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STATE OF WASHINGTON 
 

OFFICE OF FINANCIAL MANAGEMENT 
 

Insurance Building, PO Box 43113  Olympia, Washington 98504-3113  (360) 902-0555 
 

 
 
December 18, 2006 
 
 
 
The Honorable Christine Gregoire, Governor 
Honorable Members of the Legislature 
Citizens of the State 
State of Washington 
Olympia, Washington  98504 
 

In accordance with Revised Code of Washington (RCW) 43.88.027, the Office of 
Financial Management has prepared this Comprehensive Annual Financial Report (CAFR) 
of the state of Washington for the fiscal year that ended June 30, 2006.  Full responsibility 
for the completeness and reliability of the information contained in this report, based upon 
a comprehensive framework of internal control that has been established for this purpose, 
rests with the state.  Because the cost of internal control should not exceed anticipated 
benefits, the objective is to provide reasonable, rather than absolute, assurance that the 
financial statements are free of any material misstatements. 
 
The State Auditor has issued an unqualified (“clean”) opinion on the Washington State 
financial statements for the year ended June 30, 2006.  The independent auditor’s report is 
located at the front of the financial section of this report. 
 
Management’s discussion and analysis (MD&A) immediately follows the independent 
auditor’s report and provides a narrative introduction, overview, and analysis of the basic 
financial statements.  The MD&A complements this letter of transmittal and should be 
read in conjunction with it. 
 
The basic financial statements, including the government-wide financial statements, the 
fund financial statements, and the notes of the financial statements follow the MD&A.  
The required supplementary information, combining and individual fund financial 
statements, and the statistical section complete the CAFR. 
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Profile of Washington State 
The state of Washington was created by an enabling act of Congress in 1889.  The state is 
located on the Pacific Coast in the northwestern corner of the continental United States.  
Washington comprises 68,139 square miles and currently has a population of 6.4 million.  
Washington is famous for its scenery of breathtaking beauty and sharp contrasts.  On the west 
side of the state, high mountains rise above coastal waters.  The forests of the Olympic 
Peninsula are among the rainiest places in the world.  Washington’s coastline has hundreds of 
bays and inlets that make excellent harbors.  In the eastern part of the state, the flat semi-desert 
land stretches for long distances without a single tree. 
 
Washington’s location makes it a gateway for land, sea, and air travel to Alaska and the Pacific 
Rim countries.  Ships from all parts of the world dock at Washington ports.  Costco Wholesale 
Corporation, headquartered in Issaquah, operates an international chain of membership 
warehouses.  Microsoft, a leader in the computer software industry, makes its home in 
Redmond.  The Weyerhaeuser Company, a major producer of wood and related products, is 
headquartered in Federal Way.   
 
East of the Cascades Mountain range, farmers raise livestock and grow wheat on large ranches.  
Washington leads the nation in apple production.  The state produces large amounts of lumber, 
pulp, paper, and other wood products.  The mild moist climate in western Washington makes 
the region excellent for dairy farming and the production of flower bulbs. 
 
Governmental Structure 
As established in the State Constitution, the state consists of three branches of government:  
the Executive Branch, Legislative Branch, and Judicial Branch.  The Executive Branch has 
nine elected officials as follows:  the Governor, Lieutenant Governor, Secretary of State, State 
Treasurer, State Auditor, Attorney General, Superintendent of Public Instruction, Insurance 
Commissioner, and Commissioner of Public Lands.  Thirty-nine agency heads are appointed 
by, and report to, the Governor.  Ninety agency heads report to a board appointed in whole or 
in part by the Governor.  The Legislative Branch consists of two legislative bodies:  the Senate 
consisting of forty-nine members, and the House of Representatives with ninety-eight 
members.  The Judicial Branch consists of the State Supreme Court, which is the highest court 
in the state comprised of nine Justices.  Every two years, three Justices are elected for six-year 
terms.  A Chief Justice is chosen from among the most senior Justices. 
 
Types of Services Provided and Reporting Entity 
The state provides a wide range of services.  These include education, transportation, 
environmental and natural resource protection, and social and health services.   
 
The accompanying report includes all funds and subsidiary accounts of the primary 
government, the state of Washington as legally defined, as well as all of its component units.  
Component units are legally separate entities for which the primary government is financially 
accountable.  The determination of “financial accountability” is based on criteria established in 
Governmental Accounting Standards Board Statement No. 14.  Note 1.A to the financial 
statements explains more fully which organizations are included in the reporting entity. 
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The Budget Cycle 

Washington enacts budgets for a two-year cycle, beginning on July 1 of each odd-numbered 
year.  By law, the Governor must propose a biennial budget in December, the month before the 
Legislature convenes in regular session.  The biennial budget enacted by the Legislature can be 
modified in any legislative session through changes to the original appropriations.  Since the 
inception of annual legislative sessions in 1979, it has become common for the Legislature to 
enact annual revisions to the state’s biennial budget.  These revisions are referred to as 
supplemental budgets.  
 
Operating appropriations are generally made at the fund/account and agency level; however, in 
a few cases, appropriations are made at the fund/account and agency/program level.  Operating 
appropriations cover either the entire biennium or a single fiscal year within the biennium.  
Capital appropriations are biennial and are generally made at the fund/account, agency, and 
project level.  The legal level of budgetary control is at the fund/account, agency and 
appropriation level, with administrative controls established at lower levels of detail in certain 
instances. 
 
 
Washington State’s Economy and Revenue Outlook 
 
Summary 
Since the economic recovery began in the fourth quarter of 2001, Washington has gained more 
than 191,000 jobs, or about 7.2 percent growth.  The state job recovery started slowly; it 
picked up strength in Fiscal Year 2006.  A dramatic turnaround in the aerospace industry, very 
strong growth in the housing sector due to low interest rates, and an increase in disposable 
household income from home mortgage refinancing have aided the state’s recovery. 
 
The relative strength of the state’s recovery reflects the underlying strengths of the state 
economy, which include a vital export base, the presence of knowledge-based industries such 
as business, professional, health, and financial services, and a high quality of life that continues 
to support strong population growth. 
 
Washington State’s non-farm payroll employment grew by a robust 3.1 percent in Fiscal Year 
2006, improving its 2.4 percent growth in Fiscal Year 2005.  Personal income grew at a rate of 
4.2 percent in Fiscal Year 2006.  While this growth seems anemic compared to the 7.5 percent 
growth posted in Fiscal Year 2005, about three percentage points of the increase in Fiscal Year 
2005 was due to Microsoft’s special dividend paid in November 2004.  The aerospace industry 
turned around strongly in Fiscal Year 2006 and posted an increase of 9 percent after six fiscal 
years of decline and only one year of growth (Fiscal Year 2005).  Total manufacturing 
employment grew by 3.9 percent, only the second year of positive growth since Fiscal Year 
1998.  In Fiscal Year 2006, Washington’s unemployment rate receded to 5.1 percent, 
significantly lower than the 5.8 percent rate for Fiscal Year 2005 and only slightly above the 
national unemployment rate of 4.8 percent in Fiscal Year 2006. 
 
Washington’s outlook for Fiscal Year 2007 is for a continuation in the strong economic 
activity.  Non-farm payroll employment in Washington is forecasted to increase in Fiscal Year 
2007 by 2.9 percent, only slightly slower that growth in Fiscal Year 2006.  Personal income 
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growth is also predicted to grow by 7.3 percent in Fiscal Year 2006.  General Fund-State 
revenues are forecasted to grow at an even stronger 17 percent rate in the 2005-07 Biennium, 
compared to the increase of 10.6 percent in the 2003-05 Biennium. 
 
Economic Condition in Fiscal Year 2006 
Washington’s non-farm payroll employment grew by 3.1 percent in Fiscal Year 2006, a 
significantly faster rate than the 1.5 percent increase in U.S. non-farm payroll employment.  
Washington’s non-farm payroll employment increased by 85,000 during Fiscal Year 2006.  
Personal income in Washington grew at a slower rate than U.S. personal income, 4.2 percent in 
Washington compared to 5.9 percent for the U.S.  However, the lower rate of growth in 
Washington is due to Microsoft’s special dividend in November 2004, boosting Washington 
personal income in Fiscal Year 2005.  Without the dividend, Washington personal income 
growth in Fiscal Year 2006 would have been approximately 7 percent, well above U.S. 
personal income growth.  Real per capita income growth was up in Washington by 1 percent 
over the same period, compared to 2.7 percent for the nation as a whole.  Again, Microsoft’s 
special dividend significantly affected Washington’s growth rate. 
 
Aerospace employment and manufacturing employment provided some bright spots for 
Washington’s employment growth.  After adding more than 15,000 employees in Fiscal Year 
1998, employment in the aerospace industry fell by nearly 50,000 in Fiscal Years 1999 
through 2004.  Aerospace employment made a modest comeback in Fiscal Year 2005, 
increasing by 1,300, but really took off in Fiscal Year 2006 by adding 5,700, a 9 percent 
increase.  Manufacturing employment other than aerospace also grew, rising by 2.4 percent.  
All durable manufacturing industries experienced higher employment in Fiscal Year 2006.  
Employment in nondurable manufacturing increased slightly in Fiscal Year 2006. 
 
Employment in durable manufacturing other than aerospace grew by 3.7 percent in Fiscal Year 
2006 (an increase of 4,600 jobs) while employment in durable manufacturing nationally inched 
up by 0.2 percent.  Employment increased in all durable manufacturing industries in 
Washington during Fiscal Year 2006.  Employment in other transportation equipment 
(transportation equipment other than aerospace) increased by 3.8 percent.  Employment in 
wood products rose by 4.3 percent, and employment in fabricated metal products rose by 5.5 
percent in Fiscal Year 2006.  Machinery manufacturing experienced growing employment at 
the rate of 7.2 percent.  Employment in other durable manufacturing was up by 3.1 percent in 
Fiscal Year 2006, and primary metals employment rose 4.9 percent.  The smallest percentage 
increases in employment in the durable manufacturing sector during Fiscal Year 2006 occurred 
in electrical equipment, appliances and components, up by 1.6 percent, and the electrical 
equipment, appliances and components industry, up only 0.5 percent (an increase of fewer than 
100 jobs). 
 
