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To: The Honorable Members of the Legislature
and the Citizens of the State of New Hampshire

I am pleased to accept the Fiscal Year 2004 State of New Hampshire Annual Report to the
Citizens.

New Hampshire fared better than most states during the recent economic downturn.  We
have limited the growth of government spending and turned a projected deficit into a
$15.3 million surplus for fiscal year 2004.  We could not have accomplished this without
the hard work of our state employees.  We must continue to live within our means and not
grow government at a rate faster than the income of the people supporting it.

Together there is a lot for us to be proud.  We passed the first budget in decades that did
not contain any new taxes or tax increases.  We reformed education by initiating “Real
World Learning” to transform how we deliver public education; raised private donations
to fund laptops for 7th grade students, teachers, and administrators; and launched the
“Governor Benson 3-6 after school challenge” to provide a safe environment for kids and
help working families manage.  During the same period, unemployment decreased from
5% to 3.5% and 1,000 more businesses started in 2003 than in 2002.  We brought
entrepreneurial spirit to state government by sponsoring several Entrepreneurial
workshops, without any taxpayer money, to teach NH citizens how to start and grow
their own businesses.  We also partnered with private industry to host the largest state
sponsored business plan competition in the nation, awarding over $250K to the winner.
We promoted a “Nursing Bridge” program that expands the availability of nursing
professionals.  We provided access to lower cost prescription drugs through Canada and
brought competition to our insurance market.  We initiated efforts through the Department
of Health and Human Services to revolutionize Medicaid.  We created an “Efficiency
Commission” that identified over $400 million in potential savings.  Finally, we consolidated
all IT resources that the state has, in order to make state government more efficient, secure,
and responsive to citizens needs.

In short, we strengthened the New Hampshire Advantage.  In fiscal year 2004 New
Hampshire was recognized as the:

o Most livable state in the US;
o Healthiest state in the US;
o 2nd lowest tax burden;
o Lowest poverty rate;
o Highest median income;
o 2nd lowest number of uninsured residents;
o 7th most economically free;
o One of the safest state; and
o Highest SAT scores in the nation

It has been an honor to serve as your Governor for the past two years.  I want to thank
all the citizens for their contributions to improving our state.

Very truly yours,

                                                             Craig R. Benson

Message From the GovernorMessage From the GovernorMessage From the GovernorMessage From the GovernorMessage From the Governor
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Adding to New Hampshire’s continued high
quality of life is Morgan Quitno’s Most Livable

State Awards.  NH continues to rank high in many
categories and sits at the top in healthiest, highest
standard of living, and most livable state.

New Hampshire’s ScoreboardNew Hampshire’s ScoreboardNew Hampshire’s ScoreboardNew Hampshire’s ScoreboardNew Hampshire’s Scoreboard

Categories

NH’s 
National 

Rank 
NH’s Rank in 
New England

Favorable Tax Climate 1st 1st
Healthiest State (Morgan Quitno, 
2004) 1st 1st
Standard of Living  (by Poverty 
Rate) 1st 1st 

Child and Family Well-Being 
(Annie E. Casey, 2003) 2nd 1st 
Safest State (Morgan Quitno, 
2004) 4th 3rd
Most Livable State (Morgan 
Quitno, 2004) 1st 1st

College Educated Population 5th 2nd

New Hampshire’s Economic Scoreboard for 2004

   Source: Dennis Delay,  Workforce Opportunity Council, Inc
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We are pleased to present our  Fiscal Year 2004 Annual Report to the Citizens, prepared  by
the Department of Administrative Services.  The format of this report is intended to

give readers a more concise view of state finances in a cost effective manner.  Our financial
reporting goal is to continue to deliver quality information  in a timely manner to allow users
to understand the somewhat complicated  financial picture of the state.

This report offers an overview of the state’s core
finances and program initiatives as well as
relevant economic data.  It presents selected
financial information for major funds, including
the state’s general fund and education trust
fund, and financial information on a
government-wide basis, in accordance with
generally accepted accounting principles
(GAAP).  Readers that have a need for more
information regarding the accounting policies,
the various required accounting disclosures,
and the financial status of individual state funds
and component units, should obtain a copy of
the State’s Comprehensive Annual Financial
Report (CAFR).  The CAFR, which includes the
independent auditor’s report,  can be accessed
by viewing our web site or by contacting the
Department.

New Hampshire, unlike many states, is experiencing a relatively quick recovery from the
significant economic downturns through the late 1990’s.  New Hampshire’s tax structure, with
its reliance on the statewide property tax and business enterprise taxes, has added stability to
our revenue streams as compared to other states, which rely heavily on income tax proceeds.
Traditional tax revenues, in 2004, were 2% ahead of the prior year.  A major contributor to this
growth was double-digit gains in the Real Estate Transfer tax, which benefited from the
continued strength in the housing market.

