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COMMONWEALTH OF PENNSYLVANIA
GOVERNOR'S OFFICE
HARRISBURG
December 22, 2006

MICHAEL J. MASCH
SECRETARY
OFFICE OF THE BUDGET

To the Honorable Governor, Lieutenant Governor, Members of the General Assembly, and Citizens of the
Commonwealth of Pennsylvania:

We are pleased to present this Comprehensive Annual Financial Report (CAFR) of the Commonwealth of
Pennsylvania as of and for the fiscal year ended June 30, 2006. The Office of the Budget, Office of Comptroller
Operations, prepared this report, which includes the Basic Financial Statements (BFS), pursuant to the power
vested in the Governor under Section 701 of the Administrative Code and delegated to the Secretary of the
Budget by Executive Order No. 1984-3, dated October 11, 1984.

The BFS were prepared in conformity with generally accepted accounting principles (GAAP) as
prescribed by the Governmental Accounting Standards Board (GASB). We believe the financial statements are
fairly stated in all material respects; that they are presented in a manner designed to fairly report the
Commonwealth’s financial position, results of operations, and changes in net assets/fund balances. All disclosures
necessary to enable the Governor, the members of the General Assembly, the public, and the financial community
to fully understand the Commonwealth’s operations and financial affairs have been included. The BFS include
information about discretely presented component units, which are legally separate organizations for which the
Commonwealth is financially accountable. Responsibility for the completeness and fairness of the presentation,
including all disclosures, rests with the Commonwealth of Pennsylvania, Office of the Budget, Office of
Comptroller Operations. The Commonwealth relies on its comprehensive framework of internal control in the
preparation of basic financial statements. The Commonwealth has established a cost-effective system of internal
controls; that is however, subject to inherent limitations, as is in any system of internal controls, in that there is
reasonable, but not absolute, assurance as to the effectiveness of the internal control system.

Management’s Discussion and Analysis (MD&A) precedes the June 30, 2006 BFS, provides an overview
of the Commonwealth’s financial position and activities thus helping readers to understand the government-wide
statements. This section immediately follows the auditors’ opinion. In addition to the MD&A and BFS, this
CAFR includes: budgetary comparison schedules, combining fund financial statements; supporting schedules;
certain narrative information describing individual funds; and statistical tables presenting financial trends, revenue
capacity, debt capacity, demographic and economic information, capital asset and operating information about the
Commonwealth.

PROFILE OF THE GOVERNMENT

The formal title, the Commonwealth of Pennsylvania, emphasizes that the government of Pennsylvania is
devoted to serving the common consent of the people. Its central location among the original thirteen colonies
gained Pennsylvania its nickname of “The Keystone State” since it holds together all the surrounding states. For
the 12.5 million who call it home, these two characteristics help lay a strong foundation for a state and a
government that strives to better the lives of its citizens. Pennsylvania’s government consists of three branches
which operate through a system of checks and balances. The legislative branch is composed of the Senate and the
House of Representatives. The executive branch is comprised of the Governor, Auditor General, State Treasurer,
and the Attorney General. The judicial branch consists of the Supreme Court, Superior Court, Commonwealth
Court, and other Courts. The following organization charts identify specific Commonwealth officials and staff
within Comptroller Operations, at June 30, 2006:
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THE GENERAL FUND

The General Fund, the Commonwealth’s largest operating fund, may be used to assess Pennsylvania’s
financial position and activities for the fiscal year ended June 30, 2006. It accounts for all revenues and other
receipts that are not required by law to be accounted for or deposited in other special funds, and reflects a
significant portion of Commonwealth expenditures. Tax revenues, principally personal and corporate income, and
sales and use taxes, constitute approximately 55.9 percent of the General Fund budgetary basis revenues. General
Fund expenditures are reported in the following functional assignments, along with the related percentage of
state-funded expenditures: direction and supportive services (3.64), protection of persons and property (11.50),
health and human services (40.85), public education (36.40), recreation and cultural enrichment (1.08), economic
development (2.52), transportation (1.43) and transfers to debt service funds (2.58) for all obligations except those
incurred for highway or other special revenue fund purposes.

BUDGET ADOPTION AND LEGAL COMPLIANCE/BUDGETARY RESULTS

A discussion of the Commonwealth’s annual budget process is included as Required Supplementary
Information (RSI) following the notes to the financial statements. The adopted budget provides legal control over
spending. Under Commonwealth law, expenditures cannot exceed amounts appropriated. Budgetary control is
exercised by specific, line-item appropriation. The Budgetary Comparison Schedule, included as RSI, provides
original budget, final budget and actual budgetary results for the fiscal year ended June 30, 2006.

FUND BALANCE INCREASE/(DECREASE) — FIVE MOST RECENT FISCAL YEARS

The following table shows the General Fund’s year end unreserved/undesignated fund balance and
increases or decreases on a budgetary basis at the end of the five most recent fiscal years (amounts in millions):

Unreserved/ Budgetary Basis
General Fund Undesignated Increase
At June 30 Fund Balance (Decrease)
2002 (restated) $ 142.5 $ (193.9)
2003 (restated) 196.2 53.7
2004 (restated) 77.5 (118.7)
2005 364.8 287.3
2006 514.1 149.3

During the fiscal year ended June 30, 2006, total General Fund revenues and other sources exceeded
expenditures and other uses by $149.3 and, at June 30, 2006, the Commonwealth reported an
unreserved/undesignated fund balance (budgetary basis) of $514.1 in the General Fund. This compares to a
budgetary basis fund balance of $364.8 at June 30, 2005. The budgetary basis results for the fiscal year ended
June 30, 2006 include revenue collections totaling $43,546.7, less appropriation authorizations totaling $43,392,
less other net financing uses totaling $5.4. Included in the $43,392 appropriation authorizations are $342.4 of state
supplemental appropriations and a negative $112.8 in Federal supplemental appropriations authorized during the
fiscal year ended June 30, 2006 (amounts in millions).

ECONOMIC OUTLOOK

The national economy slowed dramatically during the second quarter of 2006. This slowdown was
juxtaposed on continued gains in employment both nationally and within the Pennsylvania economy. Despite the



slowdown, improvements in personal income, government finances, and jobs growth were recorded during the
recently completed fiscal year.

From mid-2006 to mid-2007, growth in the national economy, as measured by gross domestic product, is
expected to average 2.2 percent, below recent performances. An overall downturn in the housing market likely
will lead to slower growth in the economy. Significant decreases in oil prices will beneficially impact the
economy and reduce inflationary pressures. More cautious consumer spending and weakened foreign trade will
adversely impact the national and Pennsylvania economies in late 2006 and early 2007. Overall, slow economic
growth is forecasted for the nation and Pennsylvania.

LONG-TERM FINANCIAL PLANNING

Based on the Governor’s Executive Budget for 2006-2007, during each of the five fiscal years ending
June 30, 2011, the Commonwealth expects General Fund revenues of between $25 billion and $28 billion along
with similar, but lower, expenditures during each of the five fiscal years, resulting in modest surpluses of less than
$25 million for each fiscal year. For all Funds included in the Executive Budget, total revenues of between $55
billion and $60 billion are expected, along with corresponding but lower expenditures. Transfers to the Budget
Stabilization Reserve Fund are expected to be between $1 million and $8 million for each of the five years. The
next Executive Budget will be available in February 2007 and includes planned revenues and expenditures for
fiscal periods ending June 30, 2012.

RISK MANAGEMENT

The Commonwealth maintains ongoing training and information programs to reduce risks associated with
employee injury and negligence, contract compliance, tort liabilities and property losses. As more fully described
in Note M to the financial statements, the Commonwealth became self-insured for employee disability and
medical claims on July 1, 1983. The Commonwealth is also self-insured for annuitant medical/hospital benefits
and tort liabilities, including automobile, employee and transportation-related claims. Reserves have been
established to fund self-insured claims. First-party coverage is obtained for property losses in excess of $1 million
per occurrence, to a limit of $250 million per occurrence. Coverage for property losses less than $1 million or in
excess of $250 million is maintained through the Commonwealth’s self-insurance program.

INDEPENDENT AUDIT

The Commonwealth’s June 30, 2006 Basic Financial Statements have been jointly audited by the
Department of the Auditor General and Ernst & Young LLP, an independent public accounting firm. The
independent auditors’ opinion is included in the beginning of the Financial Section of this CAFR. The auditors’
opinion provides a reasonable basis for users to rely on the information included in the BFS.



CERTIFICATE OF ACHIEVEMENT

The CAFR will be submitted to the Government Finance Officers Association of the United States and
Canada (GFOA) to determine its eligibility for the GFOA’s Certificate of Achievement for Excellence in
Financial Reporting. The GFOA awarded a Certificate of Achievement for Excellence in Financial Reporting to
the Commonwealth of Pennsylvania for its Comprehensive Annual Financial Report as of and for the fiscal year
ended June 30, 2005. This represents the twentieth consecutive year the Commonwealth of Pennsylvania has
received this award.

To merit a certificate of achievement, a government unit must publish an easily readable and efficiently
organized Comprehensive Annual Financial Report, which conforms to GFOA standards and satisfies both
generally accepted accounting principles and applicable legal requirements. A certificate of achievement is valid
for a period of one year only. We believe the Comprehensive Annual Financial Report of the Commonwealth of
Pennsylvania as of and for the fiscal year ended June 30, 2006 conforms to the GFOA’s award criteria.

ACKNOWLEDGMENTS

We wish to express our appreciation to the staff of the various Commonwealth agencies whose time and
dedicated effort made this report possible and, at the same time, to reaffirm our commitment to you to maintain
the highest standards of accountability in financial reporting to the citizens of the Commonwealth.

kol § Mo, QLK

Michael J. Masch Harvey C. Eckert
Secretary Commonwealth Comptroller
Office of the Budget Office of the Budget
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Department of the Auditor General Philadelphia, Pennsylvania
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Report of Independent Auditors

The Honorable Edward G. Rendell, Governor
Commonwealth of Pennsylvania
Harrisburg, Pennsylvania

We have jointly audited the accompanying financial statements of the governmental activities,
the business-type activities, the aggregate discretely presented component units, each major
fund, and the aggregate remaining fund information of the Commonwealth of Pennsylvania, as
of and for the year ended June 30, 2006, which collectively comprise the Commonwealth’s basic
financial statements as listed in the table of contents. These financial statements are the
responsibility of the Commonwealth’s management. Our responsibility is to express opinions on
these financial statements based on our audit.

We did not jointly audit the financial statements of the Tuition Payment Fund, a major Enterprise
Fund, and of certain component units which represent 99 percent of total assets, 99 percent of
total net assets, and 99 percent of total revenues of the aggregate discretely presented component
units, and certain agencies which represent 1 percent of expenditures of the General Fund and 1
percent of expenses of Governmental Activities. We did not jointly audit 100 percent of the total
assets, 100 percent of total net assets, and 100 percent of the total revenues of the Pension (and
Other Employee Benefit) Trust Funds. This comprises 91 percent of total assets, 96 percent of
total net assets and 85 percent of total revenues of the aggregate remaining fund information.
The financial statements of the Tuition Payment Fund and these component units, agencies, and
Pension (and Other Employee Benefit) Trust Funds were audited by other auditors, including
Ernst & Young LLP acting separately, whose reports thereon have been furnished to us, and our
opinions, insofar as they relate to the amounts included for the Tuition Payment Fund and those
component units, agencies, and the Pension (and Other Employee Benefit) Trust Funds, are
based solely on the reports of the other auditors. Ernst & Young LLP has audited, separately,
100 percent of the Tuition Payment Fund, and 17 percent of total assets, 28 percent of total net
assets, and 17 percent of total operating revenues of the discretely presented component units, as
well as 1 percent of expenditures of the General Fund and 1 percent of expenses of
Governmental Activities.
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The transactions of the Department of the Auditor General are included in the basic financial
statements and are immaterial to the overall presentation of the basic financial statements. The
expenses of the Department of the Auditor General equal less than 1 percent of the expenses
reported for Governmental Activities on the Statement of Activities and less than 1 percent of
the expenditures reported for the General Fund on the Statement of Revenues, Expenditures and
Changes in Fund Balance. Agency Fund assets and liabilities of the Department of the Auditor
General equal less than 1 percent and less than 2 percent, respectively, of the total assets and
liabilities reported for the aggregate remaining fund information. The Auditor General is the
Commonwealth’s independently-elected auditing officer. Article VIII, § 7, of the Pennsylvania
Constitution mandates the Auditor General to act jointly with the Governor and State Treasurer
to vote on the incurrence of debt. Title 72 of the Pennsylvania Statutes, § 1102, mandates the
Department of the Auditor General to approve the disposition of petitions for corporation tax
resettlements filed with the Pennsylvania Department of Revenue’s Board of Appeals, which
may be appealed to the Board of Finance and Revenue. Title 71 of the Pennsylvania Statutes, §
115, mandates the Auditor General to be one of the six members of the Board of Finance and
Revenue, which is an independent board whose decisions may be appealed to Commonwealth
Court. The above-mandated responsibilities are performed by personnel separate from those
involved in the performance of the audit of the Commonwealth’s basic financial statements, and
are being disclosed as required by and in accordance with auditing standards generally accepted
in the United States.

We conducted our audit in accordance with auditing standards generally accepted in the United
States. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. We were not engaged
to perform an audit of the Commonwealth’s internal control over financial reporting. Our audit
included consideration of internal control over financial reporting as a basis for designing audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Commonwealth's internal control over financial reporting.
Accordingly we express no such opinion. An audit also includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements, assessing the
accounting principles used and significant estimates made by management, and evaluating the
overall financial statement presentation. We believe that our audit and the reports of other
auditors provide a reasonable basis for our opinion.

In our opinion, based on our audit and the reports of other auditors, the financial statements
referred to above present fairly, in all material respects, the respective financial position of the
governmental activities, the business-type activities, the aggregate discretely presented
component units, each major fund, and the aggregate remaining fund information of the
Commonwealth of Pennsylvania as of June 30, 2006, and the respective changes in financial
position and, where applicable, cash flows thereof for the year then ended in conformity with
accounting principles generally accepted in the United States.
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As described in Note A to the financial statements, the Commonwealth has implemented
Governmental Accounting Standards Board (GASB) Statements No. 42, Accounting and
Financial Reporting for Impairment of Capital Assets and for Insurance Recoveries, No. 44,
Economic Condition Reporting: The Statistical Section, No. 46, Net Assets Restricted by
Enabling Legislation, and No. 47, Accounting for Termination Benefits, and the immediately-
effective provisions of GASB Technical Bulletin No. 2006-1, Accounting and Financial
Reporting by Employers and OPEB Plans for Payments from the Federal Government Pursuant
to the Retiree Drug Subsidy Provisions of Medicare Part D.

Management’s discussion and analysis and budgetary comparison information on pages 18
through 34 and 122 through 126 are not a required part of the basic financial statements but are
supplementary information required by the Governmental Accounting Standards Board. We
have applied certain limited procedures, which consisted principally of inquiries of management
regarding the methods of measurement and presentation of the required supplementary
information. However, we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Commonwealth of Pennsylvania’s basic financial statements. The
introductory section, combining non-major fund and component unit financial statements,
budgetary comparison schedules for budgeted non-major funds, and statistical section are
presented for purposes of additional analysis and are not a required part of the basic financial
statements. The combining non-major fund financial statements and budgetary comparison
schedules for budgeted non-major funds have been subjected to the auditing procedures applied
by us and the other auditors in the audit of the basic financial statements and, in our opinion,
based on our audit and the reports of other auditors, are fairly stated in all material respects in
relation to the basic financial statements taken as a whole. The introductory and statistical
sections have not been subjected to the auditing procedures applied by us and the other auditors
in the audit of the basic financial statements and, accordingly, we express no opinion on them.

%{’,&Zé«‘%@—* Sarmit mu_?

December 22, 2006
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MANAGEMENT’S DISCUSSION AND ANALYSIS June 30, 2006

The Management’s Discussion and Analysis (MD&A) of the Commonwealth of Pennsylvania’s Comprehensive Annual
Financial Report (CAFR) presents a review and analysis of the Commonwealth’s financial performance for the fiscal year
ended June 30, 2006. The MD&A should be reviewed in conjunction with the Letter of Transmittal, which begins on page 4 of
this report, and with the Commonwealth’s financial statements, which follow.

Executive Summary

Government-wide Statements at-a-glance

Net Assets — Governmental activities net assets totaled $22.6 billion at June 30, 2006, compared to $20.8 billion at June 30,
2005. This represents a year over year increase of $1.8 billion, an improvement compared to a $1.1 billion year over year
increase reported in the prior fiscal year. For business-type activities, net assets were $3.3 billion at June 30, 2006, an increase
of $0.7 billion compared to $2.6 billion at June 30, 2005. This represents a year over year increase in Total Net Assets of $2.5
billion for the primary government.

General Obligation Bonds — During the fiscal year, total general obligation bond indebtedness increased by $.5 billion ($1.0
issued and $.5 billion repaid) from $7.2 billion to $7.7 billion, while total governmental activities liabilities increased by $ .2
billion.

Fund Statements at-a-glance

Governmental Funds — Fund Balances — Were $7.6 billion at June 30, 2006 compared to $6.9 billion at June 30, 2005, for a
year-over-year increase of $.7 billion.

General Fund — Fund Balance — Was $3.0 billion at June 30, 2006, compared to $2.9 billion at June 30, 2005, for a year over
year increase of $0.1 billion.

Overview and discussion of basic financial statements

The Financial Section of the CAFR consists of several parts: the Independent Auditors’ Report, Management’s Discussion and
Analysis, Basic Financial Statements (BFS), Required Supplementary Information, Combining Financial Statements, and
Statistical Section. The BFS includes two sets of statements that present different views of the Commonwealth — the
government-wide financial statements and the fund financial statements. The Notes to the Financial Statements present
additional details and clarification regarding the information presented in these statements.

Government-wide financial statements

Government-wide financial statements portray the Commonwealth’s overall financial position (Statement of Net Assets) at
June 30, 2006 and its aggregate revenues and expenses (Statement of Activities) for the fiscal year ended June 30, 2006. The
Statement of Net Assets presents the assets, liabilities, and net assets for the Commonwealth as a whole. The Statement of
Activities presents, by function or program, the expenses, offsetting revenues, and changes in net assets. Both statements
classify amounts by Governmental Activities, Business-Type Activities, and Component Units. The component units are
organizations that are legally separate from the Commonwealth’s primary government. Information related to component units
is not included in the MD&A. Each component unit is identified and described in Note A — Summary of Significant
Accounting Policies. Audited financial statements for component units are available through the Commonwealth Comptroller.

The government-wide financial statements are prepared using the flow of economic resources measurement focus and the
accrual basis of accounting. This basis of accounting is similar to the basis used by most business entities and recognizes
revenues and expenses when they occur, regardless of when related cash was received or paid.

Fund financial statements — governmental funds

Funds are groups of related accounts that are used to maintain control over resources that have been segregated for specific
activities or objectives. The Commonwealth uses fund accounting to demonstrate compliance with finance related legal
requirements. The Commonwealth’s funds are categorized as governmental funds, proprictary funds or fiduciary funds.
Further discussion of these fund categories can be found in Note A — Summary of Significant Accounting Policies. Fund
financial statements differ from government-wide financial statements in a few ways:



MANAGEMENT’S DISCUSSION AND ANALYSIS June 30, 2006

1) While the government-wide statements focus on the government taken as a whole, the fund statements reveal more
detailed, fund-specific information for major governmental and proprietary funds, and for aggregated, non-major fund
information.

2) Unlike the aggregated columns for governmental and business-type activities in government-wide statements, the fund
statements report individual funds which are established by state law and used to account for specific, mandated
activities. Two examples of specific funds are the Motor License Fund, a special revenue fund where gasoline taxes and
motor vehicle registration fees are collected and used to repair and build highways, and the Unemployment
Compensation Fund, an enterprise fund, used to collect amounts from employers to pay for unemployment compensation
to workers.

3) The government-wide statements use the full accrual basis of accounting. In the funds statements, governmental funds

use the modified accrual basis of accounting and current financial resources measurement focus; whereas the proprietary
funds and fiduciary funds use the accrual basis of accounting and economic resources focus.

Government—wide financial analysis

The following presents condensed financial statement information from the Statement of Net Assets (amounts in billions):

Governmental Business-Type
Activities Activities Total
2006 2005 Change 2006 2005  Change 2006 2005 Change
Assets:
Cash and investments............. $ 111 $ 100 $ 1.1 $ 62 $ 55 $ 07 $ 173 $§ 155 § 18
Capital assets (net) 22.8 21.9 0.9 - - - 22.8 21.9 0.9
All other assets............ccccen... 6.1 6.1 - 1.4 1.2 0.2 7.6 7.3 0.3
Total assets 40.0 38.0 2.0 7.6 6.7 0.9 47.6 44.7 29
Liabilities:
Accounts payable................... 4.1 3.8 0.3 0.5 0.4 0.1 4.6 4.2 0.4
All other current liabilities..... 4.0 4.2 (0.2) 1.4 14 - 5.4 5.6 (0.2)
Total current liabilities........... 8.1 8.0 0.1 1.9 1.8 0.1 10.0 9.8 0.2
Bonds payable...........ccce...... 7.1 6.6 0.5 - - - 7.1 6.6 0.5
All other long-term liabilities. 2.2 2.6 (0.4) 24 2.3 0.1 4.6 4.9 (0.3)
Total long-term liabilities....... 9.3 9.2 0.1 24 2.3 0.1 11.7 11.5 0.2
Total Liabilities.......ccccocereeenene 174 17.2 0.2 4.3 4.1 0.2 21.7 21.3 0.4
Net assets:
Invested in capital assets,
net of related debt................ 19.1 18.2 0.9 - - - 19.1 18.2 0.9
Restricted.......coeveveinnencnnene. 3.9 33 0.6 33 2.6 0.7 7.2 5.9 1.3
Unrestricted..........cccoeueeeeenennee. (0.4) (0.7) 0.3 - - - (0.4) (0.7) 0.3
Total net assets......cecereruercruenne $ 226 $ 208 $ 18 § 33 $ 26 $ 07 $§ 259 § 234 § 25

Changes in assets and liabilities

At June 30, 2006, total governmental activities cash and investments increased by $1.1 billion, primarily as a result of increases
in governmental activities revenues, caused by improving economic conditions during the fiscal year and much smaller
increases in governmental activities expenses. The net capital assets increase of $0.9 billion follows a $1.3 billion increase in
the prior year and reflects an expansion of, and improvements to, the Commonwealth’s reported highway and bridge
infrastructure. Governmental activities current liabilities, accounts payable and accrued liabilities, increased by $.3 billion due
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to the timing of voucher payment requests. Other governmental activities current liabilities decreased by $0.2 billion, net,
resulting from relatively smaller Treasury securities lending program obligations ($0.3 billion) and an increase in amounts due
to political subdivisions for public education and health and human services (over $0.1 billion) at June 30, 2006. General
obligation bonds payable, non-current portion, increased by $0.5 billion over the prior year; roughly $1.0 billion were issued,
as $0.5 billion was repaid during the fiscal year. Year over year changes in business-type activities assets and liabilities
resulted in an increase in net assets of $0.7 billion. This increase is the result of an increase in total assets of $0.9 billion and
Total assets increased primarily as a result of increases in investments reported
by the Unemployment Compensation Fund, the State Workers’ Insurance Fund and the State Lottery Fund. Among these three

an increase in total liabilities of $0.2 billion.