Non-durable manufacturing employment in Washington increased slightly by 0.2 percent in 
Fiscal Year 2006, a gain of a little more than 200 jobs.  Nationally, non-durable manufacturing 
employment declined by 1.7 percent.  In Washington, all non-durable manufacturing industries 
experienced employment increases in Fiscal Year 2006, except the two largest sectors.  The 
losses in employment occurred in food manufacturing, a 1 percent decline, and paper and 
paper products manufacturing, a 2.6 percent loss.  Employment in the rest of nondurable 
manufacturing increased by 2.6 percent. 
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Washington’s non-manufacturing employment grew by 3 percent during Fiscal Year 2006, 
with construction employment growing by 9.7 percent and services employment increasing by 
3.6 percent.  Wholesale trade employment rose by 2.8 percent, retail trade employment grew 
by 3 percent, and transportation, warehousing and utilities employment increased by 1.1 
percent.  Employment in the information sector rose by 3 percent and employment in financial 
activities industry increased by 2.2 percent.  State and local government employment grew by 
0.7 percent.   Employment in the natural resources industry fell at a rate of 4.2 percent in Fiscal 
Year 2006 and federal government civilian employment declined by 0.1 percent in Fiscal Year 
2006. 
 
Economic Outlook 
The economic forecast for Washington State for Fiscal Year 2007 reflects a maturing of the 
recovery at both the state and national levels.  According to the November 2006 forecast by the 
state Economic and Revenue Forecast Council (ERFC), growth in Washington’s non-farm 
payroll employment is predicted to increase by 2.9 percent in Fiscal Year 2007, a rate closer to 
the state’s long-term average employment growth but still significantly higher than the 
expected national growth rate of 1.2 percent for non-farm payroll employment in Fiscal Year 
2007.  Washington’s personal income growth will grow by 7.3 percent in Fiscal Year 2007.  
U.S. personal income growth is predicted to be 6.4 percent in that same fiscal year. 
 
Manufacturing employment in Washington is projected to continue growing in Fiscal Year 
2007.  Aerospace employment is expected to grow strongly in Fiscal Year 2007, by 9.4 
percent.  Other manufacturing sectors are also expected to show some increase in employment, 
adding about 4,900 jobs (2.4 percent increase) in Fiscal Year 2007.  Most sectors of durable 
manufacturing besides aerospace are expected to increase in employment.  The fastest 
employment growth in non-aerospace manufacturing is expected in machinery, 6.8 percent; 
electrical equipment, appliances and components, 4.4 percent; and fabricated metals, 5.3 
percent.  Most sectors of non-durable manufacturing are expected to continue to increase 
employment in Fiscal Year 2007.  Employment in food manufacturing is forecasted to rise by 
2 percent, and employment in other nondurable manufacturing will grow by 2.8 percent.  
Employment in paper and paper products manufacturing is expected to fall by 2.3 percent in 
Fiscal Year 2007. 
 
In the non-manufacturing sectors, the strongest growth is predicted to occur in information and 
the construction sector.  Employment in information is predicted to increase by 6 percent and 
construction employment is forecasted to grow by 6.5 percent in Fiscal Year 2007.  Services 
employment and transportation, warehousing, and utilities employment growth are also 
expected to be bright spots in the continuing recovery.  Employment in those sectors should 
grow by a relatively robust 3.2 percent and 3.3 percent, respectively, in Fiscal Year 2007. 
 
With the exception of federal government civilian employment and natural resources, all other 
non-manufacturing sectors are expected to increase employment.  Retail trade employment is 
forecast to show positive growth of 2 percent, and wholesale trade employment is expected to 
increase by 2.6 percent in Fiscal Year 2007.  Employment growth in financial activities is 
expected to increase by only 6 percent.  State and local government employment is expected to 
grow by 1.1 percent in Fiscal Year 2007. 
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A few Washington industries will continue to experience no growth going into Fiscal Year 
2007.  Federal government civilian employment is forecasted to fall in Fiscal Year 2007, by 
0.7 percent.  The poorest growth performance among the non-manufacturing sectors is 
predicted to occur in the natural resources industry.  The natural resources industry is 
forecasted to drop by 1 percent in Fiscal Year 2007. 
 
General Fund-State Revenues 
General Fund-State revenues for the 2003-05 Biennium were $23.4 billion, an increase of 10.6 
percent in nominal terms over the previous biennium.  Revenue growth is expected to be even 
stronger in the 2005-07 Biennium.  General Fund-State collections are forecasted to increase 
by 17 percent during that two-year period, generating revenue of $27.4 billion.  Based on the 
November 2006 revenue forecast, Washington will have an estimated unrestricted reserve of 
$1.142 billion by the end of the 2005-07 Biennium, up from $870 million in the previous 
biennium.  In addition, the 2006 Legislature set aside $740 million in dedicated accounts to 
pay for health services, education, and pension funding obligations in the next biennium.  
These projected reserves assume no further changes in appropriations for the 2005-07 
Biennium.  
 
 
Major Initiatives 
 
Led by Governor Christine Gregoire, the state of Washington enjoyed a thriving economy in 
2006.  This positioned the Governor and Legislature to strengthen critical services while 
setting aside nearly $1 billion to help meet critical education, health, and pension demands in 
the next two-year budget cycle beginning in July 2007.  Strategic policy and budget steps were 
taken to improve public schools, the state’s higher education system, economic development, 
and the environmental health of Puget Sound.  Governor Gregoire and the Legislature also 
took actions to foster energy independence, better prepare for terrorism and natural disasters, 
and improve the state transportation system. 
 
Throughout the year, Governor Gregoire continued her own initiatives to make state 
government more accountable to citizens and to make state government agencies more mobile, 
flexible, and better able to deliver services that citizens need.  She completed a major study, 
with recommendations, to create a more seamless education system of lifelong learning.  At 
the same time, Governor Gregoire made significant strides to instill accountability and better 
performance among state agencies through her Government Management, Accountability and 
Performance process, which yielded encouraging results.  
 
Education 
The Governor and Legislature continued their strong commitment to education, providing 
significant funding and new policies not only to strengthen public schools, colleges and 
universities, but to lay groundwork for creating a system of lifelong learning. 
  
Early Learning:  The Legislature took an important first step, granting Governor Gregoire’s 
request for a cabinet-level Department of Early Learning to better ensure that pre-kindergarten 
children have access to learning programs in venues including day care.  The action led to the 
consolidation of more than a half-dozen child-care and early learning programs, greatly 
increasing the state’s commitment to a broadened and more serious system of early learning. 



7 

The agency is charged with improving parent and family supports and early learning choices to 
achieve better learning outcomes.  The agency also is charged with creating a system to rate 
the quality of early learning opportunities and providers.  Eventually, providers whose clients 
receive subsidized child care through the state will receive higher reimbursement based on 
their quality ratings. 
 
The Governor and Legislature also established an Early Learning “Thrive by Five” Public-
Private Partnership, to support high quality learning services in Washington.  As a first step, 
the partnership, which includes the Bill and Melinda Gates Foundation and The Boeing 
Company, will develop a coordinated public outreach campaign to selected audiences about 
the importance of early learning for children and society.   
 
Public Schools:  At the Governor’s request, the Legislature provided significant new funding 
to help struggling high school students master academic standards in order to graduate on 
schedule, beginning with the class of 2008.  The nearly $30 million in new funding is being 
used to offer after-school programs, tutoring and other help to students who have been 
unsuccessful in one or more Washington Assessment of Student Learning tests.  The funding 
came with accountability requirements.  School districts are required to fully report how 
assistance funds are used, the types of assistance selected by students, the number of students 
who take part in each option, and the results achieved by students.  Funds were set aside to 
reward districts with unique programs shown to help struggling students succeed. 
 
Additional funding also was provided to help public school students farthest behind in math.  
New mathematics materials are being incorporated in a course presented as a series of learning 
experiences.  Students focus on one “bite” at a time, submitting math work samples or 
participating in mini-assessments.  Student success with these options leads to meeting the 
math standard for high school graduation.  New math tutorials are developed and offered on 
the Internet.   
 
Other public school improvement steps taken by Governor Gregoire and the Legislature 
included creation of sophisticated measures to gauge the effectiveness of education services.  
The measures will gather valuable data on student learning from kindergarten through 12th 
grade including a longitudinal student data system allowing public schools to easily track an 
individual student’s progress throughout his or her school years.  State budget and policy steps 
were taken to do a better job of guiding high school students toward career choices including 
pre-apprenticeships and college degrees as well.  The Governor and Legislature also addressed 
teacher salaries, providing raises of 3.3 percent. 
 
Higher Education:  Recognizing the role of higher education in maintaining a strong 
economy, the Governor and Legislature provided significant funding and policy actions to 
open college doors to more high school graduates.  They created Bachelor of Arts (BA) 
programs at four Washington technical and community colleges, including one offering a BA 
degree in applied technology.  Funding was provided to community colleges to bring regional 
universities to campus, giving placebound students the opportunity to complete a BA degree.   
 
Financial help also was provided to the University of Washington (UW) to conduct advanced 
life sciences research.  The funds are being used to pay for operating costs of UW’s South 
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Lake Union biomedical research facility, the site of cutting-edge research in cardiovascular 
biology, proteomics and more.  Governor Gregoire and the Legislature ensured that the state’s 
important community and technical college system will retain its top instructors, providing 
funding to increase faculty members’ pay over time. 
 
In addition, funding was provided to begin construction of a second biotechnology research 
building at Washington State University.  The new building at the school’s Research and 
Education Complex will be used for biological research, including molecular and cellular 
sciences.  The research will focus on development techniques, therapies, devices and research 
tools.  Funding also was provided for new infrastructure at four community and technical 
colleges. 
 
Energy Independence 
The Legislature appropriated nearly $18 million in new funding and tools to help Washington 
move toward greater energy independence through use of biofuels while strengthening the 
state’s vital farm economy.  Steps were taken to provide a new market for Washington-grown 
energy crops like canola or mustard by requiring fuel sellers in Washington to gradually 
increase the percentage of biofuels in diesel fuel as state biofuels production rises.  Funding 
was provided for low-interest loans to biofuels developers for equipment, such as seed 
crushers and anaerobic digesters.  Also provided were economic and technical market 
assessments to help both the public and private sectors complete successful bioenergy projects.   
 
Also created was the Energy Freedom loan program, which provides state loans to local 
governments for research and development of new and renewable energy sources, including 
infrastructure and facilities for converting farm crops and waste into energy.   
 
Economic Development 
The Governor and Legislature continued their multi-year effort to keep Washington a place 
where business can locate, grow and thrive.   
 
Among actions was creation of a $4 million fund to be used to aid businesses that might 
otherwise close or relocate.  Help can range from public infrastructure improvements to 
technical assistance.  Start-up funding was provided to launch the Governor’s $3 billion Life 
Sciences Discovery Fund.  Beginning in 2008, the Discovery Fund will use tobacco settlement 
and private funds to finance cutting-edge medical and crop research.   
 