The combined General and Education Fund Balances, including the Rainy Day reserve account,
at June 30, 2004 totaled $32.6 million.  This represents a gain of $15.3 million over the prior year
and reverses the trend of deficits over the last several years which required transfers from the
state’s reserve accounts.  Although 2004 revenues grew over 2003, anticipated budget reductions,
savings from budget initiatives and lapses did not materialize to expected levels. Therefore,
the state issued two executive orders to help curb spending; including appropriation reductions,
and freezes in travel, equipment and open positions.  Moving into 2005, the state will continue
to monitor spending as the economy strengthens.

Donald S. Hill, Commissioner

Award for Outstanding
Achievement in

Popular Annual Financial
Reporting

Presented to

State of New Hampshire
for the fiscal year ending June 30, 2003

Message From the CommissionerMessage From the CommissionerMessage From the CommissionerMessage From the CommissionerMessage From the Commissioner
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New Hampshire’s strong, diverse economic base has allowed NH to rebound relatively
quickly from the sharp economic downturns experienced nationwide, after the boom

of the early 90’s. The state’s economy has had the strongest growth in population and
employment in New England. Per capita income is rising and poverty rates remain the
lowest in the nation.  New Hampshire continues to retain its advantages of being a medium
cost state in a high cost area with its low unemployment rates, low tax burdens, highly
skilled workforce, and a small and accessible government. As of June 2004, New
Hampshire’s unemployment rate was just under 4%, lower than New England (4.9%) and
the national average (5.8%).

New Hampshire’s diverse
core industries have
helped support one of the
fastest growing economies
in the nation.  Although
NH still features a large
manufacturing base, it’s
core industries now
consist of, information and
high tech, trade,
professional and business
services, leisure and
hospitality, and
construction.  While
during the 2001-2003
period, when NH was
loosing 1 in 5
manufacturing and high
tech jobs, its strength in
health, construction, and
hospitality were all
growing on average of 5%.

Looking forward over the
next 5 years, New
Hampshire’s total
employment is expected to
grow faster than the
nation and other New
England states, however
at rates 50% lower than the
1990’s.  However, despite
the continued decline in
manufacturing, the
remaining core industry
groups should reach
growth rates close to those
prior to the recession.

Economic Highlights of the Granite StateEconomic Highlights of the Granite StateEconomic Highlights of the Granite StateEconomic Highlights of the Granite StateEconomic Highlights of the Granite State

Information Provided by New England Economic Partnership, Ross Gittell and James R. Carter
Professor, Whittemore School of Business and Economics, University of New Hampshire.
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Enterprise Resource Planning

Enterprise Resource Planning (ERP) is an information technology industry term for
integrated, multi-module application software packages designed to serve and support

several business functions across an organization. An ERP system is a strategic tool that
helps the organization improve operations and management by integrating business
processes and helping to optimize the allocation of available resources. These systems are
typically commercial software packages that facilitate collection and integration of
information related to various areas of an organization such as finance, accounting, human
resources, inventory, procurement, and customer service. By becoming the central
information center of the organization, ERP systems allow the organization to better
understand its business, direct resources, and plan for the future. The systems enable the
organization to standardize and improve its business processes to implement best practices
for their industry.

The State of New Hampshire’s Strategic Information Technology Plan (SITP) identified
the need for an Enterprise Resource Planning System (ERP) solution to streamline business
processes, improve operational efficiencies, and increase employee empowerment. In
accordance with this SITP, the Department of Administrative Services (Department)
authorized a feasibility study to identify alternatives for implementing such a solution.
After assessing these alternatives, the Department requested approval from the Governor,
Council, & Legislature, which was granted, to replace current systems and implement a
new ERP System. The state’s current financial and human resource systems are over 20
years old. The 2004 capital budget included $18.8 million of appropriations for the ERP
project.

The Department issued a request for proposals for ERP acquisition and implementation
during FY 04 and is currently evaluating vendor’s proposals. It is anticipated that a vendor
will be awarded a contract early in calendar year 2005, with hopes of implementation by
the end of FY 06.

New Office of Information Technology

Pursuant to Chapter 223, Laws of 2003, the state established the Office of Information
Technology (OIT) within the Governor’s Office under the supervision of the newly

created position of Chief Information Officer.  On July 16, 2003, the Joint Legislative Fiscal
Committee approved the transfer of 315 state employees from 9 agencies into the newly
created Office.