Funds, the Unemployment Compensation Fund reported an increase in net assets of over $0.5 billion.

The following presents condensed, financial statement information from the Statement of Activities (amounts in billions):

Governmental Business-Type
Activities Activities Total
2006 2005 Change 2006 2005 Change 2006 2005 Change
Revenues:
Program revenues:

Charges for sales and services............. $ 51 $ 63 $ (1.2) $ 72 $ 63 $09 $123 $12.6 $0.3)

Operating grants and contributions...... 16.5 16.8 0.3) 0.4 0.3 0.1 16.9 17.1 0.2)

Capital grants and contributions.......... 0.1 - 0.1 - - - 0.1 - 0.1
Total program revenues..........cceeereeseene 21.7 23.1 (1.4) 7.6 6.6 1.0 29.3 29.7 (0.4)
General revenues:

Taxes and investment income.............. 27.7 25.1 2.6 - - - 27.7 25.1 2.6
Total general revenues........cceeeervvesuerens 27.7 25.1 2.6 - - - 27.7 25.1 2.6
Total revenues 49.4 48.2 1.2 7.6 6.6 1.0 57.0 54.8 2.2
Expenses:

Governmental activities:

Direction and support services............ 2.2 2.2 - - - - 2.2 2.2 -

Protection of persons and property...... 4.4 4.2 0.2 - - - 4.4 4.2 0.2

Public education...........cccceerveerurenen. 11.8 11.4 0.4 - - - 11.8 11.4 0.4

Health and human services.................. 24.1 24.2 0.1) - - - 24.1 24.2 (0.1)

Economic development....................... 1.4 1.3 0.1 - - - 1.4 1.3 0.1

Transportation...........c.ceeeeeccrerrecenenee 3.2 33 0.1) - - - 3.2 33 0.1)

Recreation and cultural enrichment..... 0.6 0.5 0.1 - - - 0.6 0.5 0.1

INtErest....ooveeeeeirieicierieeceee e 0.4 0.3 0.1 - - - 0.4 0.3 0.1
Business-type activities:

State 1ottery.....coceerereeeereieeeeene - - - 2.7 2.3 0.4 2.7 2.3 0.4

Unemployment compensation............. - - - 2.0 1.8 0.2 2.0 1.8 0.2

Liquor control...........coccceveneencnennencns - - - 1.2 1.1 0.1 1.2 1.1 0.1

Workers' compensation....................... - - - 0.4 0.4 - 0.4 0.4 -

Tuition payment...........cccecververereennnne - - - 0.1 0.2 (0.1) 0.1 0.2 (0.1)
Total expenses 48.1 47.4 0.7 6.4 5.8 0.6 54.5 53.2 1.3
Excess before transfers...........ccccevuevuennee. 1.3 0.8 0.5 1.2 0.8 0.4 2.5 1.6 0.9
Transfers.....cccvveeeevieecieeieeieeeeeeeeeee 0.5 0.3 0.2 (0.5) 0.3) (0.2) - - -
Increase in net assets........cocceceeveereeruennen. 1.8 1.1 0.7 0.7 0.5 0.2 2.5 1.6 0.9
Net assets, beginning...........ccceeevereenne 20.8 19.7 2.6 2.1 23.4 21.8
Net assets, ending $ 226 §$20.8 $ 33 8 2.6 $ 259 § 234
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The following chart provides a year-over-year comparison of governmental activities revenues:

Governmental Activities Revenues
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Below is a chart comparing governmental activities expenses by fiscal year:
Governmental Activities Expenses
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Overall changes in net assets

During the fiscal year ended June 30, 2006, the overall financial position (net assets) of the Commonwealth, including both
governmental and business-type activities, increased by $2.5 billion or nearly 10.7% of total beginning net assets of $23.4
billion. For governmental activities, the net increase in net assets was $1.8 billion or 8.6% of beginning net assets of $20.8
billion. Total investments, excluding the State Employees’ Retirement Fund and all other fiduciary funds, totaled over $15.6
billion and total cash balances were over $1.6 billion. These amounts represent considerable liquidity for the current and future
fiscal years. The increase in governmental activities net assets ($1.8 billion) significantly exceeded the prior year change,
where revenues, transfers and special items exceeded expenses by $1.1 billion. These increases represent year-over-year
improvements in the Commonwealth’s overall financial position, during the two fiscal years ended June 30, 2006 and 2005.

The $.7 billion increase in total net assets for business-type activities follows a $.5 billion increase during the prior fiscal year.
This $.2 billion improvement is primarily attributable to a net assets increase of $0.5 billion in the unemployment
compensation program, where the prior year net assets increase was $0.3 billion. During the current fiscal year, unemployment
compensation revenues and expenses increased; in the prior year revenues increased and expenses decreased by a large
amount. Statutory contribution increases occurred during each of the fiscal years. Such increases are intended to eliminate or
avoid net assets decreases in the unemployment compensation program. During the fiscal year ended June 30, 2006, aggregate
increases in net assets of the State Workers’ Insurance Fund, the State Lottery Fund and the Tuition Payment Fund amounted
to over $190 million, after net transfers to other Funds.

Changes in revenues and expenses

For governmental activities, general revenues increased by $2.6 billion, largely as a result of large increases in General Fund
tax revenues during the fiscal year ended June 30, 2006. Such increases were the result of improving overall economic
conditions in the Commonwealth. Program revenues for charges for sales and services decreased significantly ($1.2 billion)
because of decreases in several program charges, including medical assistance (where nursing home assessments and
intergovernmental transfers decreased). Federal participation in specific General Fund and other programs, reported as part of
operating grants and contributions, decreased by $.5 billion during the fiscal year, while Federal participation in Motor License
Fund programs increased by $.2 billion. Program charges for business-type activities increased by $.9 billion primarily because
of state lottery ($.4 billion) and increases in unemployment compensation ($.4 billion). Operating grants and contributions for
business-type activities increased by $.1 billion due to small increases in Federal participation ($50 million) and investment
income ($50 million).

For governmental activities, total expenses increased $0.7 billion (less than 1.5%) largely because of spending control and
amounts appropriated for the General Fund and other governmental Funds. During the fiscal year, there were increases in
expenses for both protection of persons and property and public education, offset by decreases in health and human services for
medical and other assistance in the General Fund; Motor License Fund expenses increased by over $300 million, in line with
revenue growth.

During the current fiscal year, total business-type activities revenues exceeded total expenses by $1.2 billion; and in the prior
fiscal year total revenues $.8 billion higher than expenses. Including the effects of net transfers to other funds of $.5 billion
($.3 billion in the prior year), business-type activities net assets increased by $.7 billion versus a $.5 billion increase in the prior
year. The primary reason for this increase was a $.2 billion improvement in Unemployment Compensation Fund net assets.
Current-year Fund revenues increased by more than $.4 billion and expenses increased $.2 billion compared to the fiscal year
ended June 30, 2005.

Overall, expenses for business-type activities increased by $.6 billion, a 10.3% over the prior fiscal year. Expenses for state
lottery increased ($.4 billion) along with higher ticket sales, while a change in complement funding for Lottery Fund
employees also occurred during the current fiscal year. Unemployment compensation expenses increased $.2 billion due to an
increased number of unemployment compensation claims.
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General Fund — economic factors during the fiscal year ended June 30, 2006

A moderately growing national economy that achieved preliminary estimates for growth resulted in improved economic
conditions within significant portions of the national and Pennsylvania economies. Gains in government revenues, corporate
profits, job creation and personal income were experienced. However, economic growth proved erratic as growth was 1.7% in
the fourth quarter of 2005 but rebounded to reach 5.6% in the first quarter of 2006. The end of the fiscal year saw growth in
real gross domestic product slow significantly, from 5.6% to 2.6% on a seasonally adjusted annual rate basis during the second
quarter of 2006. A downturn in the housing market and a more cautious consumer were the prime drivers of the economic
slowdown. Continued elevation of energy prices adversely impacted spending, which dropped significantly during the second
half of the fiscal year ended June 30, 2006 while personal incomes continued to grow modestly. Job growth continued during
the fiscal year and the unemployment rate continued to drop throughout the fiscal year. Overall, economic conditions
positively impacted state revenue growth, as revenues exceeded the budget estimate. These additional revenues were used in
part to replenish portions of reserve funds and to support an increased demand for governmental goods and services,
particularly in the area of health care costs.

Budgetary Comparison

Budgetary Comparison Schedules are included as required supplementary information for the General Fund and the Motor
License Fund immediately following the Notes to the Financial Statements. Budgetary comparison schedules for nonmajor
Special Revenue Funds are included as supplementary information following combining statements for Special Revenue
Funds. These schedules provide a measurement of compliance with legally adopted budgets.

General Fund — budgetary basis — comparison between original budget and final budget

The Budgetary Comparison Schedule for the General Fund for the fiscal year ended June 30, 2006 is presented immediately
following the Notes to the Financial Statements. In the Final Budget, State Program revenues were adjusted to include
revenues received by fiscal year-end (but not included in the Commonwealth’s official revenue estimate), in an amount equal
to 2005-06 supplemental appropriations passed on July 2, 2006 by Act 2A.

Final budgeted revenues for total state programs exceed the original budget by $283 million. This increase includes a net $407
million increase in tax revenues resulting from a $367 million adjustment for supplemental appropriations referred to in the
preceding paragraph and a $40 million change in revenue refunds from original to final budget. The $283 million increase also
includes a net decrease of $99 million in departmental services revenue. This decrease is attributable primarily to a $520
million decrease in the Department of Public Welfare’s Health Care Provider Retention program where original budgeted
revenues were not realized, and transfers of $418 million in augmenting revenues from the Motor License Fund for State Police
protection of Commonwealth highways (in this case there is no true increase in funds available to the State Police).

The General Fund Schedule also discloses that the final budget includes $418 million more expenditures than the original
budget. The $418 million increase includes $304 million in state program expenditure increases and $114 million of increased
Federal participation in various programs. Of the $304 million net state program difference, a $469 million increase in
Protection of Persons and Property expenditures results primarily from a $418 million increase in spending authority for State
Police protection of Commonwealth highways. Further, a $192 million decrease in Health and Human Services expenditures
includes $520 million reported as estimated augmentations in the original budget for the Department of Public Welfare’s
Health Care Provider Retention program for which no actual augmentations were received. The increase of $114 million in
Federal programs relates primarily to additional appropriations and executive authorizations passed or authorized throughout
the fiscal year.

General Fund — budgetary basis — comparison between final budgeted and actual results

Actual budgetary State Program revenues exceeded the final budgeted State Program revenues by $522 million. The $522
million net increase results primarily from a $559 million increase in tax revenues related primarily to improving national and
state economic conditions. Budgetary lapses for a variety of specific appropriations and executive authorizations in the amount
of $16 million were also posted to reduce State Program spending authority. Actual Federal revenues and corresponding
expenditures were $149 million lower than budgeted for the following agencies: Health, $52 million; Public Welfare, $38
million; Executive Offices, $34 million; Aging, $12 million; and all other affected agencies, $13 million.
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Measurement focus and basis of accounting — governmental funds

The General Fund, special revenue, debt service and capital projects funds are reported using the current financial resources
measurement focus and modified accrual basis of accounting. Under this measurement focus, only current assets and current
liabilities are normally included on the balance sheet. Operating statements of these funds present increases (i.e., revenues and
other financing sources) and decreases (i.e., expenditures and other financing uses) in net current assets. Unreserved fund
balance represents a measure of available, spendable resources. Under the modified accrual basis of accounting, governmental
funds recognize revenue in the year that it becomes susceptible to accrual (both measurable and available) to pay current fiscal
year liabilities. Grant revenues, including Federal government grant revenues, are recognized when earned. Revenue
recognition from most other sources occurs at receipt. Recognition of expenditures generally occurs in the fiscal year the
goods or services are received and the related fund liability is incurred. Debt service expenditures for principal and interest on
general long-term obligations are recognized when due. Prepaid items and inventory purchases are reported as current fiscal
year expenditures, rather than allocating a portion of related cost to the fiscal year when the items are actually used.

Expenditures for claims, judgments, compensated absences and employer pension contributions are reported as the amount
accrued during the fiscal year that normally would be liquidated with expendable available financial resources.

Discussion of individual funds, balances, and transactions
General Fund
Condensed comparative General Fund balance sheets at June 30, 2006 and 2005 are as follows (amounts in millions):

Increase (Decrease)

2006 2005 Change Percent
Assets: T
Cash and INVESMENLS.........ccveviieeeeeeieeeeeeeee e $ 5,192 $ 4,911 $ 281 6%
Receivables, NEt........ooiiiieiiiiiiiiiiieeeeeee e 3,419 3,082 337 11%
Due from other funds/governments/advances/other........... 1,789 1,870 (81) -4%
Total assets $ 10,400 $ 9,863 $ 537 5%
Liabilities:
Accounts payable and tax refunds payable........................ $ 3,787 $ 3,593 194 5%
Securities lending obligations...........cceceeeeevereerenieeieneene. 569 787 (218) -28%
Due to other funds/governments/advances/other............... 1,177 1,066 111 10%
Unearned rEVENUE. ..........oocvvieeiieieieeeeeeeeee e 1,897 1,548 349 23%
Total liabilities 7,430 6,994 436 6%
Fund Balance:
RESEIVEd....ooiieeiiiiieeeee e 1,460 1,428 32 2%
Unreserved:
Designated.........coouevieierierieeeee e 720 514 206 40%
Undesignated..........cceeeverveeieieeieieneeienre e 790 927 (137) -15%
Total fund balance 2,970 2,869 101 4%
Total liabilities and fund balance $ 10,400 $ 9,863 $ 537

During the fiscal year ended June 30, 2006, cash and investments increased by $281 million (6%) compared to the prior year.
On a gross basis, a smaller Treasury Department securities lending program ($218 million), higher unearned revenue ($349
million) and an overall increase in revenues over expenditures ($101 million) were the primary causes of the net increase.
Receivables increased by $337 million, primarily due to larger taxes due balances at June 30, 2006. Unearned revenue
increased by $349 million due to higher Federal draw downs in comparison to the prior year-end. Relatively minor changes in
both accounts payable and amounts owed to school districts were caused by the timing of posted vouchers.
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Fund balance designations increased $206 million due primarily to changes in specific designations as follows: $78.6 million
increase for health benefits and life insurance, $24 million increase agency construction projects, $15 million increase for a
judicial computer system, $24.5 million for job creation tax credits, $46 million of new Corrections programs and a new $25
million volunteer fire companies program. Overall fund balance increased by $101 million during the fiscal year ended June
30, 2006, and unreserved/undesignated fund balance decreased by $137 million, as a result of the higher aforementioned
changes in fund balance designations.

Condensed, comparative, General Fund operating statements for the fiscal years ended June 30, 2006 and 2005 follow
(amounts in millions):
Increase (Decrease)

2006 2005 Change Percent
Revenues:
Taxes, net of refunds.......ccooeeveeveiiiveieiiieeeeee, $ 24,783 $ 22,841 $ 1,942 9%
Intergovernmental............cccocevevevieriiecienieiene e 14,663 15,102 (439) -3%
Charges for sales and services..........cceccevereereennnne 2,751 3,732 (981) -26%
Licenses/fees/investment and other income............ 515 623 (108) -17%
Total revenues 42,712 42,298 414 1%
Expenditures:
Direction and supportive services..........cecerveeneenee. 2,062 2,048 14 1%
Protection of persons and property.............cccoou...... 3,279 3,014 265 9%
Health and human Services..........cccecvevveerveecveenenne 23,135 23,362 227) -1%
Public education.............ccocvvevveveiviiieiee e 11,667 11,382 285 3%
Recreation and cultural enrichment........................ 298 293 5 2%
Economic development...........ccccceevevenrieeeniennennn. 957 988 31 -3%
Transportation..........cceeeveeveeiereeseeneseeieseeeeee e 443 449 6) -1%
Capital outlay.......ccooeeeveriiieieiieieseeeesee e 28 27 1 4%
INEEIESt..eeiieieeeie e 5 - 5 0%
Total expenditures 41,874 41,563 311 1%
Revenues over expenditures 838 735 103
Other financing sources (uses):
Transfers iN......ccveeeveeciieriecieceeeeeee e 89 63 26 41%
Transfers OUL.........ccevieeerieiieienieciee e (827) (937) 110 -12%
Capital lease and installment
purchase obligations...........ccccevveeeeviieeeriennnnenn 1 1 (0) 0%
Net other financing sources (USes).....cceeeeeeurereessanses (737) (873) 136
Net change in fund balance 101 (138) $§ 239
Fund balance, beginning 2,869 3,007
Fund balance, ending $ 2,970 $ 2,869

General Fund tax revenues increased by 9% due to significant economic growth; both corporation and personal income tax
collections rose an average of 9% during the fiscal year ended June 30, 2006. Sales and use tax collections increased by 4.2%.
Intergovernmental revenues decreased by $439 million, resulting from lower amounts appropriated for Federal participation in
medical and other assistance. Charges for sales and services decreased by $981 due to specific program funding changes,
including nursing home assessments. Total General Fund revenues increased by $414 million (.98%) during the fiscal year.
The overall increase in fund balance, $101 million, during the fiscal year was $239 million more than the prior fiscal year
decrease in fund balance $138 million.

Total General Fund expenditures increased by less than 1% during the fiscal year ended June 30, 2006, by $311 million.
Expenditures for Protection of persons and property increased by $265 due primarily to increases in amounts
appropriated/expended for state police activities. Public education expenditures increased by $285 million due primarily to
increases in basic and other subsidies to school districts; net changes in higher education subsidies were not significant. Health
and human services expenditures decreased by $227 million, caused by lower aggregate demand and utilization of medical and
other assistance during the fiscal year. Actual, final General Fund expenditures (budgetary basis) increased by 3.1% over the
prior fiscal year, while revenues (budgetary basis) increased 2.8%.
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Motor License Fund

Condensed, comparative, financial statement information for the Motor License Fund is as follows (amounts in millions):

2006 2005 Increase (Decrease)
Description Amount Percent Amount Amount Percent
Cash and investments............ccccccovevveeevennen.. $ 1,884 82% $ 1,545 $ 339 22%
Other asSets.........ccovveeeieiieeeiiiieeciee e 413 18% 496 (83) -17%
Total assets $ 2297 100% $ 2,041 $ 256 13%
Accounts payable..........cooeveririnieieiene, $ 434 58% $ 420 $ 14 3%
Securities lending obligations....................... 213 28% 251 (38) -15%
Other 1iabilities.........ccovvvereerieieeiecieieeneens 101 14% 93 8 9%
Total liabilities 748 100% 764 (16) -2%
Total fund balance 1,549 100% 1,277 272 21%
Total liabilities and fund balance......... $ 2297 100% $ 2,041 $ 256 13%
TaAX TEVEINUES. ...ceeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeens $ 2,033 45% $ 1,845 $ 188 10%
License and fees........cccevverievveniienieeieeienns 900 20% 890 10 1%
Federal revenues.........cccocvvveviiiiieiiineneeneen. 1,413 31% 1,213 200 17%
Other reVenues.........oeevveveeeeeeesieseesreeeeenns 186 4% 172 14 8%
Total revenues 4,532 100% 4,120 412 10%
Direction and supportive services................. 52 1% 50 2 4%
Protection of persons and property............... 554 13% 510 44 9%
Transportation..........ceeeeereerreerneenreenveeneennens 1,679 40% 1,828 (149) -8%
Capital outlay.........ccoeevveiieieeieeiecieeieeeeenee. 1,925 46% 1,472 453 31%
Other expenditures.........coevvevveeveeieneenieennen. 1 0% 4 (3) -75%
Total expenditures 4,211 100% 3,864 347 9%
Net transfers out.........cecveeveecievcieneereenenen. (49) 100% (60) 11 -18%
Other financing sources (USe€s)..........ccvennee... - 0% 1 (1) 0%
Net other financing sources (uses)....... (49) (59) 10
Net change in fund balances................ $ 272 $ 197 $ 75

Year over year, cash and investments increased by $339 million, net, ($377 million when the $38 million decrease in
securities lending balance is included), due primarily to the $272 million year-over-year increase in fund balance and the
repayment of the $110 million prior-year statutory advance to the MCARE Fund. Tax revenues increased by $188 million
because of an increase in Oil Franchise and fuel-based taxes. Federal revenues increased by $200 million because of the return
of $140 million in Federal aid during the prior year; this amount relates to billable expenditures which were less than estimates.
The decrease in transportation expenditures ($149 million) and the increase in capital outlay ($453 million) during the fiscal
year relates to the higher level of highway and bridge infrastructure construction activity. Net transfers out decreased by $11
million due to a one-time $15 million transfer made to the Pennsylvania Infrastructure Bank Fund in the prior fiscal year.
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Tobacco Settlement Fund

Condensed, comparative, financial statement information for the Tobacco Settlement Fund is as follows (amounts in millions):

2006 2005 Increase (Decrease)
Description Amount Percent Amount Amount Percent
Cash and investments.............c.ccoeeeeeeeeeennnnn. $ 1,390 82% $ 1,184 $ 206 17%
Other asSets.........cccvueeeeeiieeeeiiee e, 295 18% 332 (37) -11%
Total assets $ 1,685 100% $ 1,516 $ 169 11%
Accounts payable...........cceeeveieiiieieiirennene, $ 141 24% $ 143 $ 2) -1%
Securities lending obligations....................... 184 31% 138 46 33%
Other 1iabilities........cccevvvevieriieiicieceeieeens 265 45% 285 (20) -7%
Total liabilities 590 100% 566 24 4%
Total fund balance 1,095 100% 950 145 15%
Total liabilities and fund balance......... $ 1,685 100% $ 1,516 $ 169 11%
Intergovernmental..............c..ccoevveveeeeneeneennnn. $ 125 18% $ 116 $ 9 8%
Investment iNCOME..........ccoveeeevienveeniieennens 94 14% 45 49 109%
Other reVenues..........oecvveveeverienieneesie e 473 68% 362 111 31%
Total revenues 692 100% 523 169 32%
Protection of persons and property............... 134 26% 111 23 21%
Health and human services...........c.ccccveenen. 384 74% 324 60 19%
Total expenditures 518 100% 435 83 19%
Net transfers out.........cceeveveevveerieecieeerreenenen. (29) 100% 3D 2 -6%
Other financing sources (USes)..........cecueeenne - 0% - 0%
Net other financing sources (uses)....... (29) 100% (31) 2 -6%
Net change in fund balances................ $ 145 S 57 $ 88

The year-over-year increase in cash and investments of $206 million resulted from earlier Community Health Reinvestment
(CHR) remittances, $46 million more in the Treasury securities lending program and successful active management of specific
investments, resulting in relatively higher investment fair values and related investment income. Other assets decreased by $37
million due to the earlier remittance of CHR amounts during the current year. Other changes in assets and liabilities during the
fiscal year were not significant. During the fiscal year ended June 30, 2006, higher CHR revenues were reported and lower
Master Settlement Agreement (MSA) revenues were reported, resulting in a net increase in other revenues of $111 million.
Current year MSA collections are lower by approximately $43 million because two major tobacco manufacturers deposited
funds to a disputed account; these amounts were not remitted to the Commonwealth. The disputed amount relates to cigarette
sales that took place in 2003 and is currently being litigated. Net protection of persons and property expenditures increased
$23 million due to the new, Community Health Reinvestment program that expended $59 million during the current fiscal year.
And, Adult Health Insurance expenditures were $29 million less due to a reduced appropriation from Act 41 funding of the
new Medical Assistance Long-Term Care program; correspondingly, health and human services expenditures increased $60
million due in part to the new funding arrangement.
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Measurement focus and basis of accounting — proprietary funds

The enterprise funds and internal service funds (proprietary funds) are reported using the economic resources measurement
focus and the accrual basis of accounting. Under this measurement focus, all assets and liabilities associated with the
operations of these funds are included on the statement of net assets. Under the accrual basis of accounting, revenues are
recognized in the fiscal year earned, and expenses are recognized in the fiscal year incurred. Enterprise funds that report loan,
insurance and tuition payment programs report all revenues as operating revenues; non-operating revenues are reported for
other programs and include investment income and grant revenues. Under the Governmental Accounting Standards Board’s
(GASB) Statement 20, “Accounting and Financial Reporting for Proprietary Funds and Other Governmental Entities That Use
Proprietary Fund Accounting,” the Commonwealth has elected not to adopt the Financial Accounting Standards Board
pronouncements issued after November 30, 1989. Four enterprise funds are reported as major funds and are discussed below
(amounts in millions).