Governor Gregoire and the Legislature also restored balance, stability and equity to the 
unemployment insurance system.  They agreed on changes to eliminate provisions that 
disproportionately reduced benefits for women, people of color, and low-income workers, and 
to protect the experience-rated tax structure that many employers want to preserve.   
 
At the Governor’s request, the Legislature broadened two aerospace tax incentives to include 
companies engaged in research, design and engineering of airplanes and airplane components.  
The incentives include a sales and use tax exemption for certain computer equipment used 
primarily in this field, as well as a business and occupation (B&O) tax credit for pre-
production development spending.  Also, a reduced B&O tax rate for aviation repair services, 
which had been set to expire in 2006, was extended. 
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Governor Gregoire and the Legislature continued their commitment to reduce the regulatory 
burden on small business.  They granted the Department of Revenue the authority to waive the 
five percent mandatory penalty on tax returns containing errors under specified circumstances, 
and moved the date for filing excise tax payments to later in the month.  The five percent 
assessment penalty is unfair to businesses that make every effort to comply with the state's tax 
laws, yet still make a reporting error.  Moving tax payments to later in the month helps small 
businesses that have cash flow problems because sales taxes frequently are due before 
payments are received.  
 
At the Governor’s request, the Legislature also made common sense improvements to growth 
management laws.  One measure gave farmers added flexibility to use their farmlands for other 
small business activities in order to keep their farms economically viable.  The other eases the 
cost burden in the growth management law for smaller and slower-growing counties, cities, 
and towns by allowing them to postpone the required update of their land use plans and 
regulations for up to three years. 
  
Environment 
Governor Gregoire and the Legislature believe Washington’s greatest strength in terms of 
economic development is its natural environment.  Along with laying the groundwork for a 
biofuels industry, they took big steps to protect and improve Puget Sound and to address other 
environmental problems. 
 
More than $50 million in new Puget Sound funding was provided to speed up the cleanup of 
toxic underwater sediments and uplands at Bellingham, Tacoma and areas adjacent to the 
Sound, as well as state-owned aquatic lands near Sequim, Anacortes, Port Angeles, Shelton 
and the Kitsap Peninsula.  The Governor and Legislature also greatly strengthened inspections 
of oil transfer tankers, vessels, tank trucks and shore facilities to better prevent oil spills and 
improve hazardous materials spill response in northern Puget Sound.  They took steps to help 
restore Puget Sound estuaries and salmon habitat, and provided significant grants and loans to 
homeowners through a new pilot program to repair and replace failing septic systems and 
grants to local governments for low-impact stormwater projects.   
 
Working closely with the Legislature, Governor Gregoire provided the tools to secure water 
for agriculture, cities and fish on the Columbia River.  Historic legislation was enacted to 
begin developing new storage and water conservation projects on the Columbia.  The measure 
also provided a formula for allocating newly stored water and created mechanisms for jump 
starting conservation measures and improving current management operations on the 
Columbia River.  One-third of all newly stored water will be allocated to support stream flows 
for fish.  Two-thirds of newly stored water will be available for new out-of-stream water uses, 
such as farming, industry and municipal growth.  A bond authorization of $200 million was 
created to fund future storage projects  
 
Other significant actions to protect and improve Washington’s environment included 
establishment of a program to properly dispose of recycled computers and other devices 
containing toxic substances, and to clean up soils contaminated with heavy lead and arsenic at 
public schools and playgrounds. 
 
 



10 

Additional action was taken to address climate change.  Washington’s climate change experts 
and economists were provided funding and support to analyze the economic impacts of climate 
change based on the latest scientific and economic information.  The state will also establish 
and maintain an inventory of state greenhouse gas emissions.  These processes will provide the 
foundation to make effective decisions about critical, long-term infrastructure investments, and 
to take other actions necessary to further reduce greenhouse gases.   
 
Transportation 
Major work continued to improve Washington’s transportation system, the backbone of its 
economy.  The Governor and Legislature set the stage for a regional transportation solution in 
the populous Puget Sound region including Seattle.  They created a short-term reform 
commission comprising of nine members appointed by the Governor.  The commission defined 
a Regional Transportation Investment District proposal, and hammered out a proposal for a 
comprehensive regional transportation finance improvement plan.   
 
New actions were taken to get workers out of their cars and into travel pools, including the 
state purchase of 150 additional vans for pools and new rules making it easier for employers to 
participate in commute-trip reduction plans. 
 
Operations at the State Department of Transportation were improved a year after Governor 
Gregoire assumed control of the agency, formerly under the control of a commission appointed 
by the Governor.  The Legislature approved the Governor’s request for clarification of 
responsibilities.  They included shifting a number of responsibilities from the Transportation 
Commission to the department and to the Office of Financial Management.  Among other new 
responsibilities, the Department of Transportation was charged with developing a sixteen-year 
transportation investment plan. 
 
Health Care 
Governor Gregoire and the Legislature made progress toward improving Washington’s health-
care system, beginning with a breakthrough in a stubborn decades-long standoff between the 
medical and legal communities over medical malpractice costs. 
 
The Governor negotiated medical malpractice reforms after bringing to the table key 
lawmakers, and the medical, insurance and legal communities.  The reforms improve patient 
safety and reduce medical errors while providing processes to resolve medical malpractice 
claims fairly without imposing mandatory limits on damage awards or fees.   
 
In another successful negotiation, the Governor won federal government agreement to cover 
low-income seniors' Medicare prescription co-pays.  About $14 million in federal funds were 
provided to cover prescription drug co-pays for approximately 100,000 low-income elderly 
and disabled individuals whose drug costs were previously covered in full by the state 
Medicaid program.  
 
The Legislature granted Governor Gregoire the tools to make Washington State government’s 
own health care system a model for the state.  The tools included creation of a purchasing 
process to buy health care shown to work based on hard evidence, ways to limit inappropriate 
use of prescription drugs in Medicaid, and to root out unnecessary health care practices.  The 
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state Department of Social and Health Services was instructed to identify the few health care 
providers who exhibit unusual practices contributing to above-average treatment costs, and the 
state Health Care Authority was directed to promote and increase the adoption of health 
information technology systems by hospitals, integrated delivery systems, and providers.  
 
The Governor and Legislature also provided health coverage for more immigrant children and 
for enrollments in the Basic Health Program, the state’s health insurance program for the 
working poor. 
  
Welfare 
Governor Gregoire took important steps to strengthen the state’s welfare-to-work program, 
WorkFirst.  She won increased funding from the Legislature to make sure the program remains 
healthy.  She also imposed tough new rules intended to speed up the movement of clients from 
welfare into jobs to reduce future costs to society and break the cycle of dependency. 
 
Public Safety 
Efforts continued to better protect Washington citizens and businesses from terrorism and 
natural disasters.  Among other things, emergency communications equipment was provided 
so responders across the state can talk to each other.  State ferry security was improved with 
the addition of 18 troopers to screen state ferry traffic for potential terrorists.  Funding was 
provided to conduct background checks on 5,900 existing security guards and 4,500 expected 
applicants in the coming year.  The background checks are consistent with the federal 
Intelligence Reform and Terrorism Prevention Act of 2004.  
 
Government Efficiency 
Governor Gregoire continued her drive, begun in 2005, to improve the performance of 
Washington State government. 
 
The Governor followed through on her commitment, launched during her first year in office, to 
employ a process called Government Management, Accountability and Performance.  Modeled 
on similar endeavors successfully used in New York City and Baltimore, the process includes 
forums in which the Governor and key staff work directly with individual cabinet members to 
identify problems, establish goals, and measure results using hard data.  The process includes 
developing new forms of performance measurement data when necessary. 
 
After one year, the process has yielded measurable improvements, including significant 
reductions in mid-management positions and in unanticipated leave by state employees, as well 
as faster responses to traffic tie-ups on state highways, and improvements in the protection of 
vulnerable children and adults.  
 
The Governor also led and completed an exhaustive 18-month study of the state’s entire 
education system – from early learning through higher education.  The study and cause 
accompanying recommendations will be used in the years to come not only to eliminate 
inefficiencies in the state’s education system, but to provide the roadmap for creation of a 
seamless system of learning from cradle to grave. 
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INDEPENDENT AUDITOR’S REPORT ON FINANCIAL STATEMENTS 
 
 
 
December 18, 2006 
 
 
The Honorable Christine Gregoire 
Governor, State of Washington 
 
Dear Governor Gregoire: 
 
We have audited the accompanying financial statements of the governmental activities, 
the business-type activities, each major fund, and the aggregate discretely presented 
component units and remaining fund information of the State of Washington as of and 
for the fiscal year ended June 30, 2006, 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 the Workers' Compensation Fund of the Department of 
Labor and Industries, Washington’s Lottery, Department of Retirement Systems, Local 
Government Investment Pool, University of Washington, Western Washington 
University, and the funds managed by the State Investment Board.  Those financial 
statements reflect total assets and revenues or additions of the governmental activities, 
the business-type activities, each major fund, and the aggregate discretely presented 
component units and remaining fund information as follows: 
 
 
Opinion Unit 

Percent of Total 
Assets 

Percent of Total 
Revenues/Additions 

Governmental Activities 14.5% 8.6% 
Business-Type Activities 75.3% 43.8% 
Higher Education Special Revenue Fund 59.6% 51.8% 
Higher Education Endowment Fund 97.2% 94.9% 
Higher Education Student Services Fund 68.3% 82.1% 
Workers’ Compensation Fund 100% 100% 
Aggregate Discretely Presented Component 
Units and Remaining Fund Information 

 
89.5% 

 
71.1% 

 
Those financial statements were audited by other auditors whose reports have been 
furnished to us, and our opinion, insofar as it relates to the amounts included for the 
above mentioned entities and funds are based upon the reports of other auditors.   
 

Washington State Auditor 
Brian Sonntag 

Insurance Building, P.O. Box 40021  Olympia, Washington 98504-0021  (360) 902-0370  (866) 902-3900  TDD Relay (800) 833-6388 
FAX (360) 753-0646  http://www.sao.wa.gov 



We conducted our audit in accordance with auditing standards generally accepted in the 
United States of America.  Those standards require that we plan and perform the audit 
to obtain reasonable assurance about whether the financial statements are free of 
material misstatement.  An audit includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the financial statements.  An audit also 
includes assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement presentation.  We 
believe that our audit and the report of other auditors provide a reasonable basis for our 
opinions. 
 
In our opinion, based on our audit and the report 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, each major 
fund, and the aggregate discretely presented component units and remaining fund 
information of the State of Washington as of June 30, 2006, and the respective changes 
in financial position and cash flows, where applicable, thereof, for the year then ended, 
in conformity with accounting principles generally accepted in the United States of 
America. 
 