OIT is responsible for managing and coordinating all technology resources in the executive
branch of government, developing and implementing strategies to enhance state customer
service, and creating statewide efficiencies through the use of information and other
technologies.

In addition to providing its services to state agencies during fiscal year 2004, OIT worked
to refine its organization, created a cost allocation and billing system, and worked to identify
areas of potential cost savings.  As provided by its enabling legislation, it also reviewed all
agency requests to expend funds in excess of $250 for state data processing equipment,
software, and services.

Major InitiativesMajor InitiativesMajor InitiativesMajor InitiativesMajor Initiatives
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Self - Insurance InitiativeSelf - Insurance InitiativeSelf - Insurance InitiativeSelf - Insurance InitiativeSelf - Insurance Initiative

Employee Benefit Risk Management Fund

Chapter 251, Laws of 2001, authorized the Commissioner of Administrative Services to
provide a self-funded alternative to traditional insurance programs for employee

benefits to aid in controlling the rise in insurance costs. As a result, a new fund, titled the
Employee Benefit Risk Management Fund, was established beginning in October 2003.
The fund was created to manage the state’s self-insurance program and to pool all resources
to pay for the cost associated with providing employee health benefits for active state
employees and retirees.  Agencies are charged an actuarially determined premium to be
paid into this new fund on a bi-weekly basis and will be efficiently accessed through the
state’s payroll system.  These premiums are intended to cover the costs of claims presented,
stop-loss coverage, administrative fees and reserve requirements.  Claims payments by
the third party administrator to the providers are reimbursed by the state out of this new
fund daily.

The state is currently analyzing the first nine months of activity in this fund.  Recognizing
the limited claims experience to date, the state has retained a consulting firm to assist and
provide actuarial, claims audit and general consulting services in order to evaluate the
benefits of this new arrangement along with the savings potential going forward.

00-03 Represents premiums paid to previous insurance carriers
04 Represents claims paid under new self insurance plan, including IBNR

Health Insurance Costs
Premiums/Claims Paid

Active and Retired Employees
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No Child Left Behind Initiative

The Department of Education is committed to making No Child Left Behind (NCLB)
legislation work for NH students and is building off the act’s requirements to define

the state’s standards of measurement of school progress.  NCLB was signed into law on
January 8, 2002 by President  Bush.  In order to get the most out of NCLB, the Department
needs to continue to build a comprehensive, statewide system of high standards, assessment
and improvement.  During FY04 NH implemented many aspects of No Child Left Behind.
The state adopted a single state accountability system; created grade level standards based
on the New Hampshire Curriculum Frameworks; implemented a system for teachers to
become highly qualified as defined by No Child Left Behind; and developed assessments
and test specifications  in collaboration with Rhode Island and Vermont known as the
New England Common Assessment Program Grade-level Expectations (NECAP GLEs).
This agreement is the first in the nation and will test all students, beginning in the 2005-
2006 academic year, in grades 3-8 in mathematics and reading/language arts. The results
of this test will help schools have a clearer picture of areas that need improvement.  The
Department provides educational leadership to schools that are identified as “a school in
need of improvement” to aid them in the development of local school improvement plans.

Annually the Department sends to Washington a comprehensive performance report for
the NCLB program. The chart below contains the results from FY 2004 for one of the state’s
performance goals.

Goal: By 2013 all students will reach high standards, at a minimum, attaining proficiency or better
in reading/language arts and mathematics.

The chart represents the
General Fund contribution to

Educational programs which
totaled close to $250 million in
FY04. In addition, $895 million
was appropriated for adequate
education grants to local schools
and was paid out of the state’s
Education Trust Fund.

Reading Mathematics Reading Mathematics

Met Target Met Target Met Target Met Target
Grades 3 & 6 Grades 3 & 6 Grade 10 Grade 10

Whole State Yes Yes Yes Yes
White (non-Hispanic) Yes Yes Yes Yes
Black (non-Hispanic) Yes Yes Yes Yes
Hispanic No No Yes No
Asian/Pacific Islander Yes Yes Yes Yes
American Indian Yes Yes Yes Yes
Socioeconomically Disadvantaged No No Yes No
Educational Disability No No Yes No
Non- or Limited English Proficient No Yes Yes No
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Health & Human Service (DHHS) expenditures totaled $1.6 billion for the fiscal year
ended June 30, 2004.  35% is funded by general funds with the balance funded by

federal funds, revenues, and other sources.  The NH Legislature and the Governor created
a central umbrella agency in 1995 to make it easier for citizens to access programs and
services and to reduce administration costs.  DHHS is responsible for many of the
regulatory, programmatic, and financial aspects of NH’s health care system and plays a
key role in the planning, delivery and financing of health care.  It provides social and
support services to families with chronically ill or disabled members and to families in
crisis.  DHHS also provides economic supports including childcare funding, financial grants,
employment support services, medical assistance, food assistance and child support
services.