Unemployment Compensation Fund

Condensed, comparative, financial statement information for the Unemployment Compensation Fund is as follows (amounts in
millions):

2006 2005 Increase (Decrease)
Description Amount Percent Amount Amount Percent
Cash and investments.............ccccoeeeeveeennn.n. $ 1,554 70% $ 1,076 $ 478 44%
Other @SSEtS.......oooveueeeieieeeeeeeeeeeeee e 670 30% 638 32 5%
Total assets 2,224 100% 1,714 510 30%
Accounts payable.........ccoceverineniiiiinienene. 93 92% 90 3 3%
Other liabiliti€s.......coovveiveieeeeieieeeee e 8 8% 7 1 14%
Total liabilities 101 100% 97 4 4%
Total net assets $ 2,123 100% $ 1,617 $ 506 31%
Sales and SETVICES.......cvoueeveveeeeeeeeeeeeeeena, $ 2,372 95% $ 1,959 $ 413 21%
Investment INCOME..........ccvevvveuvveeienieeeienennn. 50 2% 41 9 22%
Other TeVENUES........ccuvvveeeiieeeeeee e 86 3% 90 (4) -4%
Total revenues 2,508 100% 2,090 418 20%
Cost of sales and services..........ccc.ceuveeuveene.. 1,999 100% 1,775 224 13%
Total expenses 1,999 100% 1,775 224 13%
Income before transfers.......cccceceeeesnnnes 509 315 194 61%
Transfers 3) - 3) 0%
Increase in net assets $ 506 $ 315 $ 191

During the fiscal year ended June 30, 2006, employer assessment revenues increased by $413 million based, in part, on
statutory funding provisions. Expenses for unemployment compensation benefit claims increased, despite an improving
overall state economy, by $224 million due to higher employee layoffs. Overall revenues exceeded expenses by $506 million,
compared to $315 million during the prior fiscal year. The overall increase in net assets contributed to an increase in cash and
investment balances of $478 million during the fiscal year.

28



MANAGEMENT’S DISCUSSION AND ANALYSIS June 30, 2006

State Workers’ Insurance Fund (December 31, 2005)

Condensed, comparative, financial statement information for the State Workers’ Insurance Fund is as follows (amounts in
millions):

2006 2005 Increase (Decrease)
Description Amount Percent Amount Amount Percent
Cash and short-term investments.................. $ 872 34% $ 757 $ 115 15%
Long-term investments................ccveverenennne 1,539 60% 1,497 42 3%
Other @SSEtS.......oveeeeeeriereeeereeteereeeeeereeeenens 143 6% 59 84 142%
Total assets. 2,554 100% 2,313 241 10%
Securities lending obligations....................... 629 28% 598 31 5%
Unearned revenue.............coooeeveeveveeveeeneenens 167 7% 98 69 70%
Insurance loss liability............ccccevevvereeennnee. 1,426 63% 1,374 52 4%
Other liabilities........ccoeveveererririerereeiriereneens 56 2% 50 6 12%
Total liabilities. 2,278 100% 2,120 158 7%
Total net assets. $ 276 100% $ 193 $ 83 43%
Sales and SEIVICES..........ouvvvvevevreeisreeenns $ 427 89% $ 356 $ 71 20%
Investment iNCOME...........c..coeeeeeeeereereereerennnn 67 14% 81 (14) -17%
Other TEVENUES..........ooveveeeeeeereeeereereereerenne 1 0% - 1 0%
Provision for uncollectible accounts............. 17 -4% (15) 2 13%
Total revenues. 478 99% 422 56 13%
Cost of sales and SErvices...........ccovevrvevevrenne 391 99% 430 39) -9%
Interest EXPense........coveerveervererieerrenrreennas 4 1% 4 - 0%
Other eXpenses.........oevvrveverieeriererveesrereseenens - 0% 1 (1) -100%
Total expenses 395 100% 435 (40) 9%
Increase(decrease) in net assets............ $ 83 $ (13) $ 96

In 2005, SWIF changed its premium revenue reporting treatment. As generally required by statutory accounting principles,
premium revenue is now reported based on the effective date of a policy. Changing to this preferred method resulted in an
increase of $70.5 million in unearned, premium revenue reserves as of January 1, 2005. Reported year-over-year premium
revenue increased from $356 million to $427 million, partially as a result of the accounting change. There also was an increase
in policies: 50,969 in 2005 from 48,844 in 2004, an increase of 4%. Insurance loss liability increased as a result of the growth
in policies and as a result of changes in actuarial assumptions. The Fund processed an increase in injury reports received,
30,116 in 2005 versus 26,927 in 2004. Investment income decreased due to losses on the sale of investments.
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State Lottery Fund

Condensed, comparative, financial statement information for the State Lottery Fund is as follows (amounts in millions):

2006 2005 Increase (Decrease)
Description Amount Percent Amount Amount Percent
Cash and short-term investments.................. $ o643 90% $§ 550 $ 93 17%
Long-term investments................c.ecevevevevenen. 9 1% 11 2) -18%
Other aSSEtS........ceveveveeeeeeeeeeererereeeeeeeerevenens 62 9% 27 35 130%
Total assets 714 100% 588 126 21%
Accounts payable............ccceeeerririrreerennnns 234 66% 203 31 15%
Securities lending obligations....................... 76 21% 91 (15) -16%
Other liabilities.........cevevererererererrirreerennns 46 13% 2 44 2200%
Total liabilities. 356 100% 296 60 20%
Total net assets $ 358 100% $ 292 $ 66 23%
Sales and SEIVICES.........cvvvevevevrerrereeeeenenns $ 3,047 98% $ 2646 $ 401 15%
Other reVenues...........cceeeeveeereeeeereeeeeenene 77 2% 68 9 13%
Total revenues 3,124 100% 2,714 410 15%
Cost of sales and services.............ccceevevenenee. 2,618 97% 2,228 390 18%
Other eXPeNSes........oveveuerrverereerernsnnnns 86 3% 69 17 25%
Total operating expenses 2,704 100% 2,297 407 18%
Operating income 420 417 3 1%
Nonoperating revenues.............oceseseeees 27 17 10 59%
Income before transfers 447 434 13 3%
Transfers 380 (300) (80) 27%
Increase(decrease) in net assets............ $ 67 $ 134 $ (67)

Overall sales increased $401 million during the fiscal year ended June 30, 2006.

This was the result of increased

Powerall/Powerplay sales of $154 million, increased instant game sales of higher priced ticket sales of $286 million and the
new Raffle game sales of $22 million; offset by declines in Daily Number sales of $10 million, Match 6 sales of $16 million
and Lucky for Life sales of $11 million. Overall cash and investments increased by $93 million during the fiscal year ended
June 30, 2006 due to the increase in gross ticket sales which more than offset increases in total expenses. Transfers to other
funds decreased by $80 million during the fiscal year ended June 30, 2006. Operating expenses increased 18%, by $390
million, due to increased field paid prizes from instant ticket sales, advertising, and special services. Also, operating expenses
increased $15 million due to a change in personnel funding, whereby 264 positions previously funded by the General Fund

began to be funded by the State Lottery Fund.
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Tuition Payment Fund

Condensed, comparative, financial statement information for the Tuition Payment Fund is as follows (amounts in millions):

2006 2005 Increase (Decrease)

Description Amount Percent Amount Amount Percent
Cash and short-term investments.................. $ 310 25% $ 444 $ (134) -30%
Long-term investments............cceceeeevervennene 950 75% 770 180 23%
Other aSSets.........ccveeuieieereeieeiieieereeie e 4 0% 3 1 33%
Total assets 1,264 100% 1,217 47 4%
Securities lending obligations....................... 166 13% 223 57 -25%
Tuition benefits payable.............ccccvveveeneee. 1,078 86% 1,028 50 5%
Other liabilities..........cccevveveevieieieicricieieneee 14 1% 10 4 41%
Total liabilities 1,258 100% 1,261 3) 0%
Total net assets. $ 6 100% $ (44 $ 50 113%
Sales and SETVICES........ccvevveeveereeeeereereeenenenn $ 114 61% $ 142 $ (29 -20%
Investment iNCOME...........ccevververeerieereenennnn 74 39% 55 19 35%
Total revenues 188 100% 197 9) 5%
Cost of sales and SErvices..........cocveevrenveene.. 138 100% 193 (55) -28%
Total expenses 138 100% 193 (55) -28%

Increase in net assets $ 50 $ 4 $ 46

Cash and investments balances increased during the fiscal year by $103 million, on a gross basis, due to the investment of
current year tuition credit purchase receipts over payments to educational institutions, less a contraction of $57 million in the
Treasury securities lending program, for a net increase of $46 million. Relatively higher investment fair values at fiscal year
end, along with higher amounts invested, caused a $19 million increase in investment income. The tuition benefits payable
liability, which incorporates a variety of actuarial assumptions, increased by $50 million, which corresponds with additional
tuition credit purchases during the fiscal year. Net assets of the Fund increased by $50.0 million during the fiscal year resulting
in total net assets of $6.3 million at June 30, 2006, increasing from a negative $43.8 million at June 30, 2005. The Plan is 1.01
percent funded at June 30, 2006, compared to 95.75 percent funded at June 30, 2005. Increase in net assets of $50 million
during the current fiscal year increased from the prior year increase of $4 million during the prior fiscal year. Actual payments
to educational institutions increased to $74.8 million in fiscal year 2005-2006 from $56.6 million in fiscal year 2004-2005; as
8,544 beneficiaries used 203,347 credits during the current fiscal year, compared to 6,869 beneficiaries using 163,743, credits
during the prior fiscal year.

Capital asset activity during the fiscal year ended June 30, 2006

Throughout the fiscal year, Commonwealth agencies acquire or construct capital assets. In governmental fund statements,
expenditures for capital assets are typically reported as capital outlay. Funding for a significant portion of capital asset
acquisition is provided by proceeds of general obligation bonds issued; such proceeds are generally accounted for in the capital
projects funds in the funds financial statements as an other financing source. In the government-wide statements, bond
proceeds are reported as additions to long-term bond liabilities and completed project expenditures and construction in progress
at fiscal year end are reported as part of general capital assets. Construction in progress for Department of General Services
(public works) and Department of Transportation (highway and bridge) projects at June 30, 2006 amounted to $0.4 and $1.8
billion, respectively. Authorized but unissued general obligation bonds at June 30, 2006 totaled $46.8 billion.

General capital assets of the Commonwealth are those used in the performance of specific governmental functions during more
than one fiscal year. Capital assets of the proprietary funds are reported in both fund statements and in government-wide
statements. Fiduciary fund capital assets are reported in fund statements; fiduciary funds are not included in government-wide
statements. General capital assets as of June 30, 2006 amounted to $22.8 billion at actual or estimated historical cost, net of
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accumulated depreciation of $11.7 billion. In the government-wide statements, depreciation expense for all capital assets is
reported to recognize the cost of “using up” capital assets over their estimated useful lives. This treatment differs from
reporting capital outlay as current year expenditure in governmental funds. Highway and bridge infrastructure assets are
typically funded with Motor License Fund taxes, license and registration fees and Federal revenues. The Motor License Fund
reports transportation and capital outlay expenditures in fund statements; a portion of such expenditures is reported as additions
to capital assets in government-wide statements. Depreciation of highway and bridge infrastructure assets is not related to the
quality or relative value of these assets; rather, it is a specific accounting treatment to recognize the cost of “using up” the
assets over long periods of time (25 years for highways and 50 years for bridges.) Depreciation is an allocation of an asset’s
cost over its estimated useful life and is reported in government-wide statements. Note E to the financial statements provides
more information on capital asset activities during the fiscal year ended June 30, 2006.

Long-term debt activity during the fiscal year ended June 30, 2006

The constitution of the Commonwealth of Pennsylvania permits the incurrence of debt, without approval of the electorate, for
capital projects specifically authorized in a capital budget. Capital project debt outstanding cannot exceed one and three
quarters (1.75) times the average of the annual tax revenues deposited in all funds during the previous five fiscal years. The
certified constitutional debt limit at August 31, 2006 was $48.2 billion. Outstanding capital project debt at August 31, 2006
amounted to $6.4 billion, for a remaining legal debt margin of $41.8 billion. In addition to constitutionally authorized capital
project debt, the Commonwealth may incur debt for electorate-approved programs, such as economic revitalization, land and
water development, water facilities restoration, and certain environmental initiatives; and for special purposes approved by the
General Assembly, such as disaster relief.

Total general obligation bond indebtedness outstanding at June 30, 2006 was $7.658 billion. Total debt service fund transfers
paid from General Fund and Motor License Fund appropriations to make principal and interest payments to bondholders during
the fiscal year ended June 30, 2006 amounted to $713 million and $47 million, respectively. The table that follows shows total
outstanding long-term indebtedness for general obligation bonds at the end of the eight most recent fiscal years (expressed in
billions).

Outstanding
At June 30 Bond Indebtedness
1999 $ 5.254
2000 5.367
2001 5.545
2002 6.072
2003 7.031
2004 7.225
2005 7.151
2006 7.658

Note K to the financial statements provides more specific details on long-term debt balances and activity during the fiscal year
ended June 30, 2006.

Debt administration — fiscal year ending June 30, 2007

During the fiscal year ending June 30, 2007, the Office of the Budget currently plans general obligation bond issuances,
excluding refundings, amounting to $1,125 million, an increase of $161 million as compared to actual bond issuances of $964
million, excluding refundings, during the fiscal year ended June 30, 2006. This plan reflects the need to make additional
investments in the Commonwealth’s capital infrastructure, local capital projects and mass transportation. Additionally, a
significant portion of the projected increase in issuances for the 2007 fiscal year is attributable to two major environmental
programs which would target capital improvements to water supply and sewage treatment facilities associated with economic
development, as well as, general environmental capital improvement projects. Debt principal retirements of $521.8 million are
currently planned for the fiscal year ending June 30, 2007.

The Commonwealth continues to evaluate refunding opportunities for its outstanding bonds to reduce interest costs. During
the fiscal year ended June 30, 2006, no outstanding bonds were refunded. On December 21, 2006, the Commonwealth closed
on a refunding issue that will refund $239 million of outstanding bonds and produce $14 million of interest savings over the
remaining life of those bonds. As market conditions provide additional opportunities, the Commonwealth may pursue
additional refundings.
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In addition to general obligation bonds, the Commonwealth may issue tax anticipation notes to meet operating cash needs
during certain months of the fiscal year. Tax anticipation notes may be issued only for the General Fund and the Motor
License Fund. They may not exceed 20% of the funds’ estimated revenues for the year and must mature during the fiscal year
in which they were issued. Cash shortages may occur during the fiscal year because tax receipts, unlike cash disbursements,
are concentrated in the last four months of the fiscal year. The Commonwealth has not issued tax anticipation notes during the
past nine fiscal years and has no plans to issue any during the 2007 fiscal year. There were no changes in credit ratings, and
there were no debt limitations, restrictions or commitments during the fiscal year ended June 30, 2006 that may affect the
Commonwealth’s plans during the fiscal year ending June 30, 2007.

Legislative changes during fiscal year 2006-2007

During the fiscal year that began July 1, 2006, the legislature approved several new laws which are expected to change the
Commonwealth’s financial position in the future.

Act 29, signed April 24, 2006, enacts the Persian Gulf Conflict Veterans’ Compensation and Bond Act. Individuals serving in
the Persian Gulf Conflict Theater between August 2, 1990 and August 31, 1991 and legal residents of Pennsylvania at the time,
will be eligible for monetary compensation for their service. Compensation for deceased veterans and prisoners of war will also
be provided. The Department of Military and Veterans Affairs would administer the program. The act also provided for a ballot
question for the electorate to vote at the next general election, following enactment on the incurring of up to $20 million in
indebtedness for this program. Voters approved this bond issue on November 7, 2006. Assuming the issuance of $20 million
in bonds with a 20-year maturity date and an average interest rate of 4.6%, the total debt service is estimated at $29.660
million. Administrative costs incurred by the Department of Military and Veterans Affairs would be covered by funds in the
Persian Gulf Conflict Veterans’ Compensation Bond Fund.

Act 114, signed July 11, 2006, enacts various changes to the Public School Code to implement the 2006-2007 budget (Act
2A). These amendments include updates to the basic education and special education funding formula; increasing the funding
allocated to early middle college programs and for other dual enrollment programs for low income students; providing
statutory changes that allow for additional funding to be directed to the Philadelphia and Pittsburgh School districts; and
requiring institutions of higher education to begin working towards universal credit equivalencies and full articulation
agreements. The subsidy and funding formulas included in the bill will drive out approximately $4.8 billion in basic education
subsidy, over $900 million in special education subsidy, and $250 million in the accountability block grant. Finally, the
provisions of the bill that increase the Education Improvement Tax Credit by $10 million from $44 million to $54 million in
available credits will cause an additional revenue loss to the General Fund of up to $10 million.

Act 116, signed July 12, 2006, amends the Tax Reform Code to make various changes agreed to in the 2006-07 budget
negotiations. These changes include: expanding the net operating loss carry forward to $3 million; increasing the research and
development tax credit; and creating sales and use tax exemptions for the manufacture of environmentally ‘clean’ rooms. The
total revenue loss expected from these changes is estimated at $45.1 million for 2006-07.

General Fund fiscal year 2006-2007 budget

The adopted General Fund budget for the fiscal year ending June 30, 2007 provides appropriations totaling $26.1 billion of
Commonwealth (excluding Federal) funds with estimated revenues, net of tax refunds and proposed tax reductions of $25.6
billion. The $0.5 billion difference between estimated revenues and budgeted appropriations will be financed using the
anticipated $0.5 billion beginning fund balance. Additionally, the enacted fiscal year 2007 budget allocates additional state
funds to replace significant amounts of formerly available intergovernmental transfer transaction-derived federal funds. The
fiscal year 2007 revenue estimate for the Commonwealth is based upon an economic forecast of 3.0 percent growth in gross
domestic product from the start of the third quarter of 2006 to the end of the second quarter of 2007. Personal income growth
in Pennsylvania is projected to remain slightly below that of the United States, while the Pennsylvania unemployment rate is
anticipated to be close to the national rate. General Fund tax receipts are expected to increase by $804.7 million or
approximately 3.2 percent prior to refunds. Fiscal year 2007 General Fund receipts from the personal income tax are
forecasted to increase by 4.6 percent, while receipts from the sales and use tax are estimated to rise 3.3 percent over fiscal year
2006 receipts. Corporate receipts are expected to grow in fiscal year 2007, at a rate of 6.4 percent, and revenues from non-tax
sources such as liquor store profits and earnings on investments forecast to increase by 29.0 percent. A majority of the
projected increase in non-tax revenues is attributable to additional profit transfers from the State Stores Fund.
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The General Fund's fiscal year 2007 enacted budget includes significant increases in funding for local school districts and
higher education within the Commonwealth, as the Basic Education appropriation is increased $267 million or 5.9 percent, the
largest increase since fiscal year 1992. Additionally, the Commonwealth's contribution to the Public School Employees’
Retirement System is increased $114 million in fiscal year 2007, and the Pennsylvania Accountability Block Grant to local
school districts is increased by $50 million to $250 million annually. The enacted budget also includes a new children's health
insurance program called "Cover All Kids", which is intended to gradually expand available health insurance to all
Pennsylvania children not currently covered by insurance. The Commonwealth's prescription drug coverage program is
expanded to cover an additional 120,000 seniors within the next 18 months by building upon the Federal Medicare Part D
program. The enacted fiscal year 2007 budget also includes initiatives to increase the efficiency of government operations
within the Commonwealth and includes estimates to save over $1.0 billion annually during fiscal year 2007. The enacted
budget for fiscal year 2007 also includes $884.7 million in funding for various medical assistance expenditures through
intergovernmental transfer proceeds, certain nursing home assessments and a tax on managed care organizations. This amount
is an increase of 3.3 percent from the $856.8 million in such proceeds utilized during fiscal year 2006.

Management’s discussion and analysis is intended to enhance the reader’s understanding of the basic financial statements,

which immediately follow. This supplementary information should be read in conjunction with the government-wide financial
statements, the fund financial statements and the notes to financial statements.
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STATEMENT OF NET ASSETS

June 30, 2006

COMMONWEALTH OF PENNSYLVANIA

(Expressed in Thousands)

ASSETS
Current assets:

Cash—Note D........cocvviviviiinniiiine
Cash with fiscal agents—Note D............
Temporary investments—Note D...........

Receivables (net):

TaXES—INOLE Gi..oovvivieiieiieierieeie ettt
Unemployment aSSESSMENTS.........eervererueriererieriereieeneeeeeeneeseneenes
ACCOUNES...covieiieiieiieiieciteeeeeeeeeeeeens

Due from pension trust funds—Note H..
Due from primary government—Note H
Due from component units—Note H......
Due from Federal government.............eceveeerverieueneenienecneceeene
Due from political subdivisions..............
Due from other gOVernments...........cceceeerueririeieenieinieieeseeeeeene
INVENLOTY.....evvieiiiieicicccececceece
Prepaid and deferred expenses................
Other assets..........cceeivivieiiiiiieene

Total CUITENE ASSELS.......evvieiiieveiiirireciceeeeee e

Noncurrent assets:

Long-term investments—Note D............

