue.

H. Inventories

Inventories are valued at cost, which approximates
market. The first-in/first-out (FIFO) cost flow method

is used for the majority of inventories. Throughout
the year costs of inventories are recorded as
expenditures when purchased. For financial

reporting purposes, expenditures are adjusted at
fiscal year end for material inventory amounts to
correlate with the consumption method. Inventory
asset amounts are not available for budgetary
appropriation as they have been charged to
expenditures when purchased rather than when
used.

Food stamps are recorded as expenditures when
disbursed. Amounts on hand at June 30 are
reported at face value in the General Fund, offset by
a like amount of deferred revenue.

|. Capital Assets

Capital assets are reported in the government-wide
financial statements and proprietary fund statements
at historical cost. Donated capital assets are
reported at their estimated fair market value at the
time of acquisition. Capital assets utilized in
governmental funds are reported as expenditures
when purchased in the governmental fund financial
statements. Reportable capital assets are defined by
the State as assets above the following thresholds:

Infrastructure $1 million
Land, Building and Improvements $ 50,000
Equipment (non-Regent institutions) $ 5,000
Equipment (Regents) $ 2,000

Capital assets are depreciated over their useful lives
using the straight-line depreciation method. The
government-wide financial statements, proprietary
fund statements, and component unit financial

statements report depreciation expense. The
following useful lives are used:
Infrastructure 10-50 years
Buildings 20-50 years
Improvements Other
Than Buildings 20-50 years
Equipment 2-20 years
Vehicles 3-10 years
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J. Long-term Liabilities

In the government-wide and proprietary fund
financial statements, long-term debt and long-term
liabilities are reported as liabilities. Bond issuance
costs are deferred and amortized over the life of the
bonds using the straight-line method. Bonds payable
are reported net of the applicable bond premium or
discount. Bond discounts and issuance costs for
propriety fund types are generally deferred and
amortized over the terms of the bonds using the
bonds-outstanding method or straight-line method,
which approximates the effective interest method.

In governmental fund types, bond discount and
issuance costs are recognized in the current period,
except for capital appreciation bonds which report
discounts similar to proprietary fund types.

Long-term liabilities that are due within one year of
the date of the statements are classified as current
liabilities.

K. Interfund Activity and Balances

Interfund Activity

As a general rule, the effect of interfund activity has
been eliminated from the government-wide
statements. Exceptions to this rule are: 1) activities
between funds reported as governmental activities
and funds reported as business-type activities and 2)
activities between funds that are reported in different
functional categories in either the governmental or
business-type activities column. Elimination of these
activities would distort the direct costs and program
revenues for the functions concerned.

Interfund Balances

Interfund receivables and payables have been
eliminated from the Statement of Net Assets, except
for the residual amounts due between governmental
and business-type activities.

L. Encumbrances

The State utilizes encumbrance accounting for
budgetary control purposes. Obligations incurred for
goods or services that have not been received or
rendered, are recorded to reserve that portion of the
applicable fund balance. Section 8.33, unnumbered
paragraph 2, of the Code of lowa, states, “No payment
of an obligation for goods or services shall be charged
to an appropriation subsequent to the last day of the
fiscal year for which the appropriation is made unless
the goods or services are received on or before the
last day of the fiscal year, except that repair projects,
purchase of specialized equipment and furnishings,
and other contracts for services and capital
expenditures for the purchase of land or the erection
of buildings or new construction or remodeling,
which were committed and in progress prior to the
end of the fiscal year are excluded from this
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provision” That is, except for the above stated
exceptions, the State must have received the goods or
services on or before June 30, creating an actual
liability, or the encumbrance is cancelled against that
fiscal year. If the encumbrances are still valid after
June 30, they become expenditures / expenses of the
next fiscal year.

M. Budgeting and Budgetary Control

Budgetary comparison schedules and related
disclosures are reported as Required Supplementary
Information (RSI). As further discussed in the RSI,
General Fund expenditures were in excess of
revenues resulting in a $45.8 million deficit. |If
unresolved by the Governor and or Legislature, this
deficit may be a material violation of finance - related
legal and contractual provisions.

NOTE 2 - CASH, INVESTMENTS AND
SECURITIES LENDING

CASH
Primary Government and Fiduciary

The carrying amount of cash at June 30 is
$1,210,464,357 and the bank balance s
$1,234,237,163. The bank balance at June 30 is
insured or collateralized as follows: $1,016,603,418
is covered by federal depository insurance or by
collateral held by the State’s agent in the State's
name, $939,200 is covered by collateral held in the
pledging bank’s trust department in the State’s

name, and $216,694,545 is uninsured or
uncollateralized.
Component Units
The carrying amount of cash at June 30 is

$30,628,038 and the bank balance is $30,628,038.
The bank balance at June 30 is insured or
collateralized by federal depository insurance or by
collateral held by the State’s agent in the State’s
name.

INVESTMENTS
Investments at June 30, 2003, are categorized below

by credit risk (expressed in thousands). The three
types of credit risk are:
Category 1 - Insured or registered securities or

securities held by the State or its agent in the State’s
name.