18% of the DHHS budget is used for medical assistance under the Office of Medicaid
Business and Policy.  These cost have been increasing.  Although eligibility criteria have
remained consistent, approximately half of the increase is attributable to growth in
enrollment with the balance of the cost increase created by higher health care costs
particularly in pharmaceutical drugs.  16% of the DHHS budget is directed to nursing and
medical services for the elderly.  The number of nursing home beds has been capped for
several years and efforts have been made to care for the elderly in less restrictive and less
costly home and community based settings.  While the number of Medicaid supported
nursing home beds has remained fairly stable at 4,800 beds, the number of elderly supported
in the community has increased by 50% since 1998.  Costs continue to rise, however, as a
result of demographic changes and the cost of care.  The numbers of elderly needing
assistance is escalating, as is the cost of health care.  Temporary Assistance to Needy Families
(TANF), formerly referred to as the welfare program, consumes approximately only 2% of
the annual budget, and has seen significant changes in the past few years as a result of
welfare reform.  Other large program areas include:  services for the developmentally
disabled at 8.6% of the annual budget; services provided by the community mental health
system at 4.8% of the budget, and child and family services, including child care at 5.4% of
the budget.

Program SummaryProgram SummaryProgram SummaryProgram SummaryProgram Summary

Close to 40% of total state spending is for Health &
Human Service Programs.  Expenditures for

Health & Human Services totaled $1.6 billion in
FY04, an increase of $200 million (14%) from last year.
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Progress Chart of State Owned Bridges
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During fiscal year 2004, the NH Department of Transportation (DOT) continued to
improve and upgrade the state’s transportation system.  By keeping a well-maintained

system, it makes travel through New Hampshire more accessible for tourists and it’s
residents.

The Turnpikes Bureau estimated a total of 110.6 million vehicles traveled through NH
roadways and toll revenues increased 2.2% over the prior year totaling $65.8 million. A
total of 442 miles of state highways were resurfaced, 45,000 feet of guardrails were
upgraded, and 66 red-list bridges were repaired with 19 bridges completely removed off
the list.

Major projects completed in FY 2004 include the following:
• The rehabilitation of an eight-mile stretch of I-93 stretching from Plymouth to

Thornton
• The widening the Bedford Toll Plaza
• The reconstruction of NH Route 112 in Easton and Woodstock, as well as

reconstruction of US Route 3 in Belmont
• The renovation and conversion of the Walker Building in Concord to state office

space ($10 million)
• The design and construction of the State Laboratory ($17 million) and the NH

Army National Guard Blackhawk Helicopter Repair Facility ($19.8 million) at
Concord Airport.

New Initiatives:
• Implemented a new on-line permitting system for issuing single trip oversize/

overweight permits.
• Continued preparation for implementation of Electronic Toll Collection (EZ Pass).
•  Implemented a 10-week one-way toll experiment at Hampton Toll on Interstate

93 to improve traffic flow.

Public WorksPublic WorksPublic WorksPublic WorksPublic Works

The Department’s Red List reports bridges with known deficien-
cies. The calendar year Red List reported 153 state-owned bridges

on the list, with 5 added while 19 were removed during the year.
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The state may issue general obligation bonds, revenue bonds, and notes in anticipation
of such bonds authorized by the Legislature and Governor and Council.  The state

may also directly guarantee certain authority or political subdivision obligations.  At the
end of the current fiscal year, the state had total bonded debt outstanding of $954.3 million.
Of this amount, $648.5 million are general obligation bonds, which are backed by the full
faith and credit of the state.  The remainder of the state’s bonded debt is Turnpike revenue
bonds, which are secured by the specified revenue sources within the Turnpike System.

In August 2003 the state issued $94.1 million of Turnpike System refunding bonds.  The
interest rates on these bonds range from 2.0% to 5.0%.  These bonds were used to refund
$94.5 million of defeased revenue bonds.  This refunding transaction resulted in a cash
savings of $7.6 million over the next 20 years and a long-term economic gain (or present
value savings) of $4.7 million.

In December 2003, the state issued $80.0 million of general obligation capital improvement
bonds.  The interest rates on these general bonds range from 2.0% to 5.0%

In December 2004, the state issued $60.0 million of general obligation capital improvement
bonds.  The interest rates of these 20-year bonds will be variable per the provisions of their
auction rate security (ARS) features.  These ARS Bonds are different from past bond issues
in that these bonds carry an interest rate that will change every seven days through an
auction process specified in the terms of the bonds.  This type of security is new for the state
but not entirely different than the states $50 million commercial paper (bond anticipation
notes) program which has been in existence since 1998.