Receivables (net):

TaXeS—INOE Gi..ooovveeiieeieeieeieeteeee et sreesaneenes
Accrued interest..........oceeeveveerierienrennenne.
Loans—Note G.......ccooevvvevvveviereeennenen.
Lease rentals—Note G........ccceevevenenne.
Non-depreciable capital assets—Note E:

Construction in progress............ceeueeee...

Depreciable capital assets—Note E:

Land improvements...........cceueeeerieerienieenieerieceeeseereseeeeeeeennens
Buildings and building improvements..
Machinery and equipment.....................

Turnpike infrastructure..........cccceeeenee.
Highway infrastructure...........cccccceene.

Bridge infrastructure...........cocccceeeeuenne.
Waterway infrastructure..........cccceeuenee
Infrastructure-other...........cccccceeenveuennce
Library books........ccccoeeerieineniaineens
Other capital ASSELS.......ccoueuerueirinieerieireireeerrceee et
Less: accumulated depreciation.............ceeeveeereneeeneecnieeeenenne.
Net depreciable capital aSSets..........ccovveerreerenieerenreenieeneenenene
Other assets..........oeeerinirievenineiereeenns
Total non-current assets.............ccc......

TOTAL ASSETS

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

Primary Government

Governmental Business-type Component
Activities Activities Total Units

$ 85,976 $ 25,437 111,413 $ 828,856
- 1,550,112 1,550,112 -

9,726,950 2,168,260 11,895,210 2,432,862
2,259,632 - 2,259,632 -

- 554,687 554,687 -

623,701 222,461 846,162 159,689
13,828 17,505 31,333 198,991
8,778 46,236 55,014 1,714,508

862 - 862 4,186

13,481 - 13,481 -
25,226 123 25,349 19,852

986 19 1,005 -

- - - 7,268

16,470 369 16,839 90
1,915,379 4,908 1,920,287 68,546
5,946 14,521 20,467 -

215 14,524 14,739 474

98,518 215,292 313,810 32,639

- 4 4 31,883

3,088 18,317 21,405 113,931
14,799,036 4,852,775 19,651,811 5,613,775
1,251,342 2,497,165 3,748,507 1,560,655
1,209,686 - 1,209,686 -

- - - 14,958

34,859 213,553 248,412 13,063,411

- - - 14,075

1,790,777 323 1,791,100 193,656
2,183,923 3,522 2,187,445 1,081,619
469,361 - 469,361 222,136
5,271,427 40,014 5,311,441 2,108,334
787,613 112,010 899,623 631,404

- - - 4,129,467
16,965,413 - 16,965,413 -
7,013,354 - 7,013,354 -
52 - 52 -

6,991 - 6,991 -

- - - 78,526

- - - 57,400
(11,719,271) (73,173) (11,792,444) (3,969,951)
18,794,940 78,351 18,873,791 3,257,316
- - - 338,905
25,265,527 2,793,414 28,058,941 19,524,595
$ 40,064,563 $ 7,646,189 47,710,752 $ 25,138,370
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COMMONWEALTH OF PENNSYLVANIA
(Expressed in Thousands) Primary Government
Governmental Business-type Component
Activities Activities Total Units
LIABILITIES
Current liabilities:
Accounts payable and accrued liabilities...........cocovvriririirerenennnen. $ 4,069,493 $ 468,822 $ 4,538,315 $ 478,525
Investment purchases payable..........ccooueveerieeneirienieieeseeene 18,172 - 18,172 -
Tax refunds payable.........c.cooevirireininininenceeeeeeeeene 612,373 - 612,373 -
Tuition benefits payable—Note F.........ccccooeirinieineineeeee - 129,305 129,305 -
Securities lending obligations...........cccveeveerieenienenenieeneeneneeees 1,229,609 911,000 2,140,609 50,529
Internal balances—Note H........ccooueirieirinieireeeeeeeeeee (89,550) 88,337 (1,213) -
Due to pension trust funds—Note H.........coccoevevinineincncnccnnne. 8,069 174 8,243 -
Due to primary government—Note H.........cccooeiniinineinineeee. - - - 10
Due to component units—Note H.........c.coceouveneiininniniincinenne 13,836 - 13,836 21
Due to political SUDAIVISIONS......c.coveeeveeeeireeirieieeeeeeeeeeeee e 1,148,424 910 1,149,334 -
Due to other GOVETNMENtS........c..eerueuerieeerenieenieieeneeenreeeieneenennens 30,871 7,935 38,806 1
Interest payable.........coooeirieiienieeeeeeee e 138,933 - 138,933 123,386
UNEarned TEVEINUE. .......ccveervieerieereeetreeereereereeeaeeeteesaseseeeneeseenreereas 82,729 183,732 266,461 74,930
Notes payable—INoOte J.......cooveiriiriiereeee e - - - 159,387
General obligation bonds payable—Note K..........c.coccevviniincnnne. 525,905 - 525,905 -
Bonds payable—Note K........cccooerriienieieeeeeeeeeceee - - - 27,720
Revenue bonds payable—Note K. - - - 278,788
Capital lease/installment purchase obligations—Note K................ - - - 53,800
Self insurance liabilities—Note M...........cooviiviviiiiiiiiceeeeceeee 147,750 4,364 152,114 -
Compensated absence liability—Note K..........cccoooeiviininennennne. 105,586 4,697 110,283 30,259
Other financing obligations...........coeevueerierirenieinienieereeneeeene 6,500 - 6,500 -
Other HabIlItiEs. ......cveeveeerereeieeeeeeeeeeete ettt enens 83,116 35,442 118,558 274,642
Total current Habilities.........ccoveveierirreiiriieisieeeeeee e 8,131,816 1,834,718 9,966,534 1,551,998
Noncurrent liabilities:
Tuition benefits payable—Note F.........ccccoceoerinneneincncnecnnes - 949,175 949,175 -
Unearned FEVENUE.............cveeveeriereeeeeeeeeeet et eve e e e s eaene e - - - 4,607
Demand revenue bonds payable—Note J.........ccccoeeveivcnecncnnnne. - - - 7,763,376
Insurance loss liability—Note F..........cccoivieinieiiiieeereee - 1,426,787 1,426,787 -
Notes payable—INote J....c..ccooeireririneiriciinceeeeeneeee e - - - 1,290,303
General obligation bonds payable—Note K...........cccocevrireireenne. 7,131,769 - 7,131,769 -
Bonds payable—Note K........ccccceriinininineiniiiencneeeeenene - - - 501,935
Revenue bonds payable—Note K - - - 6,822,045
Capital lease/installment purchase obligations—Note K................ 42,059 28,259 70,318 137,117
Other financing obligations—Note J........ccceoeireireniineiece 76,000 - 76,000 -
Compensated absence liability—Note K........c.ccccoecnevnecincnnnne. 625,186 30,248 655,434 92,655
Self insurance liabilities—Note M........c..cceevviiviieviieieeceeereeereenee. 588,622 17,001 605,623 -
Other liabilities—NOte K.......ccooveirieieiiieiieiscieeriee e 877,149 3,962 881,111 956,874
Total non-current liabiliti€s. ..........cccoeveevieeieiiecieeeeeeeeeeereenens 9,340,785 2,455,432 11,796,217 17,568,912
TOTAL LIABILITIES 17,472,601 4,290,150 21,762,751 19,120,910
NET ASSETS—Note C
Invested in capital assets, net of related debt..........cccoeeverivencene 19,068,573 82,694 19,151,267 1,169,907
Restricted for:
Smoking cessation and other health-related programs.................. 1,320,703 4814 1,325,517 -
Transportation.. 1,578,753 52,960 1,631,713 -
Capital projects 196,301 - 196,301 2,158,792
Debt SEIViCe.....oveveveeveiereeereeeeeereeerenns 8,118 - 8,118 1,025,377
Unemployment/worker's compensation 29,754 2,397,720 2,427.474 -
Elderly programs..........cccceoereerenieenecnns 32,327 325,925 358,252 -
Environmental and conservation programs. 435,976 - 435,976 -
Economic stimulus............ 18,171 212,792 230,963 -
Gaming licensing/regulation....... 2,128 - 2,128 -
Administrative and internal services. 133,934 - 133,934 -
Emergency support.........cccccceveuenneee 56,543 126,505 183,048 -
Other purposes.... . 82,770 152,629 235,399 1,416,924
Unrestricted (AefiCit)......cooirieirieeriirieerieirieieeseee e (372,089) - (372,089) 246,460
TOTAL NET ASSETS. $ 22,591,962 $ 3,356,039 $ 25,948,001 $ 6,017,460
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STATEMENT OF ACTIVITIES

For the Fiscal Year Ended June 30, 2006

COMMONWEALTH OF PENNSYLVANIA
(Expressed in Thousands)

Program Revenues

Net (Expense) Revenue and
Changes in Net Assets

Charges for Operating Capital Primary Government
Sales and Grants and Grants and Governmental Business-Type Component
Functions/Programs Expenses Services Contributions  Contributions Activities Activities Total Units
Primary government:
Governmental activities:
Direction and SUPPOItIVE SEIVICES......ovurrrrvervrriiereereiaenns $ 2162552 § 991,541  $ -3 - $  (1,171,011) $ - $ (1,171,01) 8 -
Protection of persons and property. 4,439,794 1,080,708 826,764 21,914 (2,510,408) - (2,510,408) -
Public €ducation........ccceuvureeirieiiiieeceeeieee e 11,816,608 13,161 1,689,068 - (10,114,379) - (10,114,379) -
Health and human Services.........coeevvreninenieccuceeeenens 24,139,762 1,913,377 11,902,229 - (10,324,156) - (10,324,156) -
Economic development 1,409,506 16,373 550,483 - (842,650) - (842,650) -
TranSPOItatioN. ........c.eueveuevereeereietrieieeteseeeneseseseseseseseseens 3,229,351 949,533 1,515,103 31,840 (732,875) - (732,875) -
Recreation and cultural enrichment 520,330 166,750 49,277 2,007 (302,296) - (302,296) -
Interest. 337,142 - - - (337,142) - (337,142) -
Total governmental activities 48,055,045 5,131,443 16,532,924 55,761 (26,334,917) - (26,334,917) -
Business-type activities:
State lottery. 2,704,265 3,047,978 102,567 - - 446,280 446,280 -
State WOrKers' iNSUTANCE...........cververeerereeriereeeerieeeaereenenees 412,104 427,970 66,759 - - 82,625 82,625 -
Tuition payment 138,275 113,831 74,030 - - 49,586 49,586 -
Unemployment compensation 1,998,613 2,373,163 135,375 - - 509,925 509,925 -
Liquor CONtrol......c.c.cueueueieiiiniiirrrecececeicieeee e 1,178,434 1,272,101 8,465 - - 102,132 102,132 -
Economic development and other. 18,433 17,585 27,691 - - 26,843 26,843 -
Total business-type activities. 6,450,124 7,252,628 414,887 - - 1,217,391 1,217,391 -
Total primary government $ 54,505,169 $ 12,384,071 $ 16947811 $ 55,761 (26,334,917) 1,217,391 (25,117,526) -
Component units:
Total COMPONENT UNILS.......covvviiieecrcicieicieieieieeeee s $ 4222319 $ 2,164,090 $ 2,112,274 § 166,738 - - - 220,783
General revenues:
Taxes:
Personal inCOme...........ocovvevieieieiiieieieeeeeeee e 9,093,338 - 9,093,338 -
Sales and use 8,381,262 - 8,381,262 -
Corporation 5,074,730 - 5,074,730 -
Liquid fuels and motor carriers.........cccovveeereveceneerenenes 2,033,227 - 2,033,227 55,749
Inheritance 793,279 - 793,279 -
CHZATCLEE. ...ttt 1,033,099 - 1,033,099 -
Real estate 646,870 - 646,870 -
418,110 - 418,110 -
27,473,915 - 27,473,915 55,749
188,750 - 188,750 -
- - - 1,812
Total general revenues 27,662,665 - 27,662,665 57,561
Transfers—Note H.......cccooovveiiinniiiceccreeceees 465,000 (465,000) - -
Net general revenues and transfers...........cccccveeccnnne 28,127,665 (465,000) 27,662,665 57,561
Change in net assets 1,792,748 752,391 2,545,139 278,344
Net assets, July 1, 2005 (restated)—Note B. 20,799,214 2,603,648 23,402,862 5,739,116
Net assets, June 30, 2006—Note C.......ccccovueururueuseecsesescencs $ 22,591,962 § 3,356,039 $ 25,948,001 $ 6,017,460

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



Fund Financial Statements

Autumn Scene

Cumberland and Perry Counties

41



BALANCE SHEET
Governmental Funds June 30, 2006

COMMONWEALTH OF PENNSYLVANIA
(Expressed in Thousands)

Motor Tobacco
General License Settlement Nonmajor
Fund Fund Fund Funds Total
ASSETS
Assets:
Cash—Note D $ 60,079 N 4,111 N - N 16,784 $ 80,974
Temporary investments—Note D.........ocooeeerieeercrennennnes 5,132,128 1,880,161 603,596 2,035,264 9,651,149
Long-term investments—Note D. - - 786,454 464,888 1,251,342
Receivables, net:
Taxes—Note G 3,260,946 182,981 - 25,391 3,469,318
Accounts, 145,569 13,475 215,567 44,179 418,790
Accrued interest. 1,381 47 4,875 7,524 13,827
Loans—Note G 10,953 - - 32,684 43,637
Lease rentals—Note G. - - - 862 862
Investment sale proceed - - 7,827 5,654 13,481
Other - 6,168 - 19,058 25,226
Due from other funds—Note H 47,228 6,857 - 82,578 136,663
Due from pension trust funds—Note H.........cccoevviiiiiinnnns 392 586 - - 978
Due from component units—Note H........c.cccoeruvnnnnnininenenene 490 - - 15,473 15,963
Due from Federal government. 1,618,120 202,353 66,456 15,787 1,902,716
Due from political subdivision 5,805 - - 91 5,896
Advances to other funds—Note H...........cccoooovvinininnnn 114,108 - - 3,000 117,108
Other asset: 3,000 - - - 3,000
TOTAL ASSETS $ 10,400,199 $ 2,296,739 $ 1,684,775 $ 2,769,217 $ 17,150,930
LIABILITIES AND FUND BALANCES
Liabilities:
Accounts payable and accrued liabilities.........o.covververerienrnnnns $ 3,175,176 $ 433,022 $ 131,876 $ 310,881 $ 4,050,955
Investment purchases payable. - - 8,690 9,482 18,172
Tax refunds payable. 611,431 942 - - 612,373
Securities lending obligation 568,696 212,948 183,911 255,375 1,220,930
Due to other funds—Note H 66,600 17,863 36,145 33,675 154,283
Due to component units—Note H... 2,454 11,382 - - 13,836
Due to pension trust fund. 4,946 2,956 - 146 8,048
Due to political subdivision 1,009,867 41,879 13,304 83,374 1,148,424
Due to other government: 10,859 19,626 1 345 30,831
Unearned revenue 1,897,231 4,868 215,567 29,632 2,147,298
Advances from other funds—Note H........ccoceovveiinrcinnnnens 82,500 2,175 - 10,333 95,008
Other liabilitie: 890 - - - 890
TOTAL LIABILITIES 7,430,650 747,661 589,494 733,243 9,501,048
Fund balances:
Reserved for:
Encumbrance: 709,115 464,511 1,457 1,164,414 2,339,497
Advances—Note C 114,108 - - 3,000 117,108
Loans receivable 10,953 - - 32,684 43,637
Budget Stabilization fund 171,362 - - - 171,362
Other—Note C 454,639 1,635 780,579 75,039 1,311,892
Unreserved:
Designated for:
Capital project: - - - 131,026 131,026
Debt service:

Retirement of general obligation bonds............c.cccoeueueunne - - - 8,118 8,118
Highway - 203,118 - - 203,118
Other—Note C 719,414 - - 4,528 723,942

Undesignated (deficit)-reported in:
General Fund 789,958 - - - 789,958
Special Revenue Fund - 879,814 313,245 1,218,988 2,412,047
Debt Service Fund - - - - -
Capital Projects Fund - - - (601,823) (601,823)
TOTAL FUND BALANCES, 2,969,549 1,549,078 1,095,281 2,035,974 7,649,882
TOTAL LIABILITIES AND FUND BALANCES........ccocovueueune $ 10,400,199 $ 2,296,739 $ 1,684,775 $ 2,769,217 $ 17,150,930

- The notes to the financial statements are an integral part of this statement. -
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RECONCILIATION OF THE BALANCE SHEET
GOVERNMENTAL FUNDS TO THE STATEMENT OF NET ASSETS

June 30, 2006

COMMONWEALTH OF PENNSYLVANIA

(Expressed in Thousands)

The governmental funds balance sheet reports total fund balance for all governmental funds. In the governmental activities column in the
Statement of Net Assets, amounts are reported for all governmental funds and are adjusted to account for specific items that are treated
differently on the Statement of Net Assets than on the governmental funds balance sheet. Under the modified accrual basis of accounting,
numerous governmental assets are not reported because they may not be "available," (that is, they are not current financial resources) and,
similarly, numerous governmental liabilities are not reported because they are not due and payable until after fiscal year end. The following
reconciliation begins with total governmental funds fund balance and ends with total net assets for governmental activities. It includes all of
the adjustments made to "convert" governmental fund information in the fund financial statements to governmental activities information in
the Statement of Net Assets.

Total Fund Balances--Governmental Funds $ 7,649,882

General capital assets used in governmental activities are not financial
resources and are therefore not reported in the governmental

funds balance sheet. (Refer to Note E.)

These assets consist of:

LANG. et e et et e e ene $ 1,790,771
Land iMpProvVemMents. .........ecueruerieieieieieieieiieeeie et 469,044
Buildings and building improvements............c.ccceoveeeeieeeenenenenene 5,267,906
Machinery and eqUIPMENL. ........c.c.coueieieieirieieeeeeeeeee e 692,808
INFrAStIUCTULE. ....c.vveiiveeceee ettt eve e e e s 23,985,810
Construction in progress... 2,183,923
Accumulated depreciation (11,659,841)
Net general CAPItAl ASSELS. ......evueruiruertiriirietertet ettt ettt b et eb et besb et sb e st st sbe st nes 22,730,421
Certain revenues are earned but not available at fiscal year-end and therefore
are reported as unearned revenues in the governmental funds balance Sheet..............coceviviririniniiincniccee 2,064,577
Certain receivables are not reported as governmental fund assets because they
are not collected during the availability period under the modified accrual
DASIS OF ACCOUNLIINEZ. ......evititirteiteet ettt ettt b e bbbt b e bt et e bbb e bt b et et et et et et emt e st e st eatebeeatebeebeebeebeenes 212,173
Internal service funds are proprietary in nature and charge the costs of certain goods
and services to governmental funds. Therefore, the assets and liabilities of the
internal service funds are included in the Statement of Net Assets as governmental activities..........cocevevererenerenienienienne 108,711
The Statement of Net Assets includes inventories that are not reported in the
governmental funds balance sheet because they are not current financial rESOUICES..........coceeeririririnirenenereeeeeeee 87,998
Certain general long-term liabilities are not due and payable at fiscal year-end and
therefore are not reported in the governmental funds balance sheet. (Refer to Note K.)
These liabilities are:
BONdS Payable......c.ccvivieieieiiiiiisieieieieeieeeteese et $ (7,657,674)
Accrued bond interest payable.........c.coeoeeiiiiiiniiiinen (138,933)
Capital lease and installment purchase obligations..........c..ccccecevennene (42,059)
Compensated absence liability..........cccoevieiiieiiiniiniiicceccceee (728,863)
Self-insurance Habilities.........cocvervevverierieieieieeeeeeeeee e (734,891)
Other Habilities......ceevievirveiecieeieiee et (959,375)
ACCOUNES PAYADIC. .....eveeiieeiieeieeeeee et (5)
(10,261,800)
Total Net Assets--—-Governmental Activities $ 22,591,962

- The notes to the financial statements are an integral part of this statement. -
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STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES
For the Fiscal Year Ended June 30, 2006

Governmental Funds

COMMONWEALTH OF PENNSYLVANIA
(Expressed in Thousands)

REVENUES:
Taxes, net of refunds

Licenses and fee:

Intergovernmental

Charges for sales and service:

Investment income

Lease rental principal and interest...........ceereeeerrnecennecns
Interest on notes and loan
Other

TOTAL REVENUES

EXPENDITURES:
Current:

Direction and supportive services.

Protection of persons and property............oeceeeceerrereernnn

Health and human services

Public education

Recreation and cultural enrichment.

Economic development.

Transportation
Capital outlay

Debt service:

Principal retirement.

Interest and fiscal charge:

TOTAL EXPENDITURES .......iincnseercrinessnsnsannne

REVENUES OVER (UNDER)
EXPENDITURES

OTHER FINANCING SOURCES (USES):
Bonds issued

Premium on bonds/refunding bonds issued............cccccovurnnne
Transfers in—Note H

Transfers out—Note H

Capital lease and installment purchase obligations................

NET OTHER FINANCING
SOURCES (USES)

NET CHANGE IN FUND BALANCES........ccooosvurererenne
FUND BALANCES, JULY 1, 2005.......cceeeerernurenensnsnnnsenns

FUND BALANCES, JUNE 30, 2006........cccoervueurenensusnresenens

General
Fund

$ 24,783,040
294,728
14,662,940
2,750,226

141,656

14

78,905

42,711,509

2,062,113
3,278,962
23,135,166
11,666,929
297,854
956,411
443,270
27,758

5,064

41,873,527

837,982

88,930
(827,040)
568

(737,542)

100,440
2,869,109

$ 2,969,549

Motor
License

Fund

$ 2,033,227
899,690
1,413,434
98,403
83,511

3,697

4,531,962

51,738
553,679

1,024
1,679,517
1,924,821

4,210,779

321,183

(48,630)

(48,630)

272,553

1,276,525
$ 1,549,078

Tobacco
Settlement

Fund

$ R

125,227

94,044

473,210

692,481

133,569
383,846
187

517,602

174,879

(29,301)

(29,301)

145,578
949,703

$ 1,095,281

Nonmajor

Funds

$ 301,556
417,450
146,374
121,956
106,145

183

20,171

1,113,835

223,261
444,759
584,065

63,931
149,410
457,397
325,378
130,065

492,355

343,354

3,213,975

(2,100,140)

914,000

54,420

1,319,421
(38,380)

2,249,461

149,321

1,886,653
$ 2,035,974

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

$ 27,117,823
1,611,868
16,347,975
2,970,585
425,356

183

14

575,983

49,049,787

2,337,112
4,410,969
24,103,077
11,731,884
447264
1,413,995
2,448,165
2,082,644

492,355
348,418

49,815,883

(766,096)

914,000
54,420
1,408,351

(943,351)
568

1,433,988

667,892

6,981,990
$ 7,649,882



RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND
BALANCES-GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES

For the Fiscal Year Ended June 30, 2006

COMMONWEALTH OF PENNSYLVANIA
(Expressed in Thousands)

The governmental funds Statement of Revenues, Expenditures and Changes in Fund Balances reports events and activities that affect, on a current
financial resources basis, fund balance changes during the fiscal year. The governmental activities column on the government-wide Statement of
Activities conveys information on an economic basis. In effect, the government-wide statement demonstrates all expenses and revenues related to
the operation of the government for the fiscal year ended June 30, 2006. Expenses such as depreciation and certain claims and judgments and
revenues that may not be collected for several months after fiscal-year end are included in the government-wide statement but are not included in
the governmental funds statement. This reconciliation reports all economic events during the fiscal year that appear on the government-wide
Statement of Activities but are not included in the governmental funds statement.