The management’s discussion and analysis and the required supplementary information 
are not a required part of the basic financial statements but are supplementary 
information required by the Governmental Accounting Standards Board.  We and the 
other auditors have applied certain limited procedures, consisting 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 performed for the purpose of forming opinions on the financial statements 
that collectively comprise the State of Washington’s basic financial statements.  The 
combining and individual fund statements and schedules listed in the table of contents 
are for purposes of additional analysis, and are not a required part of the basic financial 
statements.  Such information has been subjected to the auditing procedures applied in 
the audit of the basic financial statements and, in our opinion, is fairly stated, in all 
material respects, in relation to the basic financial statements taken as a whole. 
 
The information identified in the table of contents as the introductory and statistical 
sections is presented for purposes of additional analysis and is not a required part of the 
basic financial statements.  Such 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 it. 
 

 
BRIAN SONNTAG, CGFM 

STATE AUDITOR 
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Management’s Discussion and Analysis 
 

As managers of the state of Washington, we offer this narrative overview and analysis of the financial activities 
for the fiscal year ended June 30, 2006.  We present this information in conjunction with the information 
included in our letter of transmittal, which can be found preceding this narrative, and with the state’s financial 
statements, which follow.  All amounts, unless otherwise indicated, are expressed in thousands of dollars. 
 
Financial Highlights 
 

• Total assets of the state of Washington exceeded its liabilities by $20.8 billion (reported as net assets).  
Of this amount, $(2.7) billion was reported as "unrestricted (deficit) net assets."  A negative balance 
indicates that no funds were available for discretionary purposes. 

 
• The state of Washington’s governmental funds reported combined ending fund balance of $10.4 billion, 

an increase of 13 percent compared with the prior year.   
 

• Unreserved fund balance for the General Fund was $569 million, or 3.1 percent of total General Fund 
expenditures. 

 
• The state’s capital assets increased by $1.3 billion while total bond debt increased by $844 million 

during the current fiscal year. 
 
Overview of the Financial Statements 
 
This discussion and analysis is intended to serve as an introduction to the state of Washington’s basic financial 
statements, which include three components: 1) government-wide financial statements, 2) fund financial 
statements, and 3) notes to the financial statements.  The focus is on both the state as a whole (government-
wide) and the major individual funds.  The dual perspectives allow the reader to address relevant questions, 
broaden a basis for comparison (year-to-year or government-to-government), and enhance the state’s 
accountability. 
 
Government-wide Financial Statements - The government-wide financial statements are designed to provide 
readers with a broad overview of the state of Washington’s finances, in a manner similar to a private sector 
business. 
 
The Statement of Net Assets presents information on all of the state of Washington’s assets and liabilities, with 
the difference between the two reported as net assets.  Over time, increases or decreases in net assets may serve 
as a useful indicator of whether the financial position of the state of Washington is improving or deteriorating. 
 
The Statement of Activities presents information showing how the state’s net assets changed during the most 
recent fiscal year.  All changes in net assets are reported as soon as the underlying event giving rise to the 
change occurs, regardless of the timing of related cash flows.  Thus, revenues and expenses are reported in this 
statement for some items that will result in cash flows in future fiscal periods (e.g., uncollected taxes and earned 
but unused vacation leave).  The Statement of Activities is focused on both the gross and net cost of various 
activities (including governmental, business-type, and component unit).  This is intended to summarize and 
simplify the reader’s analysis of the revenues and costs of various state activities and the degree to which 
activities are subsidized by general revenues. 
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Both of these government-wide financial statements distinguish functions of the state of Washington that are 
principally supported by taxes and intergovernmental revenues (governmental activities) from other functions 
that are intended to recover all or a significant portion of their costs through user fees and charges (business-type 
activities).  The governmental activities of the state of Washington include education, human services, 
transportation, natural resources, adult corrections, and general government.  The business-type activities of the 
state of Washington include the workers’ compensation, unemployment compensation, and health insurance 
programs, as well as various higher education student services such as housing and dining. 
 
The government-wide financial statements can be found on pages 39-41 of this report. 
 
Fund Financial Statements - A fund is a group of related accounts used to maintain control over resources that 
are segregated for specific activities or objectives.  The state of Washington, like other state and local 
governments, uses fund accounting to ensure and demonstrate compliance with finance-related legal 
requirements.  All of the funds of the state can be divided into three categories:  governmental funds, proprietary 
funds, and fiduciary funds. 
 
Governmental Funds.  Governmental funds are used to account for essentially the same functions reported as 
governmental activities in the government-wide financial statements.  However, unlike the government-wide 
financial statements, governmental fund financial statements focus on near-term inflows and outflows of 
spendable resources, as well as on balances of spendable resources available at the end of the fiscal year.  Such 
information may be useful in evaluating a government’s near term financing requirements. 
 
Because the focus of governmental funds is narrower than that of the government-wide financial statements, it is 
useful to compare the information presented for governmental funds with similar information presented for 
governmental activities in the government-wide financial statements.  By doing so, readers may better 
understand the long-term impact of the government’s near-term financing decisions.  Both the governmental 
fund balance sheet and the governmental fund statement of revenues, expenditures, and changes in fund 
balances provide a reconciliation to facilitate this comparison between governmental funds and governmental 
activities. 
 
Information is presented separately in the governmental fund balance sheet and in the governmental fund 
statement of revenues, expenditures, and changes in fund balances for three major funds and an aggregate total 
for all non-major funds.  The state’s major governmental funds are the General Fund, Higher Education Special 
Revenue Fund, and the Higher Education Endowment Permanent Fund.  Individual fund data for the state’s non-
major governmental funds are provided in the form of combining statements elsewhere in this report. 
 
The governmental fund financial statements can be found on pages 44-47 of this report. 
 
Proprietary Funds.  The state of Washington maintains two different types of proprietary funds.  Enterprise 
funds are used to report the same functions presented as business-type activities in the government-wide 
financial statements.  Internal service funds represent an accounting device used to accumulate and allocate 
costs internally among the state of Washington’s various functions.  The state of Washington uses internal 
service funds to account for general services such as motor pool, central stores, data processing services, and 
printing services.  Because internal service funds predominately benefit governmental rather than business-type 
functions, they have been included within governmental activities in the government-wide financial statements. 
 
Proprietary fund financial statements provide the same type of information as the government-wide financial 
statements, but in greater detail.  The proprietary fund financial statements provide separate information for the 
Workers’ Compensation Fund, Unemployment Compensation Fund, and the Higher Education Student Services 
Fund, which are considered to be major funds, as well as an aggregated total for all non-major enterprise funds.  
The internal service funds are combined for presentation purposes.  Individual fund data for the state’s non-
major proprietary funds are provided in the form of combining statements elsewhere in this report. 
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The proprietary fund financial statements can be found on pages 48-51 of this report. 
 
Fiduciary Funds.   Fiduciary funds are used to account for resources held for the benefit of parties outside the 
government.  Fiduciary funds are not reflected in the government-wide financial statement because the resources 
of those funds are not available to support the state of Washington’s own programs.  Washington’s fiduciary 
funds include state administered pension plans.  The accounting used for fiduciary funds is much like that used 
for proprietary funds.  Individual fund data for the state’s fiduciary funds are provided in the form of combining 
statements elsewhere in this report. 
 
The fiduciary fund financial statements can be found on pages 52-53 of this report. 
 
Component Units.  Component units that are legally separate from the state and primarily serve or benefit those 
outside the state are discretely presented.  They are either financially accountable to the state, or have 
relationships with the state such that exclusion would cause the state’s financial statements to be misleading or 
incomplete.  The state discretely reports one major component unit, the Washington State Public Stadium 
Authority, and four non-major component units.  Refer to Note 1 on page 58 for more detailed information. 
Individual fund data for the state’s non-major component units are provided in the form of combining statements 
elsewhere in this report. 
  
The financial statements for the state’s component units can be found on pages 54-55 of this report. 
 
Notes to the financial statements.  The notes provide additional information that is essential to a full 
understanding of the data provided in the government-wide and fund financial statements.  The notes to the 
financial statements can be found on pages 56-131 of this report. 
 
Other required information.  In addition to this discussion and analysis, this report also presents required 
supplementary information on budgetary comparisons, pension plan funding, and infrastructure assets reported 
using the modified approach.  Required supplementary information can be found on pages 134-155 of this 
report. 
 
The combining statements referred to earlier are presented immediately following the required supplementary 
information.  Combining and individual fund statements and schedules can be found on pages 159-213 of this 
report. 
 
Government-wide Financial Analysis 
 
As noted earlier, net assets may serve over time as a useful indicator of a government’s financial position.  For 
the state of Washington, total assets exceed liabilities by $20.8 billion at June 30, 2006 as compared to $18.4 
billion at June 30, 2005 (as restated). 
 
The largest portion of the state’s net assets (77.1 percent for Fiscal Year 2006 as compared to 84 percent for 
Fiscal Year 2005 (as restated)) reflects its investment in capital assets (e.g., land, buildings, machinery, and 
equipment), less any related debt used to acquire those assets that is still outstanding.  The state of Washington 
uses these capital assets to provide services to citizens; consequently, these assets are not available for future 
spending.  Although the state of Washington’s investment in its capital assets is reported net of related debt, it 
should be noted that the resources needed to repay this debt must be provided from other sources, since the 
capital assets themselves cannot be used to liquidate these liabilities. 
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A portion of the state of Washington’s net assets (36.1 percent for Fiscal Year 2006 as compared to 36.3 percent 
for Fiscal Year 2005) represents resources that are subject to constitutional or external restrictions on how they 
may be used.  The remaining balance represents unrestricted (deficit) net assets.  A positive balance indicates 
that excess assets are available to meet the state’s ongoing obligations to citizens and creditors.  The state’s 
overall negative balance is caused by the workers’ compensation program that provides supplemental pension 
cost-of-living adjustments for time-loss and disability payments.  For reporting purposes an actuarially 
determined liability has been recorded to comply with applicable accounting standards.  However, by statute, 
these payments are funded on a pay-as-you-go basis.

Activities
2006 2005* 2006 2005 2006 2005

Current and other assets $   15,537 $   14,210 $  18,297 $  17,281 $   33,834 $   31,491
Capital assets 24,174     22,903     1,587       1,525       25,761     24,428      
     Total assets 39,711     37,113     19,884     18,806     59,595     55,919      

Current and other liabilities 3,510       3,744       1,962       2,091       5,472       5,835        
Long-term liabilities outstanding 13,040     12,143     20,285     19,496     33,325 31,639
     Total liabilities 16,550     15,887     22,247     21,587     38,797     37,474      

Net assets:
Invested in capital assets, net of
  related debt 15,434 14,975 605 510 16,039 15,485
Restricted 4,343 4,351 3,164 2,341 7,507 6,692
Unrestricted (defict) 3,384 1,900 (6,132) (5,632) (2,748) (3,732)
     Total net assets $   23,161 $   21,226 $   (2,363) $   (2,781) $   20,798 $   18,445

*Note:   2005 balances for  Governmental Activities have been restated to reflect fund-type reclassifications 
               and prior period error corrections.