Fitch Ratings and Standards & Poor’s, have assigned the state’s bonds a rating of AA.
Moody’s Investors Service has assigned a rating for the state of Aa2.

Debt AdministrationDebt AdministrationDebt AdministrationDebt AdministrationDebt Administration
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FY 2002
Total General Education Total General Education Total

Undesignated Fund Balance, July 1 0.0         (37.9)        0.0       (37.9)        0.0        0.0       0.0        

Additions:
Unrestricted Revenue 1,957.2      1,206.3     842.7       2,049.0    1,310.7     848.0       2,158.7     
Transfers of Appropriation from General Fund 65.7                          83.4         83.4                        62.6         62.6          

Total Additions 2,022.9      1,206.3     926.1       2,132.4    1,310.7     910.6       2,221.3     

Deductions:
Appropriations Net of Estimated Revenues (2,116.1)    (1,264.7)   (904.5)      (2,169.2)   (1,362.3)   (895.0)      (2,257.3)   
Less Lapses 26.5           16.0                        16.0         34.5                        34.5          

Total Net Appropriations (2,089.6)    (1,248.7)   (904.5)      (2,153.2)   (1,327.8)   (895.0)      (2,222.8)   
GAAP and Other Adjustments 16.9           (17.8)                      (17.8)        1.5            (7.7)          (6.2)          
Other One-Time Revenue Adjustments                

4.7            4.7           19.2          19.2          
3.8            3.8            

Current Year Balance (49.8)         (55.5)        21.6         (33.9)        7.4            7.9           15.3          

Fund Balance Transfers (To)/From:
  Rainy Day Fund                 37.9                        37.9                                                     
  Health Care Fund 11.9           33.9                        33.9                                                     
  Education Trust Fund                 21.6          (21.6)                      7.9            (7.9)                         
Undesignated Fund Balance, June 30, (37.9)         0.0 0.0       0.0           15.3          0.0 15.3          

Reserved for Rainy Day Account 55.2           17.3                        17.3         17.3                        17.3          

Reserved for Health Care Fund 33.9                                                                                                  

Total Equity 51.2           17.3          0.0       17.3         32.6          0.0 32.6          

FY 2003 FY 2004

DHHS Enhancement Revenue
Other Revenue Adjustments

SSSSSurplus: General & Education Fundsurplus: General & Education Fundsurplus: General & Education Fundsurplus: General & Education Fundsurplus: General & Education Funds
(In Millions)

Total General Fund Equity
In Millions
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The combined General and Education Fund Balances at June 30, 2004 was $15.3 million,
which together with $17.3 million from the Rainy Day reserve account, brought the

total surplus to $32.6 million.  Last fiscal year, due to the General Fund’s deficit, transfers
were made from the Health Care Fund ($33.9 million) and Rainy Day ($37.9 million) reserve
accounts.  Those transfers eliminated the entire balance in the Health Care Fund and brought
the Rainy Day balance to $17.3 million.  No transfers were required from the Rainy Day
reserve during FY 04.

The original budget, initially approved by legislature, projected a current year surplus of
$44.6 million (excluding the Rainy Day Account).  Healthy growth was seen across the
board from unrestricted revenue, which came in ahead of plan by $44.8 million.  More
than ½ of the growth was from traditional taxes with the remaining from increased Medicaid
revenues.  However, net appropriations, including anticipated budget reductions, savings
from budget initiatives, and lapses, were $71.9 million behind estimates. The largest
shortfalls were from Information Technology, Self-Insurance, and DHHS program specific
savings and one-time revenue adjustments that did not materialize to expected levels.

Although 2004 revenues grew over 2003, the state authorized 2 executive orders to reduce
spending in an effort to close the net appropriation gap:

• Executive Order #2004-02 issued on March 24, 2004 reduced expenditures by
ordering a hiring freeze on all vacant full-time classified and unclassified
positions funded in whole or in part by the General Fund and a spending freeze
on equipment purchases, consultants, and out of state travel.

• Executive Order #2004-03 issued on March 24, 2004 reduced expenditures by
ordering a direct reduction of $2.7 million of General Fund appropriations.