Net change in total fund balances of governmental funds $ 667,892

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
government-wide statements capital outlays are reported as increases in capital assets
(not expenses) and the cost of general capital assets is allocated over their estimated
useful lives and reported as depreciation expense. All depreciation is reported
as part of functional program expenses. (Refer to Note E) The current amounts were:

Capital asset acquisitions (NEt).........c.cceeerieuioireerieiieeereeeeenens $ 2,053,776
Depreciation EXPENSE.......eeueruerueeeerrerrerieieeereesesseneeeesessessessesseeesens (925,283)
Capital lease, installment purchase and related payments................. 568
Net excess of capital asset additions/installment purchase
payments OVer depreciation EXPEINSE. .......c.coueueurrueueirueuerueueiereuereeteseeseseeesesteeesesessesesseseseseeseesaeseseesenesnes 1,129,061

Bond proceeds provide current financial resources to governmental funds; however, issuing
bonds increases general long-term liabilities in the statement of net assets. During the
current fiscal year, proceeds were received from:

Total bond proceeds, includes premium of $54,420 .....c..ccveiririerieiieiieeneeeeee et (968,420)

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

Total long-term debt TePAYMENL.........c.ccoiuiiiiiiiiiiciiiiccee e 492,355

Internal service funds charge the costs of certain goods and services to
individual funds. The net gain of the internal service funds is reported
as part of GOVErnMENtal ACHIVITIES EXPEISES. .....c..cucuirueueirieuirieteiirtetiee ettt et et se et et s e e s se e e e e s s e s e s et e s se s e e bt eaese e eaenteneseseenenes 33,266

Certain tax and other revenues due by fiscal year end will not be collected for several months
or years after fiscal year end; they are not considered available revenues
in the governmental funds, but they are reported as revenues in the statement of aCtIVIIES.........c.ccovveuiririeiiniiirincernceeeeereane 326,420

Certain expense adjustments are reported in the statement of activities because they are due
and payable and are funded with future economic resources rather than current available
FINANCIAL TESOUITES. ....euveeveeurertieierteetteteettetesteestesteeteessesseesseseessensesseassasseessansesssassesseessanseesaenseeseassesseessasseassensesseessensesssensensennsensanns 112,174

Net change in governmental net assets in the statement of activities $ 1,792,748

- The notes to the financial statements are an integral part of this statement. -
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STATEMENT OF NET ASSETS

Proprietary Funds June 30, 2006
COMMONWEALTH OF PENNSYLVANIA Enterprise Funds
(Expressed in Thousands) State
Workers'
L State Tuition Internal
Compensation Fund Lottery Payment Nonmajor Service
Fund (Dec. 31, 2005) Fund Fund Funds Total Funds
ASSETS
Current assets:
Cash $ - $ 6,714 $ 300 $ 313 $ 18,110 $ 25437 $ 5,002
Cash with fiscal agents—Note D.........cccccoeuvieiviiivinnnnns 1,550,112 - - - - 1,550,112 -
Temporary inve —Note D. 3,972 864,975 643,492 309,756 346,065 2,168,260 75,801
Receivables (net):
Unemployment 554,687 - - - - 554,687 -
Accounts 80,350 126,153 12,443 - 3,515 222,461 5,401
Accrued interest. - 12,999 - 4,159 347 17,505 -
Loans—Note G - - - - 46,236 46,236 -
Other - - 13 - 110 123 -
Due from other funds—Note H........ccooveveivieeiiieeins 2,811 - - - 2,104 4915 17,307
Due from pension trust fund - - - - 19 19 8
Due from component units—Note H.........ccccovuvirinnnnnne 362 - - - 7 369 507
Due from Federal government 3,209 - 1,699 - - 4,908 1
Due from political subdivisions. 14,521 - - - - 14,521 50
Due from other governments .... 14,524 - - - - 14,524 215
Inventory. - - - - 215,292 215,292 10,520
Prepaid expense: - - - - 4 4 -
Other asset: - 2,587 15,730 - - 18,317 88
Total current assets 2,224,548 1,013,428 673,677 314,228 631,809 4,857,690 114,900
Noncurrent assets:
Long-term in - 1,538,554 9,013 949,598 - 2,497,165 -
Receivables (net):
Loans—Note G. - - - - 213,553 213,553 -
Non-depreciable capital assets—Note E:
Land - - - - 323 323 6
Construction in progres: - - - - 3,522 3,522 -
Depreciable capital assets—Note E:
Land improvements - - - - _ _ 317
Buildings and building improvements............cccocceveennee - - - - 40,014 40,014 3,521
Machinery and equipment. - 2,678 42,800 - 66,532 112,010 94,805
Less: accumulated depreciation .............ccoeeeveevreenns - (1,095) (11,029) - (61,049) (73,173) (59,430)
Net depreciable capital asset: - 1,583 31,771 - 45,497 78,851 39,213
Other assets - - - - - - -
Total NONCUITENt ASSELS ......ocvvrvrrvriieieiieiicicicieis - 1,540,137 40,784 949,598 262,895 2,793.414 39,219
TOTAL ASSETS, 2,224,548 2,553,565 714,461 1,263,826 894,704 7,651,104 154,119
LIABILITIES
Current liabilities:
Accounts payable and accrued liabilities. . 93,461 10,837 233,937 13,997 116,590 468,822 18,533
Tuition benefits payable—Note F. - - - 129,305 - 129,305 -
Securities lending obligation 455 629,246 76,465 165,484 39,350 911,000 8,679
Due to other funds—Note H........cocoovrreveieienieiiieeees 5 - 58 15 3,505 3,583 437
Due to pension trust fund - - 14 - 160 174 21
Due to political subdivision - - 910 - - 910 -
Due to other government: 7,156 - 102 - 677 7,935 40
Unearned revenue. - 166,605 14,158 - 2,969 183,732 8
Self insurance. - 335 213 - 3,816 4,364 303
Compensated absence: - 345 255 - 4,097 4,697 292
Advances from other fund: - 1,669 - - 88,000 89,669 14,300
Other liabilitie: - 35,442 - - - 35,442 -
Total current liabilitie: 101,077 844,479 326,112 308,801 259,164 1,839,633 42,613
Noncurrent liabilities:
Tuition benefits payable—Note F. - - - 949,175 - 949,175 -
Insurance loss liability—Note F... . - 1,426,177 - - 610 1,426,787 -
Capital lease. - - 28,259 - - 28,259 -
Compensated at - 1,810 1,564 76 26,798 30,248 1,617
Self insurance. - 1,305 830 - 14,866 17,001 1,178
Other liabilitie: - 3,962 - - - 3,962 -
Total noncurrent liabilitie: - 1,433,254 30,653 949,251 42,274 2,455,432 2,795
TOTAL LIABILITIES, 101,077 2,271,733 356,765 1,258,052 301,438 4,295,065 45,408
NET ASSETS
Invested in capital assets, net of related debt................... - 1,583 31,771 - 49,340 82,694 39,219
Restricted for:
Smoking cessation and other health-related programs... - - - - 4,814 4,814 -
Transportation - - - - 52,960 52,960 -
Unemployment/workers' compensation...............ccc..... 2,123,471 274,249 - - - 2,397,720 -
Elderly program: - - 325,925 - - 325,925 -
Economic stimulu; - - - - 212,792 212,792 -
Administrative and internal Services..............cocoovrvveunnen - - - - - - 69,492
Emergency support. - - - - 126,505 126,505 -
Other purposes—Note C.........ccccceeeeeurnnnneieieneccas - - - 5,774 146,855 152,629 -
Unrestricted (deficit). - - - - - - -
TOTAL NET ASSETS....ccooovenernernnrnnrsssssssssssssssssns $  2,123471 $ 275,832 $ 357,696 $ 5,774 $ 593,266 $ 3,356,039 $ 108,711

- The notes to the financial statements are an integral part of this statement. -
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STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN FUND NET ASSETS

Proprietary Funds

For the Fiscal Year Ended June 30, 2006

COMMONWEALTH OF PENNSYLVANIA
(Expressed in Thousands)

OPERATING REVENUES:
Sales and services

Investment income
Interest on loans
Other.

OPERATING REVENUES BEFORE PROVISION
FOR UNCOLLECTIBLE ACCOUNTS.....ccoeveuntntnrsereenenensnsssnnns

Provision for uncollectible accounts

NET OPERATING REVENUES

OPERATING EXPENSES:
Cost of sales and services
Interest expense
Deprer‘intinn
Other.

Ly

TOTAL OPERATING EXPENSES

OPERATING INCOME

NONOPERATING REVENUES (EXPENSES):
Investment income
Other revenues
Other expenses

NONOPERATING REVENUES, NET

INCOME BEFORE CONTRIBUTIONS
AND TRANSFERS

CONTRIBUTIONS AND TRANSFERS:

Capital contributions
Transfers out—Note H

TOTAL CONTRIBUTIONS AND TRANSFERS.

INCREASE IN NET ASSETS,

TOTAL NET ASSETS, JULY 1, 2005,

TOTAL NET ASSETS, JUNE 30, 2006

Enterprise Funds

State
Workers'
Unemployment Insurance State Tuition Internal
Compensation Fund Lottery Payment Nonmajor Service
Fund (Dec. 31, 2005) Fund Fund Funds Total Funds

$ 2372303 $ 427,532 $ 3,046,854 $ 113,831 $ 1,278,713 $ 7239233 $ 97,264
- - - 74,030 - 74,030 -

- - - - 8,325 8,325 -

86,203 438 76,900 - 2,636 166,177 422
2,458,506 427,970 3,123,754 187,861 1,289,674 7,487,765 97,686

- (16,806) - - (4,235) (21,041) -

2,458,506 411,164 3,123,754 187,861 1,285,439 7,466,724 97,686
1,998,613 391,028 2,617,836 138,275 1,187,439 6,333,191 60,759

- 4,270 - - - 4,270 -

- - 10,663 - 5,174 15,837 6,511

- - 75,766 - - 75,766 -

1,998,613 395,298 2,704,265 138,275 1,192,613 6,429,064 67,270
459,893 15,866 419,489 49,586 92,826 1,037,660 30,416
50,032 66,759 25,360 - 21,156 163,307 3,532

- - 1,431 - 12 1,443 1
- - - - (19 (19) (683)

50,032 66,759 26,791 - 21,149 164,731 2,850
509,925 82,625 446,280 49,586 113,975 1,202,391 33,266

- - - - 15,000 15,000 -

(3,000) - (380,000) - (82,000) (465,000) -

(3,000) - (380,000) - (67,000) (450,000) -

506,925 82,625 66,280 49,586 46,975 752,391 33,266
1,616,546 193,207 291,416 (43,812) 546,291 2,603,648 75,445

§ 2123471 $ 275,832 $ 357,696 $ 5,774 $ 593,266 $ 3,356,039 $ 108,711

- The notes to the financial statements are an integral part of this statement. -
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STATEMENT OF CASH FLOWS
Proprietary Funds

For the Fiscal Year Ended June 30, 2006

COMMONWEALTH OF PENNSYLVANIA
(Expressed in Thousands)

CASH FLOWS FROM OPERATING ACTIVITIES:

Receipts from employers
RECEIPLS fTOM CUSIOIMETS. ... vttt ettt ettt ettt
Receipts from borrowers..
RECEIPL Of PIEIMIUIMS. .....cvtitiietieteeietee ettt ettt ebe e b
Payments to programs for the elderly.
Payments to prize winners
Payments to participants
Payments to claimants

PaYMENts 10 DOITOWETS. ....c.coveuiuiiiteieiiiteiettie ettt ettt sttt b ettt ee st b nea
Payments for vendors, employees and other costs
Other receipts

NET CASH PROVIDED BY OPERATING ACTIVITIES

CASH FLOWS FROM NON-CAPITAL FINANCING ACTIVITIES
Net borrowings under advances from other funds
Transfers out

Capital contributions
NET CASH USED FOR NON-CAPITAL FINANCING ACTIVITIES...

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES:
Acquisition and construction of capital assets
Disposition of capital assets..
Capital lease payments ..........ccccceveveerenienne

NET CASH USED FOR CAPITAL AND RELATED FINANCING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES:
PUrchase Of INVESTMENES. .....c..evitirieiiitiieietireeet ettt ettt sttt ettt

Sales and maturities of investments
Investment income

Change in securities lending obligations
NET CASH PROVIDED BY (USED FOR) INVESTING ACTIVITIES

NET INCREASE (DECREASE) IN CASH

CASH AT JULY 1, 2005
CASH AT JUNE 30, 2006

Enterprise Funds

State
Workers'

Unemployment Insurance State Tuition Internal
Compensation Fund Lottery Payment Nonmajor Service
Fund (Dec. 31, 2005) Fund Fund Funds Total Funds
$ 2,340,188 $ 395,198 § -8 -8 - $ 2735386 $ -
- - 3,045,383 113,085 1,275,610 4,434,078 85,769

- - - - (1,473) (1,473) -

- - - - 6,171 6,171 -

- - (486,083) - - (486,083) -

- - (1,486,225) - - (1,486,225) -

- - - (82,587) - (82,587) -
(1,994,541) (266,831) - - (2,526) (2,263,898) -
- - - - (1,209) (1,209) -
- (70,961) (600,467) (1,097)  (1,195,552) (1,868,077) (65,994)

86,203 438 2,565 - 2,583 91,789 422
431,850 57,844 475,173 29,401 83,604 1,077,872 20,197
- (146) - - - (146) -

(3,000) - (380,000) - (82,000) (465,000) -

- - - - 15,000 15,000 -

(3,000) (146) (380,000) - (67,000) (450,146) -
- - - - (6,426) (6,426) (5,560)

- - - - 19 19 683

- - (12,157) - - (12,157) -
- - (12,157) - (6,407) (18,564) (4,877)

(5,649) (1,439,950) (1,270,425) (2,085,817) (851,754) (5,653,595) (302,220)
7,602 1,267,248 1,173,005 2,083,630 836,183 5,367,668 284,613
50,078 63,149 29,275 30,066 21,487 194,055 3,904
(499) 31,618 (14,901) (57,484) (14,720) (55,986) (671)
51,532 (77,935) (83,046) (29,605) (8,804) (147,858) (14,374)
480,382 (20,237) (30) (204) 1,393 461,304 946
1,069,730 26,951 330 517 16,717 1,114,245 4,056

@

1,550,112 § 6,714 § 300 S 313§ 18,110 § 1575549 § 5002




STATEMENT OF CASH FLOWS

Proprietary Funds For the Fiscal Year Ended June 30, 2006

COMMONWEALTH OF PENNSYLVANIA

(Expressed in Thousands) Enterprise Funds

6v

State
Workers'
Unemployment Insurance State Tuition Internal
Compensation Fund Lottery Payment Nonmajor Service
Fund (Dec. 31, 2005) Fund Fund Funds Total Funds
RECONCILIATION OF OPERATING INCOME (LOSS) TO NET
CASH PROVIDED BY (USED FOR) OPERATING ACTIVITIES
OPEIALING INCOIMIC. .. .c.eeeeeeieietetetetetsteteeet sttt es e ese s seaeseteseses s ses et e eaesesesssesesesesesesesesesssesanaea $ 459,893 § 15866 $ 419489 $§ 49,586 $ 92,826 $ 1,037,660 § 30416
Depreciation and amortiZAtioN..........c.c.ceveeeueiriririeeeirieieetreeesetsetere e sese et nens - - 10,663 - 5,174 15,837 6,511
Provision for uncollectible accounts... - 16,806 - - 4,235 21,041 -
Non-operating revenues (expenses).... - - 1,431 - 7) 1,424 (682)
Reclassification of iINVESTMENt INCOME. .......c.eruirieuiriirieietiieiieteieit ettt - - - (74,030) - (74,030) -
Changes in assets and liabilities:
Accounts receivable 4,175) (100,436) (980) (746) (9,823) (116,160) (4,892)
Unemployment compensation assessments receivable.. (22,531) - - - - (22,531) -
Inventory - - - - (27,438) (27,438) 293
Due from other funds 96 - - - 1,551 1,647 (6,746)
Due from component units.... (62) - - - 16 (46) (19)
Due from other governments 2,737 - (491) - - 2,246 (150)
Due from political subdivisions (8,180) - - - - (8,180) 1
Other current assets - (656) (1,910) - 1,044 (1,522) 17
Accounts payable and accrued liabilities 3,875 6,240 30,964 4,578 12,510 58,167 (4,698)
Tuition benefits payable - - - 50,020 - 50,020 -
DUE 0 OHET TUNAS. ...ttt enes (2,247) - 3 (28) 414 (1,858) (17)
Due to political subdivisions.... - - 910 - - 910 -
Due to other governments 2,444 - 67 - (57) 2,454 )
Unearned revenue - 68,758 12,165 - 436 81,359 -
Insurance loss liability - 52,367 - - (96) 52,271 -
OLhET THADTITIES. ... ettt ettt ettt - (1,101) 2,862 21 2,819 4,601 167
Total Adjustments, (28,043) 41,978 55,684 (20,185) (9,222) 40,212 (10,219)
NET CASH PROVIDED BY OPERATING ACTIVITIES $ 431,850 § 57,844 $§ 475173 § 29,401 $ 83,604 $§ 1,077,872 § 20,197
Increase (decrease) in fair value of investments during the fiscal year...........cccoevrerrireerinnnn $ 33) $ (12,227)  $ (5,462) $ 44492 §  (1,948) § 24855 § (372)

During the fiscal year ended June 30, 2006 the State Lottery Fund procured $42.3 million of capital assets through a capital lease transaction. There were no other material investing, capital or financing activities

that did not result in cash receipts or cash payments during the fiscal year.

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



STATEMENT OF FIDUCIARY NET ASSETS

Fiduciary Funds June 30, 2006
COMMONWEALTH OF PENNSYLVANIA
(Expressed in Thousands) Investment Private Purpose
Trust Trust
Fund Fund
Pension (and INVEST Program Tuition
Other Employee for Local Account
Benefit) Trust Governments Investment Agency
Funds (December 31, 2005) Program Funds
ASSETS
Cash—Note D $ 4,750 $ 35 $ - $ 16,709
Cash with fiscal agents—Note D.. - - - 63,869
Temporary investments—Note D. 29,824 582,569 1,247 1,129,979
Long-term investments—Note D - - 326,545 1,938,978
Short-term funds—Note D 5,315,493 - - -
Corporate obligations—Note D...........cccceceererernnnnnne 5,023,373 - - -
Collective trust funds—Note D. 11,937,696 - - -
Real estate—Note D 4,490,682 - - -
Alternative—Note D 8,812,116 - - -
Securities lending collateral—Note D. 9,453,089 - - -
Domestic equities—Note D.... 20,617,404 - - -
International equities—Note D.. 18,190,898 - - -
International private debt securities—Note D... 63,955 - - -
International public debt securitiecs—Note D. 2,655,577 - - -
Mortgage-backed securities—Note D 5,670,890 - - -
Mortgage loans—Note D 37,504 - - -
U.S. Treasury obligations—Note D.. 5,198,321 - - -
U.S. government agency debt securities—Note D........ 745,932 - - -
Receivables, net:
Taxes—Note G... - - - 24,682
Accounts 1,018 - 246 232,893
Accrued interest 94,994 - 135 1,716
L0oans—Note G......cceoveeviriieieeieeieeecieeeese e - - - 3,097
Pension contribution 433,387 - - -
Investment sale proceeds.. 1,583,174 - 35 180
Other.....covvveriecicicicienns 195,757 - - 177,371
Due from other funds—Note H. 1,919 - - -
Due from primary government—Note H 1,959 - - -
Due from component units—Note H. 4,736 - - -
Due from political Subdivisions.........ccecevvereririreicunecne 2,340 - - -
Due from other government: 21 - - -
Advances to other funds—Note H..........c.ccocovevevennnnn. - - - 82,500
Depreciable capital assets:
Machinery and equipment 11,045 - - -
Less: accumulated depreciation (10,402) - - -
Net depreciable capital assets. 643 - - -
Other assets . - - - 1,932,117
TOTAL ASSETS 100,567,452 582,604 328,208 5,604,091
LIABILITIES
Liabilities:
Accounts payable and accrued liabilities. 113,070 1,970 212 27,037
Investment purchases payable... 3,138,501 - 399 151
Securities lending obligations.... 9,453,089 - - 68,220
Due to primary government—Note H.. 5,476 - - -
Due to political subdivisions.. - - - 352,662
Due to other governments. - - - 11
Self insurance liabilities. - - - 285
Other liabilities 185,876 - - 5,155,725
TOTAL LIABILITIES 12,896,012 1,970 611 5,604,091
NET ASSETS:
Held in trust for:
Pension and other employee benefits.. 85,987,538 - - -
Healthcare benefits 181,634 - - -
Employee salary deferrals...........ccooovveinnncinnne 1,502,268 - - -
INVEST Program participants.............c.ccceeueuerenne - 580,634 - -
Tuition Account Program participants.............cc.c..... - - 327,597 -
TOTAL NET ASSETS $ 87,671,440 $ 580,634 $ 327,597 $ -

- The notes to the financial statements are an integral part of this statement. -
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STATEMENT OF CHANGES IN FIDUCIARY NET ASSETS

Fiduciary Funds For the Fiscal Year Ended June 30, 2006
COMMONWEALTH OF PENNSYLVANIA Private Purpose
(Expressed in Thousands) Investment Trust Trust
Fund Fund
Pension (and INVEST Program Tuition
Other Employee for Local Account
Benefit) Trust Governments Investment
Funds (December 31, 2005) Program
ADDITIONS:

Pension contributions:

BIMPIOYET.....vvoievieieciiecee ettt $ 679,318 $ - $ -
Employee 1,422,820 - -
Transfer in from other plans.... 42,916 - -
Total CONtIIDULIONS. ........eeeveiiriiciiieieecteeeee e 2,145,054 - -
Investment income:
Net appreciation in
fair value of INVEStMENTS........cc.eoviieeiiieecie e 9,248,744 - -
INLEIESt INCOME. ....eiivviirieeieeecteeeee ettt eaee e eaes 2,553,114 18,149 17,209
Dividend income.......... 128,480 - -
Rental and other income.. 115,594 - -
Total investment activity INCOME..........cceeeruervrerenieinieieenienas 12,045,932 18,149 17,209
Less: investment expenses
Investment activity expense... (447,590) (530) (1,932)
Net investment earnings. 11,598,342 17,619 15,277
Securities lending activities:
TNCOME.....iiiiiiiciiiteece et 386,924 - -
Expenses (351,430) - -
Total securities lending income.. 35,494 - -
Total net investment income 11,633,836 17,619 15,277
Share transactions (at net asset value
of $1.00 per share):
Shares purchased...........coeoeverieininieinieee e - 1,582,023 146,655
Shares issued in lieu of cash distributions - 15,370 103
Shares redeemed.........c..ccoverieiiinieinineeee e - (1,639,560) (68,225)
Net increase (decrease) in net assets from
Share tranSactions........c..eevuereeerierieerienieenieieeseeee e - (42,167) 78,533
TOTAL ADDITIONS 13,778,890 (24,548) 93,810
DEDUCTIONS:
Benefit payments........c..covveveiiinieinineereeeeeee e 6,066,559 - -
Refunds of contributions 23,545 - -
Transfers to other plans... 78,147 - -
Administrative expenses 71,561 - -
Other expenses 2,565 - -
Distributions to participants... - 17,484 104
TOTAL DEDUCTIONS 6,242,377 17,484 104
CHANGE IN PLAN NET ASSETS HELD IN TRUST FOR:
Pension and other employee benefits 7,409,742 - -
Healthcare benefits 6,605 - -
Employee salary deferrals 120,166 - -
INVEST program participant: - (42,032) -
Tuition Account Investment Program participants - - 93,706
Net assets, July 1, 2005 80,134,927 622,666 233,891
Net assets, June 30, 2006 $ 87,671,440 $ 580,634 $ 327,597

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

51



STATEMENT OF NET ASSETS

Discretely Presented Component Units June 30, 2006
COMMONWEALTH OF PENNSYLVANIA Pennsylvania Nonmajor
(Expressed in Thousands) Pennsylvania Pennsylvania Higher Pennsylvania Discretely
Turnpike Housing Education Infrastructure State System Presented
Commission Finance Assistance Investment of Higher Component
(May 31, 2006) Agency Agency Authority Education Units Total
ASSETS
Current assets:
Cash—Note D.... 192,831 7,457 193,025 368 105,538 329,637 828,856
Temporary investments—Note D. 483,479 892,387 211,103 432,680 230,436 182,777 2,432,862
Receivables:
ACCOUNLS ...ttt ettt e 26,355 - 15,714 - 116,705 915 159,689
ACCTUC INTEIES.......eeiiiiiciiicc e 6,561 - 187,676 2,213 - 2,541 198,991
Loans—Note G - 70,162 1,397,075 142,918 6,333 98,020 1,714,508
Lease rentals—Note G.. - - - - - 4,186 4,186
- - - - 18,307 1,545 19,852
Due from primary government—Note H 7,205 - - - - 63 7,268
Due from component units—Note H - - - 90 - - 90
Due from Federal government.. - - 67,231 1,315 - - 68,546
Due from other governments ... - - - - - 474 474
TIVENLOTY ...ttt 18,324 - - - 14,005 310 32,639
Prepaid and deferred expenses.. - - 6,286 18,593 6,876 128 31,883
Other assets - - 103,283 - 9,906 742 113,931
Total CUITENE ASSELS ..o 734,755 970,006 2,181,393 598,177 508,106 621,338 5,613,775
Noncurrent assets:
Long-term investments—NOte D......c.c.covvririeciinninneeeccenreenee 447,092 94,635 72,453 - 867,917 78,558 1,560,655
& Receivables (net):
ACCTUC INEETEST......eeveeeieeeeeeeeee ettt et e eae e eaeeeeens - 14,958 - - - - 14,958
Loans—Note G - 3,298,245 7,698,039 1,494,953 30,315 541,859 13,063,411
Lease rentals—Note G.. - - - - - 14,075 14,075
Non-depreciable capital assets—Note E:
156,816 - 2,946 - 33,733 161 193,656
Construction in progress... 875,755 - - - 199,798 6,066 1,081,619
Depreciable capital assets—Note E:
Land improvements... 56,604 - - - 165,532 - 222,136
Buildings and building improvements.. 651,848 - 70,280 - 1,245,649 140,557 2,108,334
Machinery and equipment... 305,176 - 25,471 - 261,649 39,108 631,404
Turnpike infrastructure . 4,129,467 - - - - - 4,129,467
LiDIary BOOKS. .....vvueueueiriiiieieieiri ettt - - - - 78,049 477 78,526
Other capital assets, - - 54,620 - - 2,780 57,400
Less: accumulated depreciation... (3,153,372) - (77,187) - (647,197) (92,195) (3,969,951)
Net depreciable capital assets... 1,989,723 - 73,184 - 1,103,682 90,727 3,257,316
Other assets.... 90,013 53,778 38,702 - 133,108 23,304 338,905
Total noncurrent assets . 3,559,399 3,461,616 7,885,324 1,494,953 2,368,553 754,750 19,524,595
TOTAL ASSETS 4,294,154 4,431,622 10,066,717 2,093,130 2,876,659 1,376,088 25,138,370
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STATEMENT OF NET ASSETS

Discretely Presented Component Units June 30, 2006
COMMONWEALTH OF PENNSYLVANIA Pennsylvania Nonmajor
(Expressed in Thousands) Pennsylvania Pennsylvania Higher Pennsylvania Discretely
Turnpike Housing Education Infrastructure State System Presented
Commission Finance Assistance Investment of Higher Component
(May 31, 2006) Agency Agency Authority Education Units Total
LIABILITIES
Current liabilities:
Accounts payable and accrued liabilities. 87,723 4,890 207,909 1,509 152,127 24,367 478,525
Securities lending obligations - - - 46,372 - 4,157 50,529
Due to primary government—Note H. - - - 3 - 7 10
Due to component units—Note H - - - 21 - - 21
Due to Other GOVEIMMENLS.......ccovveveveueeeucririirireeieieteieereerse et - - - - - 1 1
Interest payable 36,237 36,916 36,574 1,131 - 12,528 123,386
Unearned revenue. 19,453 - 13,667 - 41,426 384 74,930
Notes payable—Note J.... - - 159,009 - - 378 159,387
Bonds payable—Note K. - - - - 27,720 - 27,720
Revenue bonds payable—Note K. 52,660 171,033 - 14,775 - 40,320 278,788
Capital lease/installment purchase obligations—Note K.. - - 53,800 - - - 53,800
Compensated absences . 15,002 - 402 254 14,026 575 30,259
Other Habilities...........ccccviiiiiiiiiiicccc s - 709 103,283 1,625 167,765 1,260 274,642
Total current Habilities..........cocovuririiiceiiniiccieceee s 211,075 213,548 574,644 65,690 403,064 83,977 1,551,998
Non-current liabilities:
Unearned revenue - - - - 4,518 89 4,607
Demand revenue bonds payable—Note J.. - - 7,763,376 - - - 7,763,376
Notes payable—Note J - - 1,078,251 - 182,147 29,905 1,290,303
Bonds payable—Note K - - - - 501,935 - 501,935
Revenue bond payable—Note K.. 2,392,907 3,240,095 - 60,525 275,840 852,678 6,822,045
Capital lease/installment purchase obligations—Note K.. - - 135,117 - - 2,000 137,117
Compensated absences - - 15,807 - 75,137 1,711 92,655
Other liabilities............ 23,255 310,230 1,295 26,982 582,325 12,787 956,874
Total non-current Habilities...........coeeueueriicieueriniiceerceeeeaeae 2,416,162 3,550,325 8,993,846 87,507 1,621,902 899,170 17,568,912
TOTAL LIABILITIES 2,627,237 3,763,873 9,568,490 153,197 2,024,966 983,147 19,120,910
NET ASSETS—Note C:
Invested in capital assets, net of related debt............cccoevevveeecrinnnnenenes 666,356 - 8,589 - 451,356 43,606 1,169,907
Restricted for:
Capital projects... 830,412 - - 1,300,325 22,293 5,762 2,158,792
Debt service.. - 667,749 357,628 - - - 1,025,377
Other purposes. 170,149 - 132,010 639,608 378,044 97,113 1,416,924
UNCESIICTEA. ..ottt - - - - - 246,460 246,460
TOTAL NET ASSETS 1,666,917 667,749 498,227 1,939,933 851,693 392,941 6,017,460

- The notes to the financial statements are an integral part of this statement. -
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STATEMENT OF ACTIVITIES
Discretely Presented Component Units

For the Fiscal Year Ended June 30, 2006

COMMONWEALTH OF PENNSYLVANIA
(Expressed in Thousands)

EXPeNSes......coeviiiiiniiiiiiicciccc

Program revenues:

Charges for goods and services............cccccceeeuenee
Operating grants and contributions.......................
Capital grants and contributions..........c.ccccoeuenene.

Total program revenues

Net (expense) revenue

General revenues:

Taxes and other general revenues.............c.c.cu.....

Change in net assets

Net assets, July 1, 2005 (restated)—Note B......

Net assets, June 30, 2006

Pennsylvania Nonmajor
Pennsylvania Pennsylvania Higher Pennsylvania Discretely
Turnpike Housing Education Infrastructure State System Presented
Commission Finance Assistance Investment of Higher Component
(May 31, 2006) Agency Agency Authority Education Units Total
........ $ 707,868 $ 486,000 § 1,141,120 31,730 $ 1,680,690 § 174911 $ 4,222,319
......... 612,408 313,163 251,034 26,081 913,477 47,927 2,164,090
........ 90,295 190,461 902,513 27,607 795,350 106,048 2,112,274
........ 23,030 - - 106,116 24,359 13,233 166,738
725,733 503,624 1,153,547 159,804 1,733,186 167,208 4,443,102
17,865 17,624 12,427 128,074 52,496 (7,703) 220,783
........ 55,749 - - - - 1,812 57,561
73,614 17,624 12,427 128,074 52,496 (5,891) 278,344
........ 1,593,303 650,125 485,800 1,811,859 799,197 398,832 5,739,116
$ 1,666,917 § 667,749  § 498,227 1,939,933 ' § 851,693 § 392,941 § 6,017,460

- The notes to the financial statements are an integral part of this statement. -
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NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation

The basic financial statements of the Commonwealth of Pennsylvania have been prepared in accordance with accounting
principles generally accepted in the United States applicable to governments. The Governmental Accounting Standards Board
(GASB) establishes accounting and financial reporting requirements for governments.

Government-Wide Financial Statements

Government-wide financial statements report financial position and results of activities for the Commonwealth of Pennsylvania
as a whole. Separate columns are presented for governmental and business-type activities within the primary government
(defined below) and discretely presented component units. The Statement of Net Assets reports all economic resources (assets)
and all liabilities for the primary government of the Commonwealth. The Statement of Activities reports the total cost of
providing governmental services, by function, net of related program revenues, and, after including general revenues, reports
whether the total net assets of the government increased or decreased during the fiscal year ended June 30, 2006. The
government-wide financial statements do not include any fiduciary fund assets, liabilities or activities for the primary
government or component units (defined below) that are fiduciary in nature. Governmental activities within government-wide
financial statements include specific balances and transactions related to Internal Service Funds that are reported as proprietary
funds in fund financial statements. Business-type activities include information for all Enterprise Funds.

Financial Reporting Entity

Government-wide financial statements include separate columns and/or rows for the primary government and discretely
presented component units. Fiduciary component unit balances are reported in the Statement of Fiduciary Net Assets and
combining statements for all discretely presented component units are presented following fund financial statements as a
Statement of Net Assets and a Statement of Activities.

Primary Government: For financial reporting purposes, the Commonwealth of Pennsylvania is a primary government (PG).
The PG includes all publicly elected members of the executive, legislative, and judicial branches of the Commonwealth. The
PG also includes all Commonwealth departments, agencies, boards, and organizations that are not legally separate.

Component Units: In addition to the PG, the financial reporting entity includes discretely presented component units.
Component units include all legally separate organizations for which the PG is financially accountable, and other organizations
for which the nature and significance of their relationship with the PG are such that exclusion would cause the financial
statements to be misleading or incomplete. The criteria used to define financial accountability includes appointment of a voting
majority of an organization’s governing body and (1) the ability of the PG to impose its will on that organization or (2) the
potential for the organization to provide specific financial benefits to, or impose specific financial burdens on, the PG. Fiscal
dependency is also considered. The following organizations are included in the financial reporting entity as component units,
either by discrete presentation or as a Fiduciary Fund:

State Employees’ Retirement System (SERS) (Fiduciary Fund) - The SERS is a public employee retirement system that
covers Commonwealth employees. The PG appoints all voting board members and, on a very limited basis, imposes its will on
the SERS. The PG uses the SERS to provide pension benefits to PG employees. The PG makes essentially all employer
contributions to the SERS; PG employees make almost all of the employee contributions to the SERS (virtually all PG
employees are required to join the SERS). The PG is responsible for all of the SERS pension obligations. The SERS provides
services and benefits almost exclusively to the PG. The SERS administers both a defined benefit plan and a defined
contribution plan. The defined benefit plan is funded through a combination of employee contributions, employer contributions
and investment earnings. The defined contribution plan is funded by voluntary employee contributions and investment
earnings.

State Public School Building Authority (SPSBA) and Pennsylvania Higher Educational Facilities Authority (PHEFA) -
The SPSBA and the PHEFA issue limited obligation revenue bonds, the proceeds of which are used to finance the construction
of facilities for school districts and public/private colleges and universities. These bonds are repaid solely from lease/loan
payments from the schools. The PG appoints all nine voting members of the SPSBA and the PHEFA governing boards; nine
high-ranking members of the PG serve as ex-officio members of each board. As a result, the PG is able to impose its will. The
PG Department of Education approves the SPSBA projects (which indicates imposition of will and fiscal dependency).
Neither the PG nor the Authorities are obligated for debt service payments (beyond lease/loan payments from schools).
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NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Ben Franklin Technology Development Authority (BFTDA) - Similar to the predecessor Ben Franklin/IRC Partnership, the
BFTDA promotes economic development through interaction of technology development, modernization and training
programs. Industrial resource centers and technology centers, established through the BFTDA, also increase Pennsylvania
business competitiveness. The BFTDA works closely with the Department of Community and Economic Development
(DCED) and includes a Revolving Loan Program. The PG appoints all 21 voting members of the governing board. The PG
may appropriate funding for the BFTDA from the General Fund.

Port of Pittsburgh Commission (PPC) - The PPC promotes economic development throughout waterways in southwestern
Pennsylvania by constructing and/or financing transportation and recreation facilities. The PG appoints all 15 voting members
of the governing board and can remove board members at will. The PG provides funding for the PPC but is not required to do
SO.

Insurance Fraud Prevention Authority (IFPA) - The IFPA assists in the prevention, discovery, investigation and prosecution
of insurance fraud. The IFPA is funded through assessments paid by the insurance industry and through certain criminal and
civil fines, penalties and awards. The PG appoints six of seven voting members of the IFPA governing board; the Attorney
General serves ex-officio as one of these six members. A significant portion of IFPA expenditures funds the Section on
Insurance Fraud in the Office of Attorney General, this indicates a financial benefit/burden. The IFPA is not fiscally dependent
on the PG.

Philadelphia Shipyard Development Corporation (PSDC) - The PSDC was created as a nonprofit corporation to assist the PG
and other governmental entities in financing a shipbuilding facility at the former Philadelphia Naval Shipyard. The PSDC
obtains funding from the PG and a variety of other governmental sources to fund development, construction and job
recruitment and training costs. The PG appoints three of five voting board members and provides a significant portion of
funding for the PSDC. For the purposes of this report, the PSDC has a December 31, 2005 fiscal year end.

Philadelphia Regional Port Authority (PRPA) - The PRPA operates a port facility and manages port-related activities to
promote commerce and economic development in southeastern Pennsylvania. The PRPA charges rental and other fees to port
users and obtains other funding from the PG. The PRPA also issues revenue bonds to finance its activities. The PG appoints
all eleven voting board members and can remove board members at will. The PG provides operating and capital subsidies and
pays rent in amounts equal to PRPA debt service requirements. The PRPA is fiscally dependent on the PG, as the Governor
must approve the issuance of its debt.

Pennsylvania Higher Education Assistance Agency (PHEAA) - The PHEAA makes grants and loans to students to help fund
the cost of higher education. Lending institutions and post-secondary schools are involved in the loan program. The PG funds
the PHEAA grant program; the PHEAA issues revenue bonds to fund the student loan program. Revenue bonds are repaid
from student loan repayments. The PHEAA also services student loan portfolios for lending institutions. The PG appoints all
20 voting board members but does not significantly impose its will on the PHEAA. A significant PG financial burden exists
through subsidizing the grant program; also, although the PG is not obligated for the PHEAA revenue bonds, the PG could take
certain actions to satisfy bondholders. The PHEAA is fiscally dependent, as the Governor must approve the issuance of its
debt.

Pennsylvania Housing Finance Agency (PHFA) - The PHFA makes loans to eligible individuals and organizations to
purchase or construct housing. The loans benefit (older adults, persons of modest means, and persons with disabilities) low
and moderate-income individuals and families. The PG appoints all voting board members; four of the fourteen members may
be removed at will. The Secretary of Banking, the Secretary of Community and Economic Development, the Secretary of
Public Welfare, and the State Treasurer serve as ex-officio members. The Governor is required to request an appropriation
from the General Assembly for the PHFA whenever a deficiency exists in the capital reserve account or if additional funds are
needed to avoid a default on the PHFA debt. This represents a PG moral obligation for the PHFA debt. The Governor must
approve the issuance of the PHFA debt.

Patient Safety Trust Authority (PSTA) - The PSTA is charged with taking steps to reduce and eliminate medical errors by
identifying problems and recommending solutions that promote patient safety in hospitals, ambulatory surgical facilities and
birthing centers. The Board of Directors has 11 members: the Pennsylvania Physician General, who serves as the Board chair,
six members appointed by the Governor representing specific professional occupations, and four members appointed by the
General Assembly. The Pennsylvania Department of Health determines whether or not PSTA recommendations will be
adopted, establishing PG imposition of will; further, the enabling legislation limits the amount of assessments PSTA charges
medical facilities to fund PSTA activities.
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Pennsylvania Industrial Development Authority (PIDA) - The PIDA collaborates with local industrial development
corporations to make loans that help preserve or expand the work force, assist targeted economic areas or assist specific
companies. Loans are made at lower-than-market interest rates; the interest rates are based on local unemployment and other
economic conditions. The PIDA issues revenue bonds to finance the loan program. Loan repayments are used for debt service
payments. The PIDA operates closely with the DCED. The PG appoints all voting board members and is able to impose its
will on the PIDA. The PG has provided contributed capital; “excess” PIDA funds are transferred to the General Fund. The
PG is not obligated for the PIDA debt, but the PG could take certain actions to satisfy bondholders.

Pennsylvania Infrastructure Investment Authority (PENNVEST) - PENNVEST makes grants and low-interest loans to local
governments and authorities, businesses and nonprofit organizations for the construction, improvement, repair or rehabilitation
of drinking and waste water systems. The PENNVEST obtains funds through Commonwealth general obligation bond
proceeds (approved by referendum), revenue bonds, the Federal government and contributed amounts from Commonwealth
funds. Loan repayments finance the PENNVEST debt service costs. PENNVEST operates closely with the Department of
Environmental Protection. The PG appoints all voting board members; there are limitations on three of the thirteen
appointments. By issuing general obligation debt and providing the proceeds to the PENNVEST as contributed capital, the PG
creates a significant financial burden. The PG is not obligated for the PENNVEST debt, but the PG could take certain actions
to satisfy bondholders. Upon dissolution, the assets of the PENNVEST revert to the Commonwealth.

Pennsylvania Turnpike Commission (PTC) - The PTC was created to construct, maintain and operate a turnpike system in the
Commonwealth. Activities are financed through user tolls and the issuance of revenue bonds. Debt service payments are
funded through user tolls.  The PTC works closely with the Department of Transportation. The PG appoints all voting
members. When all the PTC bondholders have been satisfied, the PTC assets revert to the Department of Transportation. The
Governor must approve the issuance of all PTC debt. The PG is not obligated for PTC debt, but the PG could take certain
actions to satisfy bondholders. The PTC is included for its fiscal year ended May 31, 2006.

State System of Higher Education (SSHE) - The SSHE was created to provide instruction for postsecondary students. The
SSHE is composed of fourteen universities and an administrative headquarters. Resources are provided by student tuition,
grants and PG subsidies. The PG appoints all 20 voting board members, which in turn appoint the university presidents and
chancellor. Five of the appointments must be trustees of universities; three must be students. The PG provides significant
operating and capital subsidies to the SSHE. The PG is not obligated for the SSHE debt, but the PG could take certain actions
to satisfy bondholders.

Commonwealth Financing Authority (CFA) - The CFA administers and funds economic stimulus programs; the programs
offer financial assistance through loans, grants, guarantees, sales, leases, investments, lines and letters of credit, and other
authorized financial arrangements. The PG appoints the four voting members of the Board of Directors and may remove these
members at will. The Secretary of Community and Economic Development, Secretary of the Budget, and Secretary of
Banking serve as ex-officio members of the Board. The CFA is authorized to issue limited obligation revenue bonds and other
types of limited obligation revenue financing. The bonds are payable solely from CFA revenues or funds appropriated to the
CFA by the Commonwealth. While the enabling legislation provides that CFA bonds are not a debt or obligation of the
Commonwealth, it is anticipated that General Fund appropriations will be required to support the annual debt service cost on
CFA debt. The CFA is fiscally dependent on the PG, as the Secretary of the Budget must certify that the General Fund can
support any appropriations needed to pay the debt service payments or costs incurred in any bond issuance.

Thaddeus Stevens College of Technology (College) - Founded in the early twentieth century, the College was financially
reported as part of the PG through and including the fiscal year ended June 30, 2003. Legislation effective July 1, 2003
amended the Board of Directors to a body politic and corporate constituting a public corporation, making the College an entity
legally separate from the PG. The Governor, by and with the advice of the Senate, appoints nine members of the Board, and
the Secretary of Education serves as an ex-officio member. Although the PG selects the members of the Board, the members
have great latitude to manage the College subsequent to their appointment. The PG has some ability to influence the structure
or content of the College’s budget through overview of the Department of Education. The College presents a financial burden
to the PG, as the PG appropriates monies for College operations.

Pennsylvania Life and Health Insurance Guaranty Association (PLHIGA) (Fiduciary Fund) - The PLHIGA was created to
protect insurance policy owners, insured persons, beneficiaries, annuitants, payees and assignees of direct non-group life,
health, annuity and supplemental policies or contracts from potential insurer failure due to the impairment or insolvency of the
insurer. The PLHIGA guarantees the payment of insurance benefits and continuation of coverage by assessing member
insurers. The PLHIGA is also authorized to assist the Pennsylvania Insurance Commissioner in the prevention and detection of
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insurer impairments or insolvencies. The PG has appointment approval authority for all governing board members and the
Insurance Commissioner has broad authority to impose will on the PLHIGA. There is a minor financial burden on the PG.
The PLHIGA is reported for its fiscal year ended December 31, 2005.

Pennsylvania Property and Casualty Insurance Guaranty Association (PPCIGA) (Fiduciary Fund) - The PPCIGA was
created to provide for the payment of insured property and casualty policy claim losses and to avoid losses to claimants or
policyholders as a result of insurer insolvency. The PPCIGA guarantees the payment of insurance benefits and continuation of
coverage by assessing member insurers. The PG has appointment approval authority for all governing board members and the
Insurance Commissioner has broad authority to impose will on the PPCIGA. There is a minor financial burden on the PG. The
PPCIGA is reported for its fiscal year ended December 31, 2005.