Activities Total

State of Washington's Net Assets
(in millions of dollars)

Governmental Business-type
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As previously mentioned, the state’s activities are divided between governmental and business-type.  The 
majority of support for governmental activities comes from taxes and intergovernmental grants, while business-
type activities are supported primarily through user charges. 

2006 2005 2006 2005 2006 2005
Revenues:
Program revenues:
   Charges for services $    3,225 $    3,161 $    6,911 $    6,615 $     10,136 $     9,776
   Operating grants and contributions 8,260       8,238       55            71            8,315 8,309
   Capital grants and contributions 610 675 -           (2) 610 673
General revenues:
   Taxes 15,499     13,988     100          95 15,599 14,083
   Interest and investment earnings 475 363 147 1,249 622 1,612
      Total revenues 28,069 26,425 7,213 8,028 35,282 34,453
Expenses:
   General government (1,320) (1,260) -           -           (1,320) (1,260)
   Education - K-12 (6,642) (6,283) -           -           (6,642) (6,283)
   Education - higher education (4,804) (4,455) -           -           (4,804) (4,455)
   Human services (10,082) (9,852) -           -           (10,082) (9,852)
   Adult corrections (749) (640) -           -           (749) (640)
   Natural resources and recreation (777) (229) -           -           (777) (229)
   Transportation (1,526) (1,457) -           -           (1,526) (1,457)
   Interest on long-term debt (533) (505) -           -           (533) (505)
   Workers' compensation -           -           (2,267) (2,407) (2,267) (2,407)
   Unemployment compensation -           -           (736) (870) (736) (870)
   Higher education student services -           -           (1,254) (1,170) (1,254) (1,170)
   Health insurance programs -           -           (1,244) (1,138) (1,244) (1,138)
   Other business-type activities -           -           (1,042) (988) (1,042) (988)
      Total expenses (26,433) (24,681) (6,543) (6,573) (32,976) (31,254)

Excess (deficiency) of revenues over 
     expenses before contributions
     to endowments, extraordinary
     loss, and transfers 1,636 1,744 670 1,455 2,306 3,199
Contributions to endowments 131 69 - - 131 69
Extraordinary loss (asset impairment) (84) - - - (84) -
Transfers 252 184 (252) (184) - -
Increase (decrease) in net assets 1,935 1,997 418 1,271 2,353 3,268
Net assets - July 1, as restated* 21,226 19,842 (2,781) (4,052) 18,445 15,790
Net assets - June 30 $  23,161 $  21,839 $  (2,363) $  (2,781) $   20,798 $   19,058

*Note:  Governmental Activities net assets as of July 1, 2005, have been restated to reflect fund-type reclassification 
              and prior period error corrections.

Total

State of Washington's Changes in Net Assets
(in millions of dollars)

Governmental
Activities

Business-type
Activities
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Governmental activities.  Governmental activities resulted in an increase in the state of Washington’s net assets 
of $1.9 billion.  Key elements of this increase are as follows: 

• Increases in tax revenues reflect strong economic and personal income growth during Fiscal Year 2006 
as well as gains in employment. 

• Strong growth in the housing sector due to low interest rates and an increase in disposable household 
income from home mortgage refinancing also resulted in increases in tax revenues. 

• A series of revenue enhancements initiated by the state in Fiscal Years 2004 and 2005 continue to result 
in increased in tax revenues. 

 
 
 

Revenues by Source – Governmental Activities 
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Program Revenues and Expenses - Governmental Activities 
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Business-type activities.  Business-type activities increased the state of Washington’s net assets by $418 
million in spite of a $503 million loss in the Workers’ Compensation Fund.  Key factors contributing to the 
operating results of business-type activities are: 

• Earnings on investments in the Workers’ Compensation Fund decreased by 103 percent in Fiscal Year 
2006 compared to 2005.  The decrease in earnings on investments is primarily due to unrealized losses 
on fixed income securities and was the significant contributing factor  to the Workers’ Compensation 
Fund loss. 

• The state’s economic recovery was reflected by a reduction in unemployment. Expenditures for 
unemployment compensation benefits decreased by 15 percent in Fiscal Year 2006 compared to 2005. 

 
 

Revenues by Source – Business-type Activities 
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Program Revenues and Expenses – Business-type Activities 

 
 
Financial Analysis of the Government’s Funds 
 
As noted earlier, the state of Washington uses fund accounting to ensure and demonstrate compliance with 
finance-related legal requirements. 
 
Governmental Funds.  As discussed earlier, the focus of the state of Washington’s governmental funds is to 
provide information on near-term inflows, outflows, and balances of spendable resources.  Such information is 
useful in assessing the state of Washington’s financing requirements.  In particular, unreserved fund balance 
may serve as a useful measure of a government’s net resources available for spending at the end of the fiscal 
year. 
 
The General Fund is the chief operating fund of the state of Washington.  At the end of the fiscal year, total fund 
balance for the General Fund equaled $1.9 billion.  Unreserved fund balance, the amount considered available to 
spend, totaled $569 million.  $1.1 billion of the General Fund fund balance relates to certain accrued revenues 
and has been designated for working capital purposes.  It is not considered available to spend. 
 
The fund balance of the state of Washington’s General Fund decreased by $92 million during the current fiscal 
year.   
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The state’s improving economy combined with state revenue enhancements measures are reflected in increased 
tax revenue collection.  Expenditure growth continues to be limited to services and programs most vital to 
citizens – primarily health care, public education, and economic development.  Overall revenues were up 6 
percent while expenditures increased at a slower pace of 2.9 percent when compared to the prior year.  The state 
took advantage of this opportunity to set aside resources to pay for health services, education, and pension 
funding in future years by transferring $825 million from the General Fund to non-major governmental funds.   
 
In addition to the General Fund, the state reports the Higher Education Special Revenue and Higher Education 
Endowment Funds as major governmental funds.  The fund balance for the Higher Education Endowment Fund 
increased by $282 million, which was consistent with the prior year’s growth. 
 
Non-major governmental fund revenue increased by $275 million in Fiscal Year 2006 compared with Fiscal 
Year 2005 primarily related to growth in tax revenues.  This revenue increase combined with the $825 million in 
transfers from the General Fund noted above are primarily responsible for the increase in fund balance of $1.2 
billion. 
 
Proprietary Funds.  The state of Washington’s proprietary funds provide the same type of information found in 
the government-wide financial statements, but in more detail. 
 
The Workers’ Compensation Fund, Unemployment Compensation Fund, and Higher Education Student 
Services Fund are major proprietary funds. The Workers’ Compensation Fund reported a loss of $503 million in 
Fiscal Year 2006.  Workers’ compensation claims expenses continued to exceed assessment revenue resulting in 
an operating loss which combined with a loss on investment activities to result in a decrease in net assets in 
Fiscal Year 2006.  The Unemployment Compensation Fund reported income of $823 million in Fiscal Year 
2006 compared with an income of $717 million in Fiscal Year 2005.  This reflects the continuing reduction in 
the state’s unemployment rate.  Activity for the various non-major proprietary funds resulted in an increase to 
net assets of $65 million.   
 
 

Difference
Increase

2006 2005 (Decrease)
Revenues
  Taxes $  13,165 $  11,988 $  1,177
   Federal grants 6,113         6,012         101
   Investment revenue 73              36              37
   Other 369 508 (139)
      Total 19,720       18,544       1,176           
Expenditures
   Human services 9,809 9,519 290
   Education 7,407 7,243 164
   Other 1,036 970 66
      Total 18,252 17,732 520              

Net transfers in (out) (1,577) (418) (1,159)
Other financing sources 17 15 2

Net increase (decrease) in fund balance $        (92) $       409 $    (501)

State of Washington's General Fund
(in millions of dollars)

Fiscal Year
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General Fund Budgetary Highlights 
 
Differences between the original budget of the General Fund and the final amended budget reflect adjustments 
related to changes in the state’s economy during the fiscal year ended June 30, 2006.  During that year, 
significant changes to estimates are summarized as follows: 

 
• Estimated tax revenues increased $1.2 billion. 
• Estimated revenues from federal grants-in-aid increased by $399 million.   
• Appropriated expenditure authority increased by $1.5 billion. 
•  

The state did not overspend its legal spending authority for Fiscal Year 2006, the first year of the 2005-07 
Biennium.  Actual General Fund revenues and expenditures for Fiscal Year 2006 were approximately 50 percent 
of final budgeted revenues and appropriations for the 2005-07 Biennium. 
 
Capital Assets, Infrastructure, Bond Debt Administration, and Economic Factors 
 
Capital assets.  The state of Washington’s investment in capital assets for its governmental and business-type 
activities as of June 30, 2006 amounted to $25.8 billion (net of accumulated depreciation).  This investment in 
capital assets includes land, infrastructure, museum and historical collections, buildings and other 
improvements, furnishings and equipment, as well as construction in progress.  
 
Washington’s Fiscal Year 2006 investment in capital assets, net of current year depreciation, was $1.3 billion, 
including increases to the state’s transportation infrastructure of $874 million and buildings of $527 million.  
The state’s construction in progress includes both new construction and major improvements to state 
infrastructure and facilities including state highway system, correctional facilities, ferry vessels and terminals, 
and buildings on the capitol and college and university campuses.  Remaining commitments on these 
construction projects total $3.2 billion. 
 
Additional information on the state of Washington’s capital assets can be found in Note 6 beginning on page 92 
of this report. 

 

 
 

2006 2005* 2006 2005 2006 2005
Land $   1,238 $   1,207 $      92 $      87 $   1,330 $   1,294
Transportation infrastructure
 and other assets not depreciated 14,321   13,439   -        -        14,321   13,439   
Buildings 5,247     4,737     1,183     1,166     6,430     5,903     
Furnishings, equipment, and collections 1,362     1,353     115        135        1,477     1,488     
Other improvements and infrastructure 942        921        59          53          1,001     974        
Construction in progress 1,064     1,246     138        84          1,202     1,330     
Total $ 24,174 $ 22,903 $ 1,587 $ 1,525 $ 25,761 $ 24,428

*Note:   2005 balances for Governmental Activities have been restated to reflect prior period corrections.