Lastly, the state moved to a self-insurance environment during FY04 with respect to health
insurance coverage for active and retired state employees.  In previous years, included in
the General Fund was premiums paid to the state’s insurance carrier.  The long-term liability
associated with insurance claims, commonly referred to as the Incurred But Not Reported
(IBNR), was not included on the state’s financial statements since the liability and risk was
transferred to the insurance carrier.  As a result of the self-funding alternative, the state
created a new fund, titled the Employee Benefit Risk Management Fund during FY04 to
manage the state’s self- insurance program needs and to pool resources to pay for the costs
associated with the new program.  The new fund ended this transition year with a deficit
of $12.1 million. The deficit was primarily the result of the state recognizing the IBNR for
the first time.  On a cash basis, the fund had a positive $3.2 million balance.  Going forward
the state is working with a consulting firm to evaluate the IBNR liability and to determine
rates, which are sufficient to cover the costs associated with self-insurance requirements.

Fund Level HighlightsFund Level HighlightsFund Level HighlightsFund Level HighlightsFund Level Highlights



16

Unrestricted RevenueUnrestricted RevenueUnrestricted RevenueUnrestricted RevenueUnrestricted Revenue
FY 2004

Combined
Revenue Category General Education Total General Education Total Plan (1)

Business Profits Tax............................................. 137.7$          37.1$            174.8$         131.6$          41.0$           172.6$         228.6$           
Business Enterprise Tax........................................ 96.6              121.4            218.0           118.5            116.9           235.4           175.2             

Subtotal........................................................ 234.3            158.5            392.8           250.1            157.9           408.0           403.8             
Meals & Rooms Tax............................................. 168.7            6.7                175.4           178.5            6.9               185.4           183.5             
Tobacco Tax......................................................... 67.1              27.0              94.1             71.5              28.6             100.1           94.9               
Liquor Sales and Distribution............................... 99.0              99.0             106.7            106.7           108.1             
Interest & Dividends Tax...................................... 55.1              55.1             55.6              55.6             61.0               
Insurance Tax........................................................ 82.2              82.2             86.2              86.2             82.9               
Communications Tax............................................ 62.4              62.4             65.8              65.8             66.5               
Real Estate Transfer Tax....................................... 78.8              39.4              118.2           95.2              47.5             142.7           120.5             
Estate and Legacy Tax.......................................... 59.1              59.1             27.0              27.0             19.4               
Transfers from Lottery Commisssion.................... 66.6              66.6                                  73.7             73.7             69.0               
Tobacco Settlement............................................... 5.9                40.0              45.9             1.8                40.0             41.8             39.6               
Utility Property Tax.............................................. 18.8              18.8                                  20.2             20.2             19.0               
Property Tax Not Retained Locally....................... 32.7              32.7             29.8             29.8             29.9               
Property Tax Retained Locally.............................. 453.0            453.0           443.4           443.4           443.4             
Other..................................................................... 160.1 160.1           167.0            167.0           188.8             

Subtotal......................................................... 1,072.7         842.7            1,915.4        1,105.4         848.0           1,953.4        1,930.3          
Net Medicaid Enhancement                                         
Revenues............................................................... 117.0            117.0           149.8            149.8           140.9             
Recoveries............................................................. 20.4              20.4             13.3               

Subtotal......................................................... 1,189.7         842.7            2,032.4        1,275.6         848.0           2,123.6        2,084.5          
Other Medicaid Enhancement                                         
  Revenues to Fund Net Appropriations................ 16.6              16.6             35.1              35.1             29.3               

Total.............................................................. 1,206.3$       842.7$          2,049.0$      1,310.7$       848.0$         2,158.7$      2,113.8$        

FY 2003 FY 2004

(In Millions)

(1) Plan represents the original legislative estimates contained in the operating budget that was adopted in September 2003.

General and Education Funds Unrestricted Revenue 
(In Millions)
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Consistent with signs of recovery and growth in the economy, General and Education
Fund unrestricted revenue for fiscal year 2004 was better than anticipated.  Unrestricted

revenue totaled $2,158.7 million, which was a $109.7 million (5.4%) increase over prior
year and $44.9 million (2.1%) increase over plan.  The plan represents the legislative
estimates contained in the original budget that was adopted in September 2003.

Strong performance was seen in several tax categories, as noted below, which offset the
weak performance from the interest and dividends tax, which was down 8.9% from plan
due to interest rates remaining at historic lows.