Public School Employees’ Retirement System (PSERS) (Fiduciary Fund) - The PSERS was created to administer and
provide pension benefits to public school employees in Pennsylvania. The PSERS covers almost all such employees. Covered
elementary and secondary school employers make employer contributions with the PG reimbursing each employer at least half
their required annual contribution. Employer contributions for covered employees of higher education institutions and covered
employers and the PG share state-owned schools equally; all covered public school employees also contribute. The PG
appoints eight of fifteen voting board members; the seven other members are appointed by active or retired public school
employees or are appointed by public school boards. In addition to making significant contributions to the PSERS, the PG
guarantees the payment of all annuities and other pension benefits. This represents a compelling PG financial burden.

Pennsylvania Economic Development Financing Authority (PEDFA) - The PEDFA was created to lend money primarily to
businesses to promote economic development in the Commonwealth. The PEDFA issues revenue bonds to fund specific
projects only and repayments are derived solely from project revenues. The debt is considered non-recourse, as the Authority is
not obligated to bondholders beyond amounts received by the Authority from the funded projects. Financial statement
information for the PEDFA is not reported because its only activity involves conduit debt. The PG appoints all sixteen board
members; five members are ex-officio. The PG is not obligated for the PEDFA debt, but the PG could take certain actions to
satisfy bondholders. Upon dissolution, the assets of PEDFA revert to the Commonwealth.

Pennsylvania Energy Development Authority (PEDA) - The PEDA was created to promote the development of energy
sources within the Commonwealth. The PEDA issued revenue bonds and lent the proceeds to fund four specific projects. Loan
repayments are derived solely from project revenues. The debt is considered non-recourse, as the PEDA is not obligated to
bondholders beyond amounts received from the funded projects. The PEDA has not issued any debt since 1990. Financial
statement information for the PEDA is not reported because its only significant economic activity involves conduit debt. The
PG appoints all 19 board members; six members are ex-officio. The Governor must approve the issuance of Authority debt.
The PG is not obligated for the PEDA debt, but the PG could take certain actions to satisfy bondholders. The PEDA board
reviewed and approved funding for certain alternative energy grant applications during the fiscal year ended June 30, 2006.

Financial Statements for Component Units and Investment Trust Fund

Audited financial statements for component units are available by writing to the Commonwealth Comptroller, Room 207
Finance Building, Harrisburg, PA 17120. The Commonwealth sponsors the INVEST Program for Local Governments, an
external investment pool, which is reported as an Investment Trust Fund. Audited financial statements for that Program are
also available through the Commonwealth Comptroller.

Related Organizations

The Commonwealth created the Pennsylvania Municipal Retirement System (PMRS). The PG appoints all eleven
governing board members but is not financially accountable, as there is no imposition of will, no financial benefit/burden, nor
fiscal dependency associated with the PMRS. Local governments are the only participants in the PMRS. Participation is
voluntary and there are variations among different municipal pension plans. Local participating governments are financially
responsible only for their own plan obligations. The Commonwealth provides accounting services to the PMRS on a cost
reimbursement basis.

The Commonwealth also created the Automotive Theft Prevention Authority (ATPA). The PG appoints all seven governing
board members but is not financially accountable due to a lack of imposition of will and no financial benefit/burden. The
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ATPA is not fiscally dependent on the PG. The operation of the ATPA is funded by an annual assessment paid by companies
providing automobile insurance in the Commonwealth. The PG processes cash receipts and disbursements for the ATPA.

The Philadelphia Parking Authority (Authority) is financially reported as a discretely presented component unit in the City
of Philadelphia’s (City) financial reporting entity. During 2001, the General Assembly passed Senate Bill 780 that provided, in
part, for the Commonwealth to appoint a voting majority of the Authority’s governing board. The law provided for an increase
from five to eleven board members; the Commonwealth appointed six new members by June 30, 2001. Through June of 2006,
existing members’ (appointed by the City) terms are to expire and neither the Commonwealth nor the City is to appoint
replacements for the five current members. Beginning June 1, 2006 the board is to consist of six members. Subsequent to
passage of the 2001 law, the Authority and the City pursued several legal actions contesting, among other things, the
constitutionality of the new law.

The Philadelphia School District (School District) is financially reported as a discretely presented component unit in the City
of Philadelphia’s (City) financial reporting entity. During 2001, the General Assembly passed Senate Bill 640 that provided, in
part, for several changes to the Public School Code. Among other things, the changes provide for the Commonwealth to
appoint a voting majority of the School Reform Commission that now governs the School District. Despite these changes, the
School District remains fiscally dependent on the City.

Joint Venture

The Commonwealth, through its Office of Administration, created the Pennsylvania Employees’ Benefit Trust Fund (PEBTF)
using a contractual agreement with various Commonwealth employee labor unions. The PEBTF establishes and provides
Commonwealth employee health and welfare benefits. A governing board administers the PEBTF; one-half of the board is
appointed by the Commonwealth and one-half is appointed by the various unions. Neither the Commonwealth nor the unions
control the governing board or the PEBTF; administration is jointly and equally shared. The Commonwealth and certain of its
employees pay for the cost of providing benefits. Contribution amounts are based on the terms contained in collective
bargaining agreements. Employee unions are not financially responsible for making contributions. Neither the
Commonwealth nor the employee unions have an equity interest or any ongoing financial interest in the PEBTF. Aside from
its obligation to make periodic, established contributions, the Commonwealth is not responsible for any obligations of the
PEBTEF.

Excluded Organizations

School districts, local governments and counties are considered separate, stand-alone primary governments because they are
governed by popularly elected officials. Secondary vocational-technical schools, intermediate units and community colleges
were considered as potential component units, but have been excluded from the financial reporting entity. These schools may
receive significant PG operating and/or capital subsidies, but the PG does not appoint a voting majority of governing board
members, nor does the PG impose its will on these organizations. Although various Commonwealth laws affect or strongly
influence these organizations, the PG does not control day-to-day operating decisions. These organizations are not fiscally
dependent. The PG appoints a portion, but not a voting majority, of the governing boards at the following four universities
(commonly referred to as state related): Pennsylvania State University, University of Pittsburgh, Lincoln University and
Temple University. The PG provides significant subsidies; however, given the absence of PG appointment of a governing
board voting majority and the lack of fiscal dependency, these universities are excluded from the financial reporting entity.

Primary Government — Fund Structure

Fund Accounting: In governmental accounting, a fund is defined as an independent fiscal and accounting entity, with a self-
balancing set of accounts, recording cash and/or other resources together with all related liabilities and equities which are
segregated for the purpose of carrying on specific activities or attaining certain objectives in accordance with the fund’s special
regulations, restrictions or limitations. In the Commonwealth, funds are established by legislative enactment or, in certain rare
cases, by administrative action.

The fund financial statements include: three major governmental funds and total nonmajor governmental funds; four major

enterprise funds and total nonmajor enterprise funds; and all fiduciary funds. The Commonwealth uses the following fund
categories to account for each fund included in the primary government:
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Governmental Funds
General Fund—Accounts for all financial resources except those required to be accounted for in another fund.

The General Fund is the Commonwealth’s main operating fund and is reported as a Major Fund. Other Major Funds are
displayed in bold print in the Notes to the Financial Statements.

Special Revenue Funds—Account for the proceeds of specific revenue sources (other than debt service or capital projects
funds) that are legally restricted to expenditures for specified purposes. The Motor License Fund and the Tobacco Settlement
Fund are reported as Major Funds.

The Motor License Fund receives revenues from liquid fuels taxes, licenses and fees on motor vehicle registrations and
operating privileges, aviation fuel taxes, federal aid for highway and aviation purposes, contributions from local subdivisions
for highway projects and other miscellaneous revenues. The Fund makes expenditures for highway and bridge improvement,
design, maintenance, and purchases of rights-of-way, as well as aviation activities and transportation licensing and safety
activities. It also finances State Police highway patrol operations and pays subsidies to local subdivisions for construction and
maintenance of roads.

The Tobacco Settlement Fund was originally established to deposit all payments received by the Commonwealth pursuant to
the Master Settlement Agreement with tobacco product manufacturers. Deposits into this fund include: jurisdictional
payments received by the Commonwealth from the master agreement, strategic contribution payments from the master
agreement and earnings from investments. Expenditures from this fund are determined by the annual budget appropriated to
each program distributed as follows: 8 percent to the Health Endowment Account; 13 percent for Home and Community
Based Services; 12 percent for Tobacco Use Prevention and Cessation; 19 percent for Health Related Research; 10 percent for
Uncompensated Care; 30 percent for Health Investment Insurance; and 8 percent for the expansion of the PACENET Program.

Debt Service Funds—Account for the accumulation of resources, principally transfers from other funds, for the payment of
general long-term debt principal and interest. There are no major debt service funds.

Capital Projects Funds—Account for financial resources to be used for the acquisition or construction of major capital
facilities, including those provided to political subdivisions and other public organizations (other than those financed by
Proprietary or Fiduciary Funds). There are no major capital projects funds.

Proprietary Funds

Enterprise Funds—Account for operations that are financed and operated in a manner similar to private business enterprises.
Costs of providing goods and services to the general public on a continuing basis, including depreciation, are financed or
recovered primarily through user charges. The State Lottery Fund, State Workers’ Insurance Fund, Unemployment
Compensation Fund and Tuition Payment Fund are all reported as Major Funds.

The State Lottery Fund provides for the operation of the Pennsylvania State Lottery and for programs to support older
Pennsylvanians. Revenues are derived from the sale of lottery tickets, interest earned on securities and deposits, unclaimed
prize monies and Federal grants. Fund expenses pay for prizes to holders of winning lottery tickets and commissions to local
lottery agents. Amounts remaining after payment of lottery prizes and commissions are used to fund programs benefiting older
Pennsylvanians including PENNCARE, PACE, PACENET, free mass transit and reduced fare shared-ride programs, and
property tax and rent rebates.

The State Workers’ Insurance Fund (SWIF) was created by legislation on June 2, 1915 and operates within the Department
of Labor and Industry. It is a self-sustaining fund providing workers’ compensation insurance to employers, including those
who are refused policies by private insurance firms. SWIF is subject to underwriting rules, classifications and rates
promulgated by rating bureaus authorized by the Commonwealth Insurance Commissioner. Premium rates are established by
the bureaus based on the history of accidents by industry classification. Revenues are generated by premiums charged to
policyholders plus investment income. Workers’ compensation payments and administration costs are paid from the Fund. The
State Workers’ Insurance Fund is included for its fiscal year ended December 31, 2005.

The Unemployment Compensation Fund is comprised of four basic components: the Employer Contribution Fund (Fund
63), the UC Benefit Payment Fund (Fund 64), the Special Administration Fund (Fund 21), and the UC Trust Fund in
Washington, D.C. The purpose of these funds is to collect employer assessments for UC (Fund 63) and transfer the
assessments to the Federal government for deposit in the UC Trust Fund. As needed, these funds are drawn back to pay

61



NOTES TO FINANCIAL STATEMENTS June 30, 2006

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

unemployment compensation payments to claimants (Fund 64). Fund 21 is used to isolate penalty and interest charges from
employers and claimants. It is used to supplement grant-funding shortfalls and pay audit disallowances with any remaining
amounts over $200 thousand being transferred to the UC Trust Fund in Washington, D.C. each June 30. Fund 64 also receives
amounts from the Federal government to reimburse Pennsylvania for those Federal workers who collected UC benefits from
Pennsylvania.

The Tuition Payment Fund offers a college savings program with a guaranteed rate of return based on increases in the cost of
tuition. The program is administered by the Tuition Account Program Bureau within the Treasury Department with oversight
by the Tuition Account Program Advisory Board. Revenue is derived primarily from application fees, participant contributions
and investment income. Fund expenses consist mainly of payments to educational institutions and administrative costs.

The State Stores Fund is reported for its fiscal year ended June 27, 2006.

Internal Service Funds—Account for the financing of goods or services provided by one department or agency to other
departments or agencies of the Commonwealth, or to other governmental units, on a cost-reimbursement basis. The Purchasing
Fund is used to purchase materials, supplies, services, and equipment for use by departments, agencies, boards, and
commissions of state government, and to pay costs associated with administering the fund. The fund receives reimbursements
from the various Commonwealth departments, boards, and commissions for the materials, services, and supplies they obtain
from appropriations and periodic loans from the General Fund, from the sale of vehicles and unserviceable property and from
interest earned on securities. The Manufacturing Fund is a fund that uses inmate labor to produce items for the Department of
Corrections and other state agencies. The revenue source is the sale of items produced or services provided. Expenses are for
raw materials, inmate labor, and general and administrative costs.

Fiduciary Funds

Trust and Agency Funds—Account for assets held by the Commonwealth in a trustee capacity or as an agent for
individuals, private organizations, other governmental units and/or other funds. These include Pension (and other employee
benefit) Trust Funds, an Investment Trust Fund, a Private Purpose Trust Fund and Agency Funds.

The State Employees' Retirement System, a pension trust fund, is a component unit and accounts for the payment of retirement,
disability and death benefits to members of the State Employees' Retirement System and their beneficiaries. The Deferred
Compensation Fund is an other employee benefit pension trust fund that collects and administers amounts contributed by
Commonwealth employees who are deferring a portion of their income until future years, in accordance with Internal Revenue
Code Section 457.

The INVEST Program for Local Governments is an Investment Trust Fund that invests amounts owned by local governments
and school districts.

The Tuition Account Investment Program is a Private Purpose Trust Fund that invests amounts on behalf of participants who
are saving for college tuition costs. The largest Agency Fund, the Statutory Liquidator Fund, converts the remaining assets of
insolvent insurance companies to cash for remittance to policyholders, creditors and stockholders in accordance with the order
of distribution established in Article V of the Pennsylvania Insurance Department Act of 1921 and on a Commonwealth Court
approved percentage of claim basis. The Underground Storage Tank Indemnification Fund holds assets on behalf of owners
and operators of underground storage tanks who incur a liability for taking corrective actions associated with underground
storage tank releases. The Municipal Pension Aid Fund holds a portion of casualty insurance company tax assessments, which
are remitted to municipalities to help defray municipal police and fire fighter pension costs.

The State Employees’ Retirement System, a pension trust fund, the Deferred Compensation Fund, an other employee benefit
trust fund, and the INVEST Program for Local Governments, an Investment Trust Fund, are included for their fiscal years
ended December 31, 2005.

Measurement Focus and Basis of Accounting- Government-Wide Financial Statements

The government-wide financial statements are reported using the economic resources measurement focus and accrual basis of
accounting. This means that the Statement of Net Assets reports all assets (including receivables regardless of when collected
and capital assets, such as heavy trucks, highways and bridges) and liabilities regardless of when payment is due. The
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Statement of Activities includes all revenues and expenses, regardless of when cash is respectively received or paid. The
Statement of Activities reports program revenues, which are revenues derived directly from a specific governmental function
and are reported by the function, which generates the revenue. Charges for goods or services, most investment income, grant
revenues and fines are reported as program revenues. Neither program revenues nor expenses are reported for donated works
of art, historical treasures or similar assets received during the fiscal year because such donations are not material. Except for
unemployment compensation tax revenues, which are reported as charges for sales and services program revenues, all tax
revenues are classified as general revenues in the Statement of Activities. The Statement of Activities also reports
governmental activities expenses that include governmental fund expenditures (those which are not eliminated or reclassified)
and current year depreciation on capital assets, which recognizes the cost of ordinary use of the assets over their estimated
useful lives. The costs of most employee benefits earned during the fiscal year (such as vacation time earned) and increases in
self-insurance liabilities are also reported as expenses in the statement, regardless of when the benefits are used or the liabilities
are paid.

Measurement Focus and Basis of Accounting — Fund Financial Statements

Governmental Funds

The General Fund, special revenue, debt service and capital projects funds (governmental funds) are reported using the
current financial resources measurement focus and modified accrual basis of accounting. Under this measurement focus, only
current assets and current liabilities are normally included on the balance sheet. Operating statements of these funds present
increases (i.e., revenues and other financing sources) and decreases (i.e., expenditures and other financing uses) in net current
assets. Unreserved fund balance represents a measure of available, spendable resources. Under the modified accrual basis of
accounting, revenues of governmental funds are recognized in the year that they become susceptible to accrual (both
measurable and available) to pay current fiscal year liabilities. The Commonwealth accrues the following major revenue
sources that are both measurable and available (available is treated as being received within 60 days of fiscal year end for these
revenues): sales and use taxes, cigarette taxes, corporation taxes, personal income taxes, liquid fuels taxes, inheritance taxes,
liquor taxes, investment income, institutional revenues and sales of goods and services.

Grant revenues, including Federal government grant revenues, are recognized when earned. Revenues from most other sources
are recognized when received. Expenditures are generally recognized in the fiscal year the goods or services are received and
the related fund liability is incurred. Debt service expenditures for principal and interest on general long-term obligations are
recognized when due. Prepaid items and inventory purchases are reported as current fiscal year expenditures, rather than
allocating a portion of related cost to the fiscal year when the items are actually used. Expenditures for claims, judgments,
compensated absences and employer pension contributions are reported as the amount accrued during the fiscal year that
normally would be liquidated with expendable available financial resources.

Proprietary Funds, Pension (and other employee benefit) Trust Funds and Investment Trust Fund

The enterprise, internal service (proprietary funds), pension (and other employee benefit) trust funds and the investment trust
funds, are reported using the economic resources measurement focus and the accrual basis of accounting. Under this
measurement focus, all assets and liabilities associated with the operations of these funds are included on the Statement of Net
Assets. Under the accrual basis of accounting, revenues are recognized in the fiscal year earned and expenses are recognized
in the fiscal year incurred.

Proprietary Funds classify revenues and expenses as either ‘operating’ or ‘nonoperating’, depending on the nature of the
activities reported in the individual Fund. The majority of transactions are reported as ‘operating’; however, investment
income is reported as ‘nonoperating’ revenues by all Funds except the Tuition Payment Fund, wherein investment income is
reported as ‘operating’ revenues. Under the Governmental Accounting Standards Board’s (GASB) Statement 20, “Accounting
and Financial Reporting for Proprietary Funds and Other Governmental Entities That Use Proprietary Fund Accounting,” the
Commonwealth has elected not to adopt the Financial Accounting Standards Board pronouncements issued after November 30,
1989.

Agency Funds

Assets and liabilities of agency funds are reported using the accrual basis of accounting. Agency funds do not report operating
statements.
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Significant Accounting Policies

Pooled Cash: In accordance with the Fiscal Code, cash balances of most Commonwealth funds are pooled by the Treasury
Department. Cash balances are segregated by fund, but accounted for centrally for receipt and disbursement purposes. The law
requires that collateral be pledged by banks and other financial institutions to guarantee the Commonwealth’s cash on deposit.

Cash Equivalents: No investments that could be defined as cash equivalents have been treated as such on the Statement of
Cash Flows; therefore, only net changes in cash are displayed.

Investment Pools: The Fiscal Code provides the Treasury Department with investment control over most Commonwealth
funds. The Treasury Department uses a variety of sophisticated internal investment pools that seek to provide preservation of
principal, liquidity, diversification and income for Commonwealth funds. All participating funds report amounts invested in
such pools as temporary and/or long-term investments; the pools themselves are not financially reported. The Treasury
Department maintains an external investment pool, the INVEST Program for Local Governments, which separately issues
audited financial statements and is reported as an Investment Trust Fund. Financial statements for the INVEST Program
include a Statement of Net Assets and a Statement of Changes in Net Assets prepared using the economic resources
measurement focus and the accrual basis of accounting.

Temporary Investments: The Treasury Department manages the Treasury Investment Program (TIP); practically all
individual funds that are part of primary government are participants in the TIP. The Treasury Department accounts for each
participating fund’s equity (considered “shares”) in the TIP on a daily basis. “Share” balances of participating funds fluctuate
considerably during the fiscal year, based on the timing of cash receipts and disbursements in the participating fund, and are
reported as temporary investments. The TIP is considered an internal investment pool. Periodic TIP earnings are allocated to
specific participating funds based on either the weighted daily average share balance or the net asset value on redemption date
combined with share balances on declaration date.

Several individual funds may directly own investments in specific securities. Such investments, which are expected to be
realized in cash within twelve months after fiscal year end or less, are reported as temporary investments. Temporary
investments are reported at fair value (typically using published market prices) except for nonparticipating interest-bearing
contracts, which are reported at cost.

Long-Term Investments: Investments expected to be realized in cash after more than twelve months from fiscal year end are
reported as long-term investments. Such investments are generally not managed by the Treasury Department. Long-term
investments are reported at fair value, except for certain nonparticipating interest-bearing contracts, which are reported at cost.
Fair values are based on published market prices, quotations from national securities exchanges and securities pricing services,
or by the respective fund managers for securities that are not actively traded. Certain pension trust fund investments, including
real estate, venture capital, private equity, private placements and alternative investments are valued based on appraisals,
independent advisors or the present value of projected future income.

Investment Income: Investment income includes interest, dividends, realized gains and losses and the change in the fair value
of investments, if any, during the fiscal year. Certain investment income from specific funds’ investments is assigned to
another fund and is reported by the receiving fund if the income is transferred for legal or contractual reasons; otherwise, the
investment income is reported as a transfer by the receiving fund. Specific fund disclosures for assigned investment income
are provided in Note H.

Grants: Federal grants and assistance awards made on the basis of entitlement periods are recorded as intergovernmental
revenues when entitlement occurs. Federal reimbursement-type grant revenues are recorded when the related expenditures or
expenses are incurred.

Inventories: Inventories of operating materials and supplies are reported by certain governmental activities and operating and
merchandise inventories are reported by Proprietary Funds and the State System of Higher Education, a discretely presented
component unit. Operating materials and supplies inventories are valued at cost (first-in, first-out) and merchandise inventories
are reported at the lower of cost or market. In the governmental fund financial statements, inventories are accounted for using
the purchases method whereby expenditures are reported for current-year purchases of operating materials and supplies.