(in millions of dollars)
(net of depreciation)

State of Washington's Capital Assets

Activities Activities Total
Governmental Business-type



___________________________________  S t a t e  o f  W a s h i n g t o n  _______________________________  
 

 32 

Infrastructure.  The state of Washington first reported infrastructure under the requirements of the 
Governmental Accounting Standards Board in Fiscal Year 2002.  Transportation infrastructure reported includes 
the state highway system, emergency airfields, and a short rail line.  While the rail line is reported net of 
depreciation, the state highway system and emergency airfields are reported using the modified approach.  
Under the modified approach, rather than recording depreciation, asset condition is reported.   
 
The state highway system and emergency airfields continue to meet or exceed targeted condition levels and no 
significant changes in condition levels were noted.  Amounts spent during Fiscal Year 2006 to maintain/preserve 
these infrastructure assets were not significantly different from estimated spending plans according to the 
biennial budget.  The condition of these assets, along with the rating scales for pavement, bridges, rest areas, and 
airfields, and additional detail comparing budget to actual preservation and maintenance spending are available 
in the required supplementary information beginning on page 146. 
 
The Department of Transportation accomplished a net addition of 96 lane miles and 6 bridges in Fiscal Year 
2006.  The state transportation system asset value increased by $874 million during the fiscal year.  Fiscal Year 
2007 commitments made for ongoing infrastructure projects that extend beyond the Fiscal Year 2006 amount to 
$1.4 million representing 766 projects. 
 
Bond debt.  At the end of Fiscal Year 2006, the state of Washington had general obligation bond debt 
outstanding of $10.6 billion, an increase of 6 percent over Fiscal Year 2005.  This debt is secured by a pledge of 
the full faith and credit of the state.  Additionally, the state had authorized $10.4 billion general obligation debt 
that remains unissued. 
 
The state had revenue debt outstanding at June 30, 2006, of $1.4 billion, an increase of $203 million over Fiscal 
Year 2005.  This increase is primarily related to revenue bonds issued by state colleges and universities.  
Revenue bond debt is secured by specific sources of revenue. 
 
Four times during the year, the state issued general obligation debt, totaling $1.6 billion for various capital and 
transportation projects as well as for refunding purposes. The state took advantage of the historically low 
interest rates that prevailed through Fiscal Year 2006 to refund outstanding bonds.   This refunding will save 
taxpayers over $36 million (net present value) in future interest payments.  The state ranked 20th in a list of the 
top 100 issuers ranked by amount financed by municipal issuers in calendar year 2005, according to The Bond 
Buyer's 2006 Yearbook. 
 

 

2006 2005 2006 2005 2006 2005
   General obligation (GO) bonds $ 10,464 $   9,842 $   120 $   138 $ 10,584 $   9,980
   Accreted interest on zero interest
        rate GO bonds 234         201        27          24          261              225           
   Revenue bonds 558         564        794        585        1,352           1,149        
   Total $ 11,256 $ 10,607 $   941 $   747 $ 12,197 $ 11,354

State of Washington's Bond Debt
(in millions of dollars)

Activities Activities Total
Governmental Business-type
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The Washington State Constitution and the Revised Code of Washington limit the amount of general obligation 
(GO) debt that may be issued, the latter being the most restrictive.  For the fiscal year ended June 30, 2006, the 
maximum GO debt authorized by constitutional limit was $8.8 billion.  The debt capacity remaining was $1.5 
billion.  Specific bond issues and types that are not secured by general state revenues, such as motor fuel tax and 
reimbursable bonds, are excluded from the limitation. 
 
By statutory provision, the State Finance Committee (SFC) is authorized to supervise and control the issuance of 
all state bonds, notes, or other evidences of indebtedness. The SFC is composed of the Governor, Lieutenant 
Governor and State Treasurer, the latter serving as chairman. 
 
As of June 30, 2006, the state of Washington's general obligation debt was rated Aa1 by Moody's Investor 
Service, AA by Standard & Poor's Rating Group (S & P), and AA by Fitch Ratings. 
 
Additional information on the state’s bond debt obligations is presented in Note 7 beginning on page 96 of this 
report.  Additional information on the state’s legal debt limit is presented in the statistical section beginning on 
page 234 of this report. 
 
Economic Factors and Next Year’s Budgets and Rates 
 

• Washington’s outlook for Fiscal Year 2007 is for a continuation in the strong economic growth.  It 
reflects the impact of the long awaited recovery at both the state and national levels. 

• Revenue growth in the General Fund is expected to be even stronger in the 2005-07 Biennium than in 
the previous biennium. 

• Overall, personal income and employment are expected to continue to grow in Fiscal Year 2007. 
 
Legislative leaders and management will consider these factors in preparing the state’s budget for future years. 
 
Requests for Information 
 
This financial report is designed to provide a general overview of the state of Washington’s finances for all 
those with an interest in the government’s finances.  Questions concerning any of the information provided in 
this report or requests for additional financial information should be addressed to the Office of Financial 
Management, PO Box 43113, Olympia, WA  98504-3113. 
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 State of Washington

Statement of Net Assets
  June 30, 2006
 (expressed in thousands)

Primary Government
Governmental Business-Type

Activities Activities Total Component Units
ASSETS
Cash and pooled investments $    5,477,855 $    5,106,230 $   10,584,085 $     43,201
Taxes receivable (net of allowance) 2,833,106             4,994                     2,838,100          -                       
Other receivables (net of allowance) 870,801                1,292,125             2,162,926          4,519                   
Internal balances (net) 32,204                  (32,204)                 -                     -                       
Due from other governments 2,755,085             59,880                   2,814,965          -                       
Inventories 91,137                  82,343                   173,480             -                       
Investments, noncurrent 3,338,092             11,636,772           14,974,864        25,645                 
Other assets 138,905                145,913                284,818             24,399                 
Capital assets (Note 6):  
    Non-depreciable assets 16,623,090           230,544                16,853,634        38,532                 
    Depreciable assets, net of depreciation 7,550,906             1,356,647             8,907,553          396,198               
     Total capital assets, net of depreciation 24,173,996           1,587,191             25,761,187        434,730               
Total Assets $  39,711,181 $  19,883,244 $  59,594,425 $  532,494

LIABILITIES
Accounts payable $      999,444 $      125,068 $   1,124,512 $     2,522
Contracts and retainage payable 89,891                  29,240                   119,131             5,221                   
Accrued liabilities 451,540                242,698                694,238             132                      
Obligations under security lending agreements 742,929                1,505,197             2,248,126          -                       
Due to other governments 589,253                16,313                   605,566             -                       
Unearned revenue 637,272                43,715                   680,987             898                                
Long-term liabilities (Note 7):
      Due within one year 849,569                1,916,020             2,765,589          -                       
      Due in more than one year 12,190,023           18,368,606           30,558,629        37,987                 
Total Liabilities 16,549,921 22,246,857 38,796,778 46,760

NET ASSETS
Invested in capital assets, net of related debt 15,434,256           604,298                16,038,554        391,534               
Restricted for:
   Unemployment compensation -                        3,164,354             3,164,354          -                       
   Other purposes 1,538,739             -                         1,538,739          25,325                 
   Capital projects 199,257                -                         199,257             -                       
   Expendable permanent fund principal 1,342,704             -                         1,342,704          -                       
   Nonexpendable permanent endowments 1,262,314             -                         1,262,314          -                       
Unrestricted  (deficit) 3,383,990                      (6,132,265)                     (2,748,275)                  68,875                          
        Total Net Assets $   23,161,260 $   (2,363,613) $   20,797,647 $   485,734

The notes to the financial statements are an integral part of this statement.
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State of Washington
Statement of Activities
  For the Fiscal Year Ended June 30, 2006
  (expressed in thousands)

Charges for Operating Grants Capital Grants 
Functions/Programs Expenses Services and Contributions and Contributions
Primary Government:
Governmental Activities:
   General government $    1,320,051 $      513,084 $     307,201 $      6,395
   Education--elementary and secondary (K-12) 6,642,230                 13,134                    749,035                          -                                
   Education--higher education 4,804,145                 1,281,377               1,734,907                       15,747                          
   Human services 10,081,654               233,735                  5,265,580                       193                               
   Adult corrections 748,946                    6,431                      2,427                              927                               
   Natural resources and recreation 777,233                    390,372                  138,410                          28,997                          
   Transportation 1,526,306                 786,726                  62,500                            558,128                        
   Interest on long-term debt 532,887                    -                              -                                  -                                
       Total governmental activities 26,433,452               3,224,859               8,260,060                       610,387                        
Business-type Activities:
    Workers' compensation 2,266,899                 1,790,413               7,606                              -                                    
    Unemployment compensation 736,214                    1,410,756               42,803                            -                                    
    Higher education student services 1,254,052                 1,265,822               4,648                              94                                 
    Health insurance programs 1,244,052                 1,341,428               -                                      -                                    
   Other 1,042,151                 1,102,389               5                                     -                                    
       Total business-type activities 6,543,368                 6,910,808               55,062                            94                                 
Total Primary Government $  32,976,820 $  10,135,667 $  8,315,122 $  610,481
Total Component Units $        28,713 $        13,039 $           490 $        700

General revenues:
   Taxes - sales and use taxes
   Taxes - business and occupation taxes
   Taxes - property
   Taxes - motor vehicle and fuel 
   Taxes - excise
   Taxes - other 
   Interest and investment earnings
Total general revenues
Excess (deficiency) of revenues over expenses before contributions
          to endowments, extraordinary loss, and transfers
Contributions to endowments
Extraordinary loss (asset impairment)
Transfers
     Change in net assets
Net assets -- restated beginning
Net assets -- ending

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

Program Revenues
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Changes in Net Assets
Primary Government

Governmental Business-type Component 
Activities Activities Total Units

$     (493,371) $             - $     (493,371)
(5,880,061)                     -                                  (5,880,061)                     
(1,772,114)                     -                                  (1,772,114)                     
(4,582,146)                     -                                  (4,582,146)                     

(739,161)                        -                                  (739,161)                        
(219,454)                        -                                  (219,454)                        
(118,952)                        -                                  (118,952)                        
(532,887)                        -                                  (532,887)                        

(14,338,146)                   -                                  (14,338,146)                   

-                                  (468,880)                        (468,880)                        
-                                  717,345                          717,345                          
-                                  16,512                            16,512                            
-                                  97,376                            97,376                            
-                                  60,243                            60,243                            
-                                  422,596                          422,596                          

(14,338,146)                   422,596                          (13,915,550)                   
$   (14,484)

7,428,938                       -                                      7,428,938                       -                                  
2,483,767                       -                                      2,483,767                       -                                  
1,629,563                       -                                      1,629,563                       -                                  
1,030,003                       -                                      1,030,003                       -                                  
1,067,318                       48,783                            1,116,101                       -                                  
1,859,760                       50,914                            1,910,674                       -                                  