• Business Taxes totaled $408.0 million, $4.2 million above plan and $15.2 million
(3.9%) over prior year.
• Meals and Rooms totaled $185.4 million, $1.9 million above plan and $10.0
million (5.7%) over prior year.
• Insurance Tax totaled $86.2 million, $3.3 million above plan and $4.0 million
(4.9%) over prior year.
• Tobacco Tax totaled $100.1 million, which experienced moderate increase over
prior year (6.4%) due to the continued tax advantage over neighboring states.
• Real Estate Transfer Tax (RET) again performed strongly compared to plan
and prior year. RET collections of  $142.7 million were 20.7% over prior year
resulting from: increased home prices, sales activity spurred by low interest rates,
the repeal of the tax exemption from business property transfers, and targeted
audit collections.
• Estate and Legacy Tax benefited from large one-time gains earlier this year,
which contributed to the $7.6 million in  crease over plan. Due to the phase out of
the tax, collections were significantly less than in previous years.
• Uniform Property Tax rate was reduced to $4.92 per $1,000 of total equalized
value from $5.80 per thousand last year.  Despite rate reductions, increasing
property values helped generate a total of $473.2 million from the tax, slightly
behind prior year by 2.6%.
• Medicaid Enhancement Revenues (MER) and Recoveries totaled $170.2 million,
which was a $16.0 million increase over plan and $53.2 million over prior year. A
breakdown of the Medicaid revenues are detailed at right:
• Nursing Facility Assessment Fee. On July 1, 2004, the NH Legislature passed
Chapter Law 260, L’04 (Senate Bill 376) which among several things, amended
RSA 84-A:2 to include a new assessment of 6 percent of net patient services
revenues imposed on all nursing facilities on the basis of patient days in each
nursing facility. The initial assessment period was retroactively applied to May
1, 2003. Since there is uncertainty as to when Federal approval or disallowance
will be granted and how the new fee will impact the state’s proportionate share
program (proshare) revenue already claimed in FY04, a conservative adjustment
was recorded to reduce the proshare for FY04 (by $6 million).

Unrestricted Revenue HighlightsUnrestricted Revenue HighlightsUnrestricted Revenue HighlightsUnrestricted Revenue HighlightsUnrestricted Revenue Highlights
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Government-Wide Financial Data: Net AssetsGovernment-Wide Financial Data: Net AssetsGovernment-Wide Financial Data: Net AssetsGovernment-Wide Financial Data: Net AssetsGovernment-Wide Financial Data: Net Assets

New Hampshire’s government-wide financial statements include a Statement of Net
Assets and a Statement of Activities, both of which distinguish between the state’s

governmental and business-type activities.  On both statements, governmental and
business-type activities are segregated.  Governmental Activities represent most of the
state’s basic services and are generally supported by taxes, grants and intergovernmental
revenues.  Business-Type Activities are normally intended to recover all or a significant
portion of their costs through user fees and charges to external users of goods and services.

The full accrual method of accounting is used, like many businesses, and recognizes revenue
and expenses when the earning process is complete regardless of when cash is received or
disbursed.  This results in the broadest perspective on finances.

The Statement of Net Assets reports the state’s total assets and liabilities.  The difference
between assets and liabilities represents net assets.

Investment in Capital Assets: The largest portion of the state’s net assets (62%) reflects its
investment in capital assets such as land, buildings, equipment, and infrastructure (roads
and bridges), less any related outstanding debt used to acquire those assets.   The states
investment in capital assets increased $105.6 million from prior year.  This increase was
the result of net additions  of capital assets of $96.0 million during the year combined with
a reduction in capital related debt of $9.6 million.  Although the state’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
generally cannot be used to liquidate these liabilities.

Restricted Net Assets: An additional portion of the state’s net assets (23%) represents
resources that are subject to external restrictions on how they may be used. Restricted net
assets increased $4.7 million from prior year due to an increase in water pollution control
loans during the year.

Unrestricted Net Assets: The state’s unrestricted net assets, totaling $343.8 million, may be
used to meet the state’s ongoing obligations to citizens and creditors. Internally imposed
designations of resources are not presented as restricted net assets.

The state’s combined net assets
(government and business-

type activities) totaled $2.4 billion
at the end of 2004, compared to
$2.2 billion at the end of the
previous year.

Governmental Business-Type

Activities Activities Total

Current assets 847.9$                    343.9$                    1,191.8$       

Capital assets 1,856.9                   538.4                      2,395.3         

Other assets 278.6                      39.9                        318.5            

   Total assets 2,983.4                   922.2                      3,905.6         

Long-term liabilities 659.2                      310.4                      969.6            

Other liabilities 517.1                      63.3                        580.4            

   Total liabilities 1,176.3                   373.7                      1,550.0         

Net assets:

   Invested in capital assets,

     net of related debt 1,255.7                   212.7                      1,468.4         

   Restricted 245.2                      298.2                      543.4            

   Unrestricted 306.2                      37.6                        343.8            

   Total net assets 1,807.1$                 548.5                      2,355.6         

(In Millions)

Primary Government as of June 30, 2004

State of New Hampshire Condensed Statement of Net Assets
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The Statement of Activities reports the expenses of each of the state’s programs reduced
by the revenues generated by those programs to arrive at net program expense.  The

net program expense is then reduced by general revenues and other gains and losses to
arrive at a change in net assets for the year.