Category 2 - Uninsured and unregistered, with
securities held by the counterparty’s trust
department or agent in the State’'s name.

Category 3 - Uninsured and unregistered, with
securities held by the counterparty, or by its trust
department or agent but not in the State’s name.
(This includes the portion of the carrying amount of
any repurchase agreement that exceeds the market
value of the underlying securities.)
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Primary Government

Category
1 2

U.S. Government

Securities $777,586
Equity Securities 22,200 173,313
Fixed Income

Securities 240,990 164,262
Asset Backed

Securities 3,802 -

Fair
Value

$541,404 $ 385 $1,319,375
769 196,282

- 405,252

- 3,802

$1.044.578 $878.979 $1.154 1,924,711

Unclaimed Property

Money Market &
Mutual Funds

Investment Agreements

Investment Pools
Other
Total Investments

Fiduciary Funds

Category
1
U.S. Government
Securities $1,210,768
Domestic Equity
Securities 1,713,892
Domestic Fixed Income
Securities 944,181
International Securities 1,157,660
Foreign Currency 1,786
$5.028,287

Securities on Loan
Mutual and
Commingled Funds
Short Term
Investment Funds
Real Estate
Partnerships
Investment in
Private Equity
Securities Lending
Short-Term Collateral
Investment Pool

Total Investments

Cash & Investment Reconciliation

Investments Per Preceding Schedules:

Primary Government
Fiduciary Funds
Total

Cash
Outstanding Warrants
Other Reconciling Items

Total Cash & Investments

7,160
642,327
406,530

904
665

$2.982,207

Fair
Value

$1,210,768
1,713,892

944,181
1,157,660

1,786

5,028,287
1,439,548
8,075,978
201,711
820,527

933,505

1,503,952

$18.003.508

$ 2,982,297

18.003,508
20,985,805

1,210,464
(168,246)

(6.463)
$ 22,021,560
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Component Units

Category Fair
1 2 Value
U.S. Government

Securities $42,698 $455,714 $498,412
Repurchase

Agreements - _166,067 166.067

$42,698 $621,781 664,479
Money Market &

Mutual Funds 92,090
Investment Agreements 212,096
Other _ 464

Total Investments $969.129
Cash & Investment Reconciliation
Investments Per Above Schedule $969,129
Cash 30,628
Total Cash & Investments $999,757

DEPOSITS WITH TRUSTEES

Primary Government

The carrying amount of cash at June 30 is
$19,902,726 and the bank balance is $19,902,726.
The bank balance at June 30 is insured or
collateralized as follows: $11,137,441 is covered by
federal depository insurance or by collateral held by
the State’s agent in the State’s name, and $8,765,285
is uninsured or uncollateralized.

The investments at June 30, 2003, for Deposit With
Trustees are as follows (expressed in thousands):

Category Fair
1 2 Value

U.S. Government
Securities $ - $3,018 $ 3,018

Repurchase

Agreements 1,341 - 1,341
$ 1341 $3018 4,359
Mutual Funds 6,461
Investment Agreements 3,121
Total Investments $ 13941

Cash & Investment Reconciliation

Investments Per Above Schedule $ 13,941
Cash 19,903
Deposits With Trustees $ 33,844
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NOTE 3 - TRANSFERS

Interfund transfers for the year ended June 30, 2003, consisted of the

following (expressed in

thousands):
Transferred In
Taobacco Nonmajor Nonmajor
Tax-Exempt Governmental Enterprise Internal

Transferred Out General Bond Proceeds Funds Funds Service Total
Genera $ - $ - $ 16,782 $ 334 $ 1,916 $ 19,032
Tobacco Tax-Exempt Bond Proceeds 22,926 - 7,410 - - 30,336
Nonmajor Governmental Funds 100,420 5 9,064 - - 109,489
Tobacco Settlement Authority - - 23,959 - - 23,959
Nonmajor Enterprise Funds 88,849 - - - - 88,849
Internal Service 2,777 - - - 226 3,003
Total $ 214,972 $ 5 $ 57,215 $ 334 $ 2,142 $ 274,668

Transfers are used to move: 1) revenues from the fund that statute requires to collect them to the fund
that statute requires to expend them, 2) unrestricted revenues collected in the General Fund to
finance various programs accounted for in other funds in accordance with budgetary authorization, 3)
Tobacco Settlement Authority bond proceeds to the State, and 4) profits from the lowa Lottery Fund
and Liquor Control Fund as required by law.