474,791                          147,412                          622,203                          2,627                              
15,974,140                     247,109                          16,221,249                     2,627                              

1,635,994                       669,705                          2,305,699                       (11,857)                           

131,153                          -                                  131,153                          -                                  
(84,248)                           -                                  (84,248)                           -                                  
251,937                          (251,937)                        -                                  -                                  

1,934,836                       417,768                          2,352,604                       (11,857)                           
21,226,424                     (2,781,381)                     18,445,043                     497,591                          

$ 23,161,260 $  (2,363,613) $ 20,797,647 $  485,734

Net (Expense) Revenue and
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GOVERNMENTAL FUNDS
Balance Sheet 
June 30, 2006
(expressed in thousands)

Nonmajor
Higher Education Higher Education Governmental

General Special Revenue Endowment Funds Total

Assets:
Cash and pooled investments $     803,128 $     336,569 $     420,018 $  3,633,037 $   5,192,752
Investments -                          728,482                     2,407,174                   217,325              3,352,981                  
Taxes receivable (net of allowance) 2,717,932           4,273                         -                                  110,901              2,833,106                  
Other receivables (net of allowance) 223,256              235,083                     30,905                        511,300              1,000,544                  
Due from other funds 292,989              132,502                     469                             280,802              706,762                     
Due from other governments 745,214              112,560                     -                                  1,773,194           2,630,968                  
Inventories 21,177 11,404 - 37,054 69,635

Total Assets $  4,803,696 $  1,560,873 $  2,858,566 $  6,563,613 $ 15,786,748

Liabilities and Fund Balances
Liabilities:
Accounts payable $    697,786 $       46,578 $              5 $    220,160 $     964,529
Contracts and retainages payable 18,847                1,395                         2,783                          66,199                89,224                       
Accrued liabilities 159,441              137,934                     9,252                          78,552                385,179                     
Obligations under security lending agreements 126,374              89,243                       389,358                      137,686              742,661                     
Due to other funds 267,698              53,360                       3,427                          307,060              631,545                     
Due to other governments 415,114              13,308                       -                                  122,347              550,769                     
Deferred revenues 1,226,761           155,906                     13,765                        590,617              1,987,049                  
Claims and judgments payable 14,870 - - 10,610 25,480

Total Liabilities 2,926,891 497,724 418,590 1,533,231 5,376,436

Fund Balances:
Reserved for:
  Encumbrances 129,439              187,625                     -                                  458,214              775,278                     
  Inventories 16,360                11,404                       -                                  37,054                64,818                       
  Permanent funds -                          -                                 2,439,976                   165,042              2,605,018                  
  Other specific purposes 85,049                253,727                     -                                  1,508,303           1,847,079                  
Unreserved, designated for, reported in:
  Working capital 1,076,631           -                                 -                                  -                          1,076,631                  
  Higher education -                          155,679                     -                                  -                          155,679                     
  Special revenue funds -                          -                                 -                                  229                     229                            
  Debt service funds -                          -                                 -                                  206,228              206,228                     
Unreserved, undesignated 569,326              454,714                     -                                  -                          1,024,040                  
Unreserved, undesignated reported in:
  Special revenue funds - - - 2,585,037 2,585,037
  Capital project funds - - - 70,275 70,275

Total Fund Balances 1,876,805 1,063,149 2,439,976 5,030,382 10,410,312

Total Liabilities and Fund Balances $  4,803,696 $  1,560,873 $  2,858,566 $  6,563,613 $ 15,786,748

The notes to the financial statements are an integral part of this statement.
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State of Washington
Reconciliation of the Governmental Funds Balance Sheet
to the Statement of Net Assets

  June 30, 2006
 (expressed in thousands)

Total fund balances for governmental funds 10,410,312$     

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 in the funds.  These assets consist of:
        Non-depreciable assets 16,598,513$    
        Depreciable assets, net of depreciation 7,148,697
          Total capital assets 23,747,210

   Some of the state's revenues will be collected after year-end, but are 
     not available soon enough to pay for the current period's expenditures,
     and therefore are deferred in the funds. 1,355,421

  Accrued current interest on general obligation bonds (217,685)

   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. (51,963)

   Some liabilities are not due and payable in the current period and
     therefore are not reported in the funds.  Those liabilities consist of:
        Bonds and notes payable (11,239,466)
        Accrued interest on bonds (236,962)
        Claims and judgments (31,622)
        Other obligations (573,985)
          Total long-term liabilities (12,082,035)

   Net assets of governmental activities  $     23,161,260 

The notes to the financial statements are an integral part of this statement.
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GOVERNMENTAL FUNDS
Statement of Revenues, Expenditures, 
and Changes in Fund Balances
For the Fiscal Year Ended June 30, 2006
(expressed in thousands)

Nonmajor
Higher Education Higher Education Governmental

General Special Revenue Endowment Funds Total

Revenues:
Retail sales and use taxes $  7,356,848 $               - $               - $       72,090 $    7,428,938
Business and occupation taxes 2,411,887 - - 71,880 2,483,767
Property taxes 1,384,359 - - 245,204 1,629,563
Excise taxes 977,087 - - 90,231 1,067,318
Motor vehicle and fuel taxes - - - 1,030,003 1,030,003
Other taxes 1,034,949 119,844 - 707,978 1,862,771
Licenses, permits, and fees 84,935 533 - 702,654 788,122
Timber sales 2,823 - 15,106 158,513 176,442
Other contracts and grants 112,780 608,383 - 17,681 738,844
Federal grants-in-aid 6,113,438 1,059,808 - 922,076 8,095,322
Charges for services 51,070 1,189,184 - 473,142 1,713,396
Investment income (loss) 72,873 68,482 243,842 89,594 474,791
Miscellaneous revenue 54,889 96,272 1,458 370,713 523,332
Escheated property 61,911 - - - 61,911
Contribution and donations - - 131,153 - 131,153
Total Revenues 19,719,849 3,142,506 391,559 4,951,759 28,205,673

Expenditures:
Current:       
General government 602,302 - - 387,232 989,534
Human services 9,808,558 - - 968,689 10,777,247
Natural resources and recreation 291,501 - - 437,615 729,116
Transportation 41,688 813 - 1,446,276 1,488,777
Education 7,407,243 3,047,190 60 648,241 11,102,734
Intergovernmental 28,427 - - 330,770 359,197
Capital outlays 55,666 107,772 - 1,546,629 1,710,067
Debt service:
Principal 15,022 19,385 - 465,175 499,582
Interest 1,245 10,030 - 497,278 508,553
Total Expenditures 18,251,652 3,185,190 60 6,727,905 28,164,807

Excess of Revenues
Over (Under) Expenditures 1,468,197 (42,684) 391,499 (1,776,146) 40,866

Other Financing Sources (Uses):
Bonds issued - - - 1,097,092 1,097,092
Refunding bonds issued - - - 461,170 461,170
Payment to refunded bond escrow agent - - - (499,778) (499,778)
Other debt issued 17,200 17,179 - 9,922 44,301
Bond issue premium - - - 103,568 103,568
Capital lease acquisitions 51 64 - - 115
Transfers in 247,894 363,633 1,281 2,699,037 3,311,845
Transfers (out) (1,825,256) (268,128) (111,012) (863,145) (3,067,541)
Total Other Financing Sources (Uses) (1,560,111) 112,748 (109,731) 3,007,866 1,450,772

Net change in fund balances (91,914) 70,064 281,768 1,231,720 1,491,638

Fund Balances - Beginning, as restated 1,968,719 993,085 2,158,208 3,798,662 8,918,674

Fund Balances - Ending $  1,876,805 $  1,063,149 $  2,439,976 $  5,030,382 $  10,410,312

The notes to the financial statements are an integral part of this statement.
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 State of Washington
Reconciliation of the Statement of Revenues, Expenditures and 
Changes in Fund Balances of Governmental Funds
to the Statement of Activities

 (expressed in thousands)

Net change in fund balances--total governmental funds $  1,491,638

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.  This is the amount
     by which capital outlays exceeded depreciation in the current period. 1,110,279

   Bond proceeds provide current financial resources to governmental
     funds, however, issuing debt increases long-term liabilities in the
     statement of net assets.  Also, 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.  This amount is the net effect
      of these differences in the treatment of long-term debt and related items. (756,473)

   Internal service funds are used by management to charge the costs of
     certain activities to individual funds.  The net revenue of the internal
     service funds is reported with governmental activities. 5,663

   Because some revenues will not be collected for several months after the state's fiscal 
     year end, they are not considered "available" revenues in the governmental funds.  
     Deferred revenues decreased by this amount  this year. (519)

  An extraordinary loss, as noted in the Capital Asset note (note 6) to the financial
     statements, is reported at the government wide level but not at the fund level. 84,248

   Change in net assets of governmental activities $ 1,934,836

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

  For the Fiscal Year Ended June 30, 2006
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PROPRIETARY FUNDS
Statement of Fund Net Assets
June 30, 2006
(expressed in thousands) Governmental 

Activities
Higher Education Nonmajor Internal

Workers' Unemployment Student Enterprise Service
Compensation Compensation Services Funds Total Funds

Assets
Current Assets:
Cash and pooled investments $       33,220 $   2,695,886 $     357,741 $     444,063 $   3,530,910 $  267,822
Investments 1,224,241            -                            3,644                         347,435          1,575,320 737
Taxes receivable (net of allowance) -                           -                            -                                 4,994              4,994 -
Other receivables (net of allowance) 665,442               475,243                119,093                     32,347            1,292,125 7,010
Due from other funds 22,973                 2,530                    34,606                       38,923            99,032 69,490
Due from other governments 906                      9,471                    24,067                       21,962            56,406 6,959
Inventories 169                      -                            33,796                       48,378            82,343 21,503
Prepaid expenses 6                          -                            16,780                       931                 17,717 2,150
Total Current Assets 1,946,957            3,183,130             589,727 939,033          6,658,847             375,671                     

Noncurrent Assets:
Investments, noncurrent 10,170,473          -                            312,448                     1,153,851       11,636,772 1,656
Other noncurrent assets -                           -                            -                                 128,196          128,196 -
Capital Assets:
  Land 3,240                   -                            9,904                         79,072            92,216 3,827
  Buildings 62,441                 -                            1,232,370                  401,421          1,696,232 118,391
  Other improvements 1,020                   -                            39,143                       13,563            53,726 18,244
  Furnishings, equipment, and collections 51,581                 -                            282,253                     62,995            396,829 653,844
  Infrastructure -                           -                            33,198                       -                      33,198 -
    Accumulated depreciation (53,393)                -                            (647,109)                    (122,836)        (823,338) (388,266)
  Construction in progress 4,955                   -                            126,272                     7,101              138,328 20,749
Total Noncurrent Assets 10,240,317          -                            1,388,479 1,723,363       13,352,159           428,445                     