More than half of the state’s revenue (60.6%) is from program revenue, consisting of  charges
for goods and services, and federal and local grants.  Revenues not specifically targeted
for a specific program are known as general revenues, which are primarily from taxes.
The largest revenue increases were from federal operating grants and service charges to
support health and social service programs and a combination of growth in several taxes
including business, real estate, and tobacco.

Changes in Net AssetsChanges in Net AssetsChanges in Net AssetsChanges in Net AssetsChanges in Net Assets

The state’s net assets increased by $107.3 million, or 4.8%,
during the current fiscal year.  Total revenues increased

by 8.9% as compared to increases in expenses of 3.7%.

Net

Program Revenue

Fuctions/Programs Expense Revenues (Expense)

Govermental Activities:

   General government 263.6$          154.6$             (109.0)$             

   Administration of justice and

     public protection 278.4            352.7               74.3                  

   Resource protection and

    development 124.4            102.9               (21.5)                 

   Transportation 380.4            172.9               (207.5)               

   Health and social services 1,778.8         1,176.2            (602.6)               

   Education 1,318.5         207.5               (1,111.0)            

   Interest Expense 27.0              (27.0)                 

     Total Governmental Activities 4,171.1         2,166.8            (2,004.3)            

Business-type Activities:

   Turnpike System 56.8              73.0                 16.2                  

   Liquor Commission 295.8            387.2               91.4                  

   Lottery Commission 165.5            239.6               74.1                  

   Unemployment Compensation 116.8            109.6               (7.2)                   

Total Business-type Activities 634.9            809.4               174.5                

Total Primary Government 4,806.0$       2,976.2$          (1,829.8)            

General Revenues:

   Taxes 1,888.6

    Other 48.5                  

Total General Revenues 1,937.1             

Change in Net Assets 107.3                

Net assets, beginning of year 2,248.3             

Net assets, end of year 2,355.6$           

State of New Hampshire's Condensed Statement of Activities

For Fiscal Years Ending June 30, 2004

(In Millions)

Primary Government
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Governmental Activities

Governmental activities decreased the state’s net assets by $67.3 million, before transfers
     from  business-type activity.  Revenues grew $326.7 million or 8.6% from prior year

to total $4.1 billion.  The growth was not sufficient to offset expenses of $4.2 billion which
grew $173.8 million or 4.3%.

A comparison of the cost of services by function for the state’s governmental activities
with the related program revenues is shown below.  Note that the largest expenses for the
state, Health and Social Services and Education, also represent those activities that have
the largest gap between expense
and program revenues. Since these
expenses are least recovered from
program revenues, the differences
are made up from general
revenues, which primarily
represent state’s taxes, such as the
statewide property taxes, business
profits tax, business enterprise tax,
real estate transfer, tobacco, meals
and rooms, interest and dividends,
etc.  Educational expenses grew
less than 2% from the previous
year, while Health and Social grew
approximately 17% due to
increased Medicaid program costs.

Business-Type Activities

Charges for goods and services for the state’s combined business type activities were
   more than adequate to cover the operating expenses and resulted in net assets

increasing by $174.6 million prior to transfers.  Business-Type activities include the
operations from the Liquor Commission, Lottery Commission, Unemployment
Compensation Fund and Turnpike Fund.  A comparison of revenue and expenses for
business-type activities is shown below.

Sales growth from the operations of the Liquor Commission resulted in net proceeds of
$92.1 million, a 7.6% increase from prior year, that were transferred to the General Fund to
fund the general operations of the state.  Large Powerball drawings during the year

contributed to a 10.8% growth in
net proceeds of $73.7 million from
the Lottery Commission which
were transferred to the Education
Fund.

Turnpike System net assets
increased by $16.2 million or 6% as
a result of growth in toll revenues
during the year.  The operations of
Unemployment Compensation,
however, resulted in a loss of $7.2
million this fiscal year as claim
levels remained high enough to
offset growth in revenues.

Governmental  & Business-Type ActivitiesGovernmental  & Business-Type ActivitiesGovernmental  & Business-Type ActivitiesGovernmental  & Business-Type ActivitiesGovernmental  & Business-Type Activities

Expenses & Revenues Governmental Activities
Fiscal Year Ending June 30, 2004

In Millions
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