NOTE 4 - RECEIVABLES

Receivables at June 30, 2003, consisted of the following (expressed in thousands):

Benefit
Accounts Taxes Interest Loans Over- Less: Total
Receivable Receivable Receivable Receivable payment Subtotal allowance Memo Only
Current:
General $ 735,499 $ 398,197 $ - $ 10,576 $ $ 1,144,272 $ 18,633 $ 1,125,639
Tobacco Tax-Exempt Bond Proceeds 2,245 - 1,665 - 3,910 - 3,910
Nonmajor Governmental 3,784 - - 3,784 - 3,784
University 560,620 4,561 6,946 572,127 242,536 329,591
Unemployment Benefits 92,333 - 10,081 102,414 102,414
Tobacco Settlement Authority - 220 - 220 - 220
Nonmajor Enterprise Funds 20,769 39 20,808 388 20,420
Internal Service 595 1 596 596
Total Current 1,415,845 398,197 6,486 17,522 10,081 1,848,131 261,557 1,586,574
Noncurrent:
General 248,871 33,580 166,482 448,933 272,509 176,424
Nonmajor Governmental 2,630 - - 2,630 - 2,630
University 19,199 1,068 67,436 87,703 2,135 85,568
Unemployment Benefits 2,397 - 20,490 22,887 10,285 12,602
Internal Service - 290 - 290 - 290
Total Noncurrent 273,097 33,580 1,068 234,208 20,490 562,443 284,929 277514
Subtotal 1,688,942 431,777 7,554 251,730 30,571 2,410,574 546,486 1,864,088
Discrete Component Units 1,226 8,401 352,139 361,766 2,892 358,874
Total $ 1,690,168 $ 431,777 $ 15,955 $ 603,869 $ 30,571 $ 2,772,340 $ 549,378 $ 2,222,962

-45-



STATE oF IOWA
NOTES TO THE FINANCIAL STATEMENTS

NOTE 5 - INTERFUND BALANCES

Interfund balances for the year ended June 30, 2003, consisted of the following (expressed in
thousands):

Due From Other Funds

Tobacco Nonmajor Nonmajor
Tax-Exempt Governmental Unemployment Enterprise Internal

Due To Other Funds General _ Bond Proceeds Funds Benefits Funds Service Total

General $ - $ 142 $ 1,928 $ 209 $ 1,667 $ 55,120 $ 59,066
Tobacco Tax -Exempt Bond Proceeds 14,039 - 399 8 24 14,470
Nonmajor Governmental Funds 411 - 999 - 115 6 1,531
Unemployment Benefits 1,527 - - - - - 1,527
Nonmajor Enterprise Funds 2,827 - - - 28 9 2,864
Internal Service 133 - - - 76 282 491
Total $18 937 $ 142 $ 3 326 $ 209 $ 1894 $ 855 441 $ 79 949

$52.4 million is due from the General Fund to the Workers Compensation Fund (an Internal Service
Fund) to fund the cost of claims incurred, $13.7 million is due from the Tobacco Tax-Exempt Bond
Proceeds Fund to the General Fund per law, for deposit in the community attraction and tourism
program. $2.5 million is due from the lowa Lottery (an Enterprise Fund) to the General Fund to
transfer lottery profits as required by law. Remaining interfund balances resulted from the time lag
between the dates that interfund goods and services are provided or reimbursable expenditures occur,
transactions are recorded, and payment between funds are made.

Not included in the table above are the following interfund advances, which are not expected to be
repaid within one year: $.68 million due from the General Fund and General Services-General Office
(an Internal Service Fund) to the Innovation Fund (an Internal Service Fund) for amounts loaned for
the purpose of stimulating and encouraging innovation in State government and $8.1 million due from
the General Fund to the Unemployment Benefits Fund (an Enterprise Fund) for amounts loaned for
various projects per the Reed Act distribution under Section 903 of the Social Security Act.

NOTE 6 - CAPITAL ASSETS
Capital assets activity for the year ended June 30, 2003, was as follows (expressed in thousands):

Primary Gover nment

Internal

Balances Service Balances
Governmental Activities July 1, 2002, Reclassifications Increases Decreases Fund June 30, 2003
Capital Assets, Not Being Depreciated:
Land $ 576298 $ (2456) $ 23136 $ 168 $ -8 595,292
Constructionin Progress 139,342 (105.227) 47.255 - - 81,370
Total Capital Assets, Not Being Depreciatec 715,640 (107.683) 70,391 1.68€ - 676,662
Capital AssetsBeing Depreciated:
Infrastructure 6,335,828 4,470 462,074 - - 6,802,372
Works of Art and Historical Treasures 928 - - - - 928
Land Improvements 3,158 3,060 1,715 108 - 7,825
Building and Improvements 705,571 90,792 11,501 1,114 1,412 808,162
Machinery, Equipment and Vehicles 193,658 9.361 11,455 13,727 163,977 364,724
Total Capital AssetsBeing Depreciatec 7,239,143 107.683 486.745 14,949 165,389 7,984,011
Less Accumulated Depreciation for:
Infrastructure 2,327,804 - 271,336 - - 2,599,140
Works of Art and Historical Treasures 55 - 9 - - 64
Land Improvements 388 - 519 31 - 876
Buildinas and Improvements 353,838 135 23,396 686 461 377,144
Machinery, Equipment and Vehicles 128,343 (135) 23.263 12,657 85,831 224,645
Total Accumulated Depreciation 2.810.428 - 318,523 13,374 86,292 3,201,869
Total Capital Assets Being Depreciated, Net 4,428.715 107,683 168,222 1,575 79,097 4,782,142
Governmental Activities Capital Assets, Net $ 5144355 _$ - _$ 238613 _$ 3261 _$ 79,097 _$ 5458804
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