Total Assets $ 12,187,274 $  3,183,130 $  1,978,206 $  2,662,396 $ 20,011,006 $  804,116

Liabilities
Current Liabilities:
Accounts payable $        7,623 $                - $       67,438 $      50,007 $     125,068 $    34,915
Contracts and retainages payable 3,756                   -                            5,725                         19,759            29,240 602
Accrued liabilities 168,871               3,238                    55,956                       120,459          348,524 21,318
Obligations under security lending agreements 1,224,241            -                            -                                 280,956          1,505,197 270
Bonds and notes payable 3,241                   -                            27,292                       47,153            77,686 10,427
Due to other funds 27,143                 1,161                    38,897                       60,877            128,078 35,413
Due to other governments -                           14,377                  11                              1,609              15,997 29
Unearned revenues 12,888                 -                            30,495                       332                 43,715 5,646
Claims and judgments payable 1,659,287            -                            -                                 73,221            1,732,508 81,245                       
Total Current Liabilities 3,107,050 18,776 225,814 654,373 4,006,013 189,865

Noncurrent Liabilities:
Claims and judgments payable 16,095,814          -                            -                                 2,916              16,098,730 489,806
Bonds and notes payable 33,591                 -                            823,171                     256,237          1,112,999 149,926
Other long-term liabilities 11,588                 -                            9,429                         1,135,860       1,156,877 26,482
Total Noncurrent Liabilities 16,140,993 - 832,600 1,395,013 18,368,606 666,214
Total Liabilities 19,248,043 18,776 1,058,414 2,049,386 22,374,619 856,079

Net Assets:
Invested in capital assets, 
  net of related debt 33,011                 -                            407,853                     163,434          604,298 266,435
Restricted for:
  Unemployment compensation -                           3,164,354             -                                 -                      3,164,354 -
Unrestricted (7,093,780)           -                            511,939                     449,576          (6,132,265) (318,398)
Total Net Assets (Deficit) $  (7,060,769) $   3,164,354 $     919,792 $    613,010 $  (2,363,613) $   (51,963)

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

Enterprise Funds
Business-Type Activities
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PROPRIETARY FUNDS
Statement of Revenues, Expenses,
and Changes in Fund Net Assets
For the Fiscal Year Ended June 30, 2006
(expressed in thousands)

Governmental
Activities

Higher Education Nonmajor Internal 
Workers' Unemployment Student Enterprise Service

Compensation Compensation Services Funds Total Funds

Operating Revenues:
Sales $                - $               - $  122,284 $  529,235 $      651,519 $  129,464
  Less:  Cost of goods sold -                           -                           77,397                      361,885            439,282 112,246
Gross profit - - 44,887 167,350 212,237 17,218

Charges for services 20                        -                           1,045,438                67,799              1,113,257 569,259
Premiums and assessments 1,729,501            1,397,639            -                                1,340,753         4,467,893 83,824
Federal aid for unemployment 
  insurance benefits -                           42,803                 -                                -                        42,803 -
Lottery ticket proceeds -                           -                           -                                477,885            477,885 -                               
Miscellaneous revenue 60,898                 13,117                 85,314                      7,438                166,767 39,927
Total Operating Revenues 1,790,419 1,453,559 1,175,639 2,061,225 6,480,842 710,228

Operating Expenses:
Salaries and wages 116,951               -                           484,168 82,428              683,547 254,672
Employee benefits 33,411                 -                           92,830                      26,337              152,578 65,750
Personal services 2,945                   -                           13,115                      20,500              36,560 20,006
Goods and services 64,227                 -                           453,829                    113,211            631,267 271,943
Travel 3,477                   -                           16,070                      2,041                21,588 4,160
Premiums and claims 1,998,393            736,214               702                           1,230,993         3,966,302 36,751
Lottery prize payments -                           -                           -                                291,773            291,773 -                               
Depreciation and amortization 25,551                 -                           67,096                      16,200              108,847 59,983
Miscellaneous expenses 19,882                 -                           10,679                      60,623              91,184 906
Total Operating Expenses 2,264,837 736,214 1,138,489 1,844,106 5,983,646 714,171
Operating Income (Loss) (474,418) 717,345 37,150 217,119 497,196 (3,943)

Nonoperating Revenues (Expenses):
Earnings (loss) on investments (32,486)                106,141               19,018                      54,739              147,412 4,209
Interest expense (2,062)                  -                           (38,166)                    (44,601)             (84,829) (4,752)
Distributions to other governments -                           -                           -                                (35,611)             (35,611) -
Other revenue (expenses) 7,600                   -                           17,434                      120,409            145,443 177
Total Nonoperating Revenues (Expenses) (26,948) 106,141 (1,714) 94,936 172,415 (366)
Income (Loss) Before 
  Contributions and Transfers (501,366) 823,486 35,436 312,055 669,611 (4,309)

Capital contributions -                           -                           94 -                        94 2,338
Transfers in 288,987               -                           142,834 52,685              484,506 33,360
Transfers (out) (290,310) - (146,436)                  (299,697)           (736,443) (25,727)
Net Contributions and Transfers (1,323) - (3,508) (247,012) (251,843) 9,971
Change in Net Assets (502,689) 823,486 31,928 65,043 417,768 5,662

Net Assets (Deficit) - Beginning, as restated (6,558,080)           2,340,868            887,864                    547,967            (2,781,381) (57,625)

Net Assets (Deficit) - Ending $  (7,060,769) $  3,164,354 $  919,792 $  613,010 $  (2,363,613) $  (51,963)

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

Business-Type Activities
Enterprise Funds
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PROPRIETARY FUNDS
Statement of Cash Flows
For the Fiscal Year Ended June 30, 2006
(expressed in thousands)

Governmental
Activities

Higher Education Nonmajor Internal
Workers' Unemployment Student Enterprise Service

Compensation Compensation Services Funds Total Funds
Cash Flows from Operating Activities:
  Receipts from customers $  1,660,352 $    1,436,088 $   1,184,605 $   2,394,680 $   6,675,725 $   786,568
  Payments to suppliers (1,565,539) (734,185) (563,737) (2,006,772) (4,870,233) (403,948)
  Payments to employees (149,775) - (574,359) (108,177) (832,311) (315,319)
  Other receipts (payments) 60,898 55,294 85,314 7,437 208,943 39,886
 Net Cash Provided (Used) by Operating Activities 5,936 757,197 131,823 287,168 1,182,124 107,187

Cash Flows from Noncapital Financing Activities:
  Transfers in 288,987 - 142,834 52,685 484,506 33,360
  Transfers out (290,310) - (146,436) (299,697) (736,443) (25,727)
  Operating grants and donations received 7,579 - 3,529 5 11,113 723
  Taxes and license fees collected 5 - - 120,323 120,328 12
  Distributions to other governments - - - (35,611) (35,611) -
  Other noncapital financing sources - - - (29) (29) -
Net Cash Provided (Used) by 
  Noncapital Financing Activities 6,261 -                              (73) (162,324) (156,136) 8,368

Cash Flows from Capital and 
  Related Financing Activities:
  Interest paid (2,062) - (33,312) (12,031) (47,405) (4,761)
  Principal payments on long-term capital financing (3,054) - (38,687) (20,951) (62,692) (9,969)
  Proceeds from long-term capital financing - - 238,145 2,938 241,083 25,107
  Proceeds from sale of capital assets 29 - 16,308 1,378 17,715 9,629
  Acquisitions of capital assets (8,118) - (145,412) (22,421) (175,951) (87,741)
Net Cash or Pooled Investments Provided by
(Used in) Capital and Related Financing Activities (13,205) - 37,042 (51,087) (27,250) (67,735)

Cash Flows from Investing Activities:
  Receipt of interest 580,466 106,141 18,512 31,098 736,217 4,564
  Proceeds from sale of investment securities 4,657,665 - 40,704 386,686 5,085,055 46,217
  Purchases of investment securities (5,225,493) - (202,384) (451,426) (5,879,303) (2,043)
Net Cash Provided by (Used in) Investing Activities 12,638 106,141 (143,168) (33,642) (58,031) 48,738

Net Increase (Decrease) in Cash
  and Pooled Investments 11,630 863,338 25,624 40,115 940,707 96,558
Cash and Pooled Investments, July 1 21,590 1,832,548 332,117 403,948 2,590,203 171,264
Cash and Pooled Investments, June 30 $      33,220 $    2,695,886 $      357,741 $      444,063 $   3,530,910 $   267,822

Cash Flows from Operating Activities:
  Operating Income (Loss) $    (474,418) $      717,345 $       37,150 $     217,119 $     497,196 $     (3,943)
Adjustments to Reconcile Operating Income
(Loss) to Net Cash Provided by Operations:
  Depreciation 25,551 - 67,096 16,200 108,847 59,983
Change in Assets:  Decrease (Increase)
  Receivables (net of allowance) (48,781) 37,823 16,747 (20,845) (15,056) 898
  Inventories 12 - (2,498) (2,263) (4,749) (1,351)
  Prepaid expenses 23 - 3,982 (393) 3,612 (886)
Change in Liabilities:  Increase (Decrease)
  Payables 503,549 2,029 9,346 77,350 592,274 52,486
Net Cash or Cash Equivalents Provided 
by (Used in) Operating Activities $       5,936 $      757,197 $     131,823 $     287,168 $  1,182,124 $  107,187

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

Business-Type Activities
Enterprise Funds

Continued
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PROPRIETARY FUNDS
Statement of Cash Flows
For the Fiscal Year Ended June 30, 2006
(expressed in thousands)

Governmental 
Activities

Higher Education Nonmajor Internal
Workers' Unemployment Student Enterprise Service 

Compensation Compensation Services Funds Total Funds

Noncash Investing, Capital and Financing Activities:
Contributions of capital assets $            - $         - $        94 $            - $          94 $     2,338
Acquisition of capital assets through capital leases - - - - - 56,805
Amortization of long-term lotto prize liability - - - 28,345 28,345 -
Increase (decrease) in fair value of investments (612,727) - (232) 21,721 (591,238) 2
Refunding bonds issued - - 1,440 - 1,440 -
Refunded bonds redeemed - - (1,410) - (1,410) -
Amortization of debt premium (issue costs/discount) - - 4,409 - 4,409 -
Accretion of interest on zero coupon bonds - - - 3,388 3,388 -

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

Enterprise Funds
Business-Type Activities

Concluded