Capital Assets and Depreciation: General capital assets (including infrastructure) and other capital assets are reported at cost
or estimated historical cost in the Statement of Net Assets. Donated capital assets are reported at fair market value at the time
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of donation. The cost of all land is reported; for other types of capital assets, the following minimum dollar reporting
thresholds are used:

Land improvements, buildings and building improvements.... ........... $25,000
Machinery and eqUIPMENt............ccvevevieveierieieeierieeeecteeeeee e $25,000
Highway and bridge infrastructure............cocooveveeriiveirieeieriieeieneenns $100,000
All other INfTaStIUCTULE ......viveiiieieceeecee ettt $25,000

Commonwealth agencies maintain inventories of all their respective capital assets, including assets acquired for less than the
above minimum amounts, which are not reported in the Basic Financial Statements. Certain waterway and other non-highway
institutional infrastructure acquired prior to July 1, 2001 are not reported in the Statement of Net Assets. The Pennsylvania
Historical and Museum Commission (PHMC) owns diverse collections of historical, architectural, prehistoric and artistic
artifacts, archives and manuscripts and scientific specimens. The Commonwealth does not capitalize these collections, as they
meet the following criteria: PHMC's mission in acquiring these collections is for the purpose of preservation, education,
research and exhibition; PHMC secures and preserves all collections in order to adequately preserve Commonwealth history;
and all acquisitions and deaccessions must be approved by the PHMC Collections Committee and the PHMC Executive
Director. All amounts received from the deacessioning of artifacts/collections are placed in a restricted account that can only
be used for the purchase of new artifacts/collections. The Commonwealth does not capitalize expenditures for software or
expenditures to protect farmland under the Agricultural Area Security Law. Capital assets (excluding land and construction in
progress) are depreciated over the estimated useful lives of major capital asset classes using the straight-line method.
Depreciation expense is reported in the Statement of Activities as part of direct functional expenses; all depreciation is
allocated to a specific function. Capital assets reported by proprietary funds are reported in those funds at cost or estimated
historical cost. Depreciation is reported on the straight-line basis over the capital assets’ estimated useful lives. The following
useful lives are used for primary government governmental activities:

Buildings and building improvements..............ccoccereereeneereeeieneeeene 40 years
Improvements other than buildings ...........ccccoeceiiininiiininiinee 30 years
Machinery and €qUIPMENt ..........cecueeeerierieniieieeie e 10 years
Highway heavy equipment..........c.ccceevverieeriieieeieeieseeeeie e see e 15 years
Highway Infrastructure.........c.coeevvieiiiieniesieeieeeeeee e 25 years
Bridge infrastriCture ..........coveeviiiiiieriieiieeeeeeceee e 50 years
Dams, dikes and pier infrastructure.........occveevevvereeneenieeieeeenieieeeens 50 years
Other INrastruCtUre .......cocvveiieieiic et 20 years

Primary government business-type activities report depreciation expense using useful lives that are very similar to the above
and do not report any infrastructure. Certain land, buildings and improvements owned by the Commonwealth and used by the
State System of Higher Education (SSHE), a discretely presented component unit, which were acquired or constructed before
July 1, 1983 (the inception date for the SSHE), are financially reported as governmental activities general capital assets. All
general capital assets acquired or constructed for the SSHE subsequent to June 30, 1983 without the use of university funds or
incurrence of SSHE debt are also reported as governmental activities general capital assets. This reporting treatment is used to
conform to the enabling legislation for the SSHE, which includes the vesting of title for the SSHE-used property. Capital
assets reported by the SSHE are stated at cost. Depreciation of SSHE capital assets is recognized over the estimated useful life
of the assets.

Capital Asset Impairments: Through a variety of policies, Commonwealth management requires agencies to perform
periodic assessments of general and other capital assets. Beyond initial reporting (upon acquisition), agencies must adhere to
continuing policies regarding usability, function and condition of reported capital assets. With few exceptions, reported capital
assets are used by Commonwealth agencies on a daily or other periodic basis and agencies must report impairments promptly.
In particular, Commonwealth highways and bridges are inspected on a frequent, scheduled basis. As a matter of public safety,
such assets are inspected very closely as part of routine operating procedures. Other general capital assets, such as structures,
are used for housing or office space. Many pieces of equipment, including rolling stock, are used almost daily.

Self-Insurance: The Commonwealth is uninsured for property losses and self-insured for annuitant medical/hospital benefits,
employee disability and tort claims. Note M provides disclosures for self-insurance liabilities.
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Compensated Absences: Employees earn annual leave, depending on length of credited service, from between 2.7 percent to
10 percent of regular hours paid. Generally, a maximum of 45 days may be carried forward at the end of each calendar year.
Employees are paid for accumulated annual leave upon termination or retirement.

Employees earn sick leave based on 5 percent of regular hours paid. Generally, a maximum of 300 days may be carried
forward at the end of each calendar year. Retiring employees that meet service, age or disability requirements are paid in
accordance with the following schedule:

Days Available Percentage Maximum
at Retirement Payment Days Paid
0-100 30% 30
101-200 40% 80
201-300 50% 150
over 300 (in last year 100% of days
of employment) over 300 13

Accumulated annual and sick leave liabilities payable with expendable available financial resources are reported by
Governmental Funds; all compensated absences payable are reported by governmental activities and Proprietary Funds and
Pension Trust Funds.

Liabilities: In the Statement of Net Assets, governmental activities liabilities are presented as either “current” or “noncurrent.”
Liabilities are segregated into these categories by establishing an average maturity for the liability class and classifying the
portion due within one year of the statement date as current and the portion due beyond one year of the statement date as
noncurrent. For liabilities without specific maturity or due dates, estimates are made of maturities. Liabilities without specific
due dates include those related to self-insurance and compensated absences.

Pension Costs: The Commonwealth’s policy is to fund pension costs incurred and to amortize prior service costs over varying
periods not exceeding 20 years.

Indirect Expenses: In the Statement of Activities, the full-cost allocation treatment is used, whereby reported program
expenses, by function, include any expenses which could be treated as indirect expenses of another function.

Interest Expense: In the Statement of Activities, no interest expense is reported by direct program costs.
Intergovernmental Revenues: These amounts represent revenues received principally from the Federal government.

Restricted Net Assets: These amounts were primarily determined based on enabling legislation that provides for restrictions
on how the resources of special (non-General Fund) funds may be used. At June 30, 2006, a portion of governmental
activities net assets are restricted based on a Federal government purpose restriction. Practically all reported restricted net
assets could become unrestricted based on possible future legislative changes.

Budget Stabilization Reserve Fund: Act 91 of 2002 provided for this Fund effective July 1, 2002 to gradually provide a
budgetary reserve amounting to 6 percent of the revenues of the General Fund. For the fiscal year beginning July 1, 2002 and
in any fiscal year thereafter in which the Secretary of the Budget certifies that there is a surplus in the General Fund, 25
percent of the surplus is to be deposited by the end of the next succeeding quarter into this Fund. This requirement resulted in
a transfer of $171.4 million to be deposited by the end of the next succeeding quarter for the fiscal year ended June 30, 2006;
this transfer is included in the General Fund budgetary comparison schedule for the fiscal year ended June 30, 2006.

Tobacco Master Settlement Agreement Proceeds: In 1997, the Pennsylvania Attorney General began litigation in the
Philadelphia court of common pleas against several defendant tobacco product manufacturers to recover specified damages.
Similar litigation was filed by many other states. In 1998, the Commonwealth joined in the Master Settlement Agreement
which settled litigation against certain defendant manufacturers and 52 governmental entities, including Pennsylvania. As part
of the settlement, the manufacturers agreed to remit periodic payments to the Commonwealth and other states in perpetuity.
Amounts remitted are calculated based on a variety of specific settlement provisions; actual tobacco product sales are one key
factor. The Agreement contains procedures for resolving disputes over payment or other issues that may arise. A dispute
regarding the amount to be paid for cigarette sales that took place in 2003 is currently being litigated.
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Due From Other Governments: This receivable represents amounts due primarily from the Federal government for various
department programs.

Bond Proceeds, Bond Proceeds Premium/Discount and Bond Issuance Costs: In governmental fund financial statements,
the face amount of bonds issued and related premium/discount are separately reported. Bond issuance costs are reported as
expenditures. In government-wide financial statements, the face amount of bonds issued is reported as a liability and related
premium/discount is amortized over the life of the outstanding debt and is reported as interest expense as part of functional
governmental activities expenses. Bond issuance costs are reported as expenses.

Interfund Transactions: The Commonwealth has the following types of transactions between funds, between primary
government governmental activities and business-type activities and between primary government and discretely presented
component units:

Statutory Transfer—Legally required transfers that subsidize recipient fund programs and are reported when incurred as
“Transfers in” by the recipient fund and as “Transfers out” by the disbursing fund. Legally required payments from the
primary government to component unit organizations are reported when incurred as governmental activities program expenses
and component unit subsidies by the recipient organization. Interfund balances (amounts due from/to other funds) are reported
for unremitted transfers at fiscal year end. In the Statement of Activities, only transfers between governmental activities and
business-type activities are reported as transfers.

Transfers of Expenditures (Reimbursements)—Reimbursement of expenditures made by one fund for another that are recorded
as expenditures in the reimbursing fund and as a reduction of expenditures in the reimbursed fund.

Interfund Services Provided and Used—Charges or collections for services provided by one fund to another that are recorded
as revenues of the recipient fund and expenditures or expenses of the disbursing fund are reclassified and treated as
reimbursements (above) in fund financial statements and the Statement of Activities. Interfund balances (amounts due from/to
other funds) are reported for unremitted charges or collections at fiscal year end that arise in connection with routine, ordinary
governmental fund and proprietary fund operations.

Interfund Balances: The composition of the Commonwealth’s interfund receivables/payables at June 30, 2006 and transfers
in/out during the fiscal year ended June 30, 2006 are presented in Note H. Interfund balances between two governmental funds
or two proprietary funds are not reported in the Statement of Net Assets.

New Accounting Pronouncements — Adopted: Effective July 1, 2005 the Commonwealth adopted the Governmental
Accounting Standards Board’s (GASB’s) Statement No. 42, “Accounting and Financial Reporting for Impairment of Capital
Assets and for Insurance Recoveries.” GASB Statement No. 42 requires ongoing evaluation of specific events or changes
affecting capital assets to determine whether they are impaired. Through June 30, 2006 adoption has not resulted in any
reported impairment losses.

Also effective July 1, 2005 the Commonwealth adopted the GASB’s Statement No. 44, “Economic Condition Reporting:
The Statistical Section.” GASB Statement No. 44 amended the National Committee on Governmental Accounting’s Statement
No. 1 which provided requirements for the statistical section of the Comprehensive Annual Financial Report. Accordingly, the
Statistical Section included herein includes information about five distinct categories: financial trends, revenue capacity, debt
capacity, demographic/economic and operating indicators.

Also effective July 1, 2005 the Commonwealth adopted the GASB’s Statement No. 46, “Net Assets Restricted by Enabling
Legislation.” GASB Statement No. 46 establishes and modifies requirements related to restrictions of net assets and provides
that changes to enabling legislation could cause changes in how, or if, net assets are restricted and for which purpose. As of
June 30, 2006 no changes in the nature of net assets restrictions have been reported.

Also effective July 1, 2005 the Commonwealth adopted the GASB’s Statement No. 47, “Accounting for Termination Benefits.”
GASB Statement No. 47 requires reporting termination benefit costs for involuntary terminations during the period the
Commonwealth becomes obligated and for voluntary terminations when the termination offer is accepted. Through June 30,
2006 adoption has not resulted in any changes to reported benefit costs.

Also effective July 1, 2005 the Commonwealth adopted the immediately-effective provisions of GASB’s Technical Bulletin
2006-1, “Accounting and Financial Reporting by Employers for Payments from the Federal Government Pursuant to the
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Retiree Drug Subsidy Provisions of Medicare Part D.” These provisions clarify how such Federal payments are reported.
Other provisions are effective with the adoption of GASB Statement No. 45.

New Accounting Pronouncements — To Be Adopted: In June 2004 the GASB issued Statement No. 45, “Accounting
and Financial Reporting by Employers for Postemployment Benefits Other Than Pensions.” GASB Statement No. 45 changes
how other postemployment benefits (OPEB) costs are reported by employer governments, so that employer OPEB costs are
charged during the periods when employees render services. Presently, OPEB costs for retiree healthcare benefits are reported
as charged as a component of payroll expenditures to employing agencies in amounts expected to be sufficient to fund such
benefits on a 'pay-as-you-go' basis. It is expected that reported expenses for OPEB would increase upon implementation.
Actuarial valuations necessary for implementation are being conducted.

In September 2006, the GASB issued Statement No. 48, “Sales and Pledges of Receivables and Future Revenues and Intra-
Entity Transfers of Assets and Future Revenues.” GASB Statement No. 48 distinguishes between sales or collateralized
borrowings when governments exchange their rights to future cash flows for immediate cash proceeds or other consideration.
The new standard establishes new reporting and disclosure requirements for such transactions and balances.

In December 2006, the GASB issued Statement No. 49, “ Accounting and Financial Reporting for Pollution Remediation
Obligations.” GASB Statement No. 49 establishes recognition ‘triggers,” any one of several obligating events, and requires
governments to estimate expected outlays for pollution remediation costs at polluted sites. Liabilities and expenses are to be
estimated using ‘expected cash flows.’

The Commonwealth must adopt the new standards as follows:
GASB Statement No. 45 Effective July 1, 2007, for financial statements for the fiscal year ending June 30, 2008

GASB Statement No. 48 Effective July 1, 2007, for financial statements for the fiscal year ending June 30, 2008
GASB Statement No. 49  Effective July 1, 2007, for financial statements for the fiscal year ending June 30, 2008
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NOTE B — RESTATEMENT
Restatement Due to Change in Financial Reporting Entity

Effective July 1, 2005 Thaddeus Stevens College of Technology (the College) is being newly reported as a discretely presented
component unit. Originally founded in 1905, the College was formerly owned and controlled by the Pennsylvania Department
of Education. Act 187 of 2002 provided the College with legal autonomy. Total discretely presented component unit net
assets, formerly reported as $5,734,777 as of June 30, 2005, are being restated and increased by $4,339 to $5,739,116 as of
July 1, 2005 (amounts in thousands).
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Governmental Activities and Business-Type Activities Net Assets: Total Net Assets are the difference between Total
Assets and Total Liabilities reported on the Statement of Net Assets. Total Net Assets are reported in three distinct
components: Invested in capital assets, net of related debt; Restricted net assets; and Unrestricted net assets. Invested in
capital assets, net of related debt represents total capital assets less accumulated depreciation and the outstanding liability for
debt specifically related to the acquisition of the capital assets. At June 30, 2006, governmental and business-type activities,
respectively, reported $19,068,573 and $82,694 in net assets invested in capital assets, net of related debt. Restricted net assets
for special funds are those that are statutorily established and for which net assets may only be used for specific legislated
purposes. Governmental fund balance “designations” are not treated as restricted net assets because they represent plans and
can casily be changed. Restraints established by enabling legislation, on the other hand, are not easily changed. At June 30,
2006, governmental and business-type activities, respectively, reported $3,895,478 and $3,273,345 in restricted net assets. Net
assets restricted for other purposes of $82,770 and $152,629 for governmental activities and business-type activities,
respectively, at June 30, 2006 include amounts for a range of dissimilar statutory purposes. Unrestricted net assets represent
total net assets minus the totals of invested in capital assets, net of related debt and restricted net assets. At June 30, 2006,
governmental activities reported an unrestricted net assets deficit of $372,089 (amounts in thousands).

Governmental Fund Balance Reservations: Fund balance reservations reported in governmental fund balance sheets
represent portions of governmental fund balances that are legally segregated for a specific future use or are not available for
expenditure.

The amount reserved for advances in the General Fund, $114.1 million, is applicable to advances as follows: $14.3 million
to the Purchasing Fund, an Internal Service Fund; $2.3 million to the State Workers’ Insurance Fund and $85.0 million to
the State Stores Fund, both Enterprise Funds; $2.2 million to the Motor License Fund; and $10.3 million to the
Pharmaceutical Assistance Fund, both Special Revenue Funds.

The amount reserved for advances in the Hazardous Sites Cleanup Fund, a Special Revenue Fund, is applicable to a $3 million
advance to the Small Business First Fund, an Enterprise Fund.

Governmental funds reported total fund balance “other” reservations of $1,311,892 at June 30, 2006. This amount consists of
$454,639 reserved in the General Fund, $417,628 for restricted revenue and $37,011 for continuing programs; $780,579
reserved in the Tobacco Settlement Fund for various health-related programs; $1,635 in the Motor License Fund for
transportation-related programs, and $75,039 reserved in nonmajor Funds for the following programs: (amounts in
thousands):

Land reclamation and other mining operations.................... $§ 32,064
Pharmaceutical aSsiStance............coovvvvvivveeeiiveeeieieeeceneeens 7,343
RECTEAION ...t 2,952
Conservation, recycling and economic development........... 2,084
Workers compensation............c.eecvereerieecveeveneeneessessnesnennns 26,688
GaMING ACHIVILICS .veevveeerieeieiieieereeieseesteereeaeseesreesaeenneens 289

Total nonmajor Special Revenue programs...................... 71.420

General State Authority maintenance in the

Capital Facilities Fund............cccoeevieiinieiiiieeieceee e 1,982
Land and water reclamation..........c.ceceeerenenenencnceieneenne. 1,637
Total nonmajor Capital Projects programs....................... 3.619
Total nonmajor funds other reservations............ccccceu...... $ 75,039

70



NOTES TO FINANCIAL STATEMENTS June 30, 2006

NOTE C - NET ASSETS/FUND EQUITY (continued)

Governmental Fund Balance Designations: Designations of unreserved fund balances reported in governmental funds
balance sheets reflect managerial plans for the future use of financial resources. At June 30, 2006 the Commonwealth has
included the following amounts as “Designated—Other” for the General Fund (amounts in thousands):

General Fund:

Group medical and life insurance..........c.cccceevveeververeeennnne. $ 258,112
Agency construction Projects......cecveneerveeeereereesveeivennens 132,455
Judicial compPUter SYSteM .......ccvevvereerireriiereeieerenereieenens 119,834
Job creation tax creditS.......c.ccceveeeieerieenie e 80,165
Waste tire and safe water programs ............ccceeeevecveevennens 20,064
State Police statewide radio project........c..ccceeevevvervenenennens 12,780
Conservation and Natural Resources radio project ............ 19,648
Volunteer fire company assiStance...........ecceeeerveereruennnens 25,000
COITECtiONS PrOZIAIMS ...ouveenvieneienieetienieeieeteeeeeseeeseeeneeeeeens 46,397
Public Welfare programs...........ccceecveeveveerieenieeieeeesreennens 1,466
Probation and Parole state and county supervision............. 1,760
OhET oo 1,733

Total General Fund ...................ccooiiiinininnn, $ 719.414

Governmental Fund Balance Deficits: None of the governmental funds reported a fund balance deficit in the governmental
funds balance sheet at June 30, 2006.

The Capital Facilities Fund, a Capital Projects Fund, reported a deficit unreserved/undesignated fund balance of $601,627 at
June 30, 2006. In total, the Capital Facilities Fund reported a fund balance of $233,338 at June 30, 2006. The Land and Water
Development Fund and the Local Criminal Justice Fund, both Capital Projects Funds, reported a deficit
unreserved/undesignated fund balance of $24 and $172, respectively, at June 30, 2006. Total Capital Projects Funds reported
reservations for encumbrances of $897,589; other reservations of $3,619; designations for Capital Projects of $131,026; and a
deficit unreserved/undesignated fund balance of $601,823; for total combined fund balances of $430,411 at June 30, 2006
(amounts in thousands).

Proprietary Fund Net Assets: Nonmajor funds reported total restricted net assets for “other purposes” of $146,855 at June
30, 2006 for the following programs: mine subsidence insurance, $51,012; liquor control, $82,907; vocational rehabilitation,
$4,110; and $8,826 for other programs (amounts in thousands).

Component Unit Net Assets: Net assets of most component units are restricted, consistent with enabling legislation for
component units. Net assets are restricted to purposes specifically identified by the legislation that created the component unit
entity. The Pennsylvania Industrial Development Authority reported unrestricted net assets of $266,617 and the
Commonwealth Financing Authority reported an unrestricted net assets deficit of $20,157 (amounts in thousands).
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NOTE D - DEPOSITS, INVESTMENTS AND FINANCIAL
INSTRUMENTS WITH OFF-BALANCE SHEET RISK

Authority for Deposits and Investments
Treasury Department

The deposit and investment policies of the Treasury Department are governed by Sections 301, 301.1 and 505 of the
Pennsylvania Fiscal Code (Act of 1929, P.L. 343), and Section 321.1 of the Pennsylvania Administrative Code (Act of 1929,
P.L. 177, No. 175).

Treasury deposits must be held in insured depositories approved by the Board of Finance and Revenue and must be fully
collateralized. The Treasury Department is granted the power to invest in any deposits and investments subject, however, to
the exercise of that degree of judgment and care under the circumstances then prevailing which persons of prudence, discretion
and intelligence who are familiar with such matters exercise in the management of their own affairs not in regard to speculation
but in regard to the permanent disposition of the funds considering the probable income to be derived there from as well as the
probable safety of their capital. Such deposits and investments may include equity securities and mutual funds.

As of June 30, 2006, the Treasury Department manages the Treasury Investment Program (TIP). Practically all
Commonwealth Funds of the primary government are invested on a temporary basis in the TIP. The objectives of the TIP are
preservation of principal, liquidity, diversification and income. All investments are made in accordance with the statutory
authority described in the preceding paragraph. The TIP investment pool structure invests in both domestic equity securities
and domestic fixed income securities to achieve the investment objectives of the funds of the Treasury Investment Program.
Asset allocation targets between equity securities and fixed income securities are established in order to meet these overall
objectives.

The TIP consists of two types of pools, currently known as The Common Investment Pool and The Treasury Liquid Asset
Pool. The Common Investment Pool consists of three portfolios as follows: the Short-Term Diversified Portfolio which is
comprised of domestic fixed income investments in a Short-Term Funds segment and a Two-Year Duration Target segment;
the Extended Term Diversified Portfolio which consists of domestic fixed income, including high yield, and domestic equity
investments; and the Discretionary Assets Portfolio which includes certain economically targeted investments deemed
appropriate by the State Treasurer.

The Treasury Liquid Asset Pool consists of domestic fixed income investments (primarily short and intermediate term
investments), which include U.S. Treasury Obligations, U.S. government agency obligations, certificates of deposit, banker’s
acceptances, mutual funds and corporate debt. This Pool consists of one portfolio and is directly managed by the Treasury
Department.

Other Investing Organizations

Certain investing organizations have statutory authority, which is comparable to the Treasury Department ‘prudent person’
authority above. The investments of such organizations are accounted for in the following Funds: Tobacco Settlement,
Workers Compensation Security Trust, State Workers Insurance, Tuition Payment, INVEST Program for Local
Governments (INVEST), Statutory Liquidator, and Underground Storage Tank Indemnification (collectively, other investing
organizations). Among other things, the other investing organizations typically invest for longer periods of time than the TIP.
Therefore, the other investing organizations own, in relative terms, more intermediate or long-term investments than the TIP.
Most of the other investing organizations establish contractual arrangements with investment managers, which identify
investment objectives without providing strict limitations on ‘allowable’ investment purchases. Most of the other investing
organizations prohibit investing in certain assets, such as commodities and futures contracts, private placements, except Section
144, options, limited partnerships, real estate properties, and corporations that are engaged in the tobacco industry. Several of
the organizations also prohibit short selling and marginal transactions. One notable exception is Tobacco Settlement; this
organization permits some or all of the previously mentioned prohibited assets and transactions as well as foreign investments.

Pension Trust Funds

The State Employees Retirement System (SERS), the Deferred Compensation Program (DCP) and the Public School
Employees Retirement System (PSERS) constitute Pension Trust Funds reported in the basic financial statements. Pension
Trust Funds avoid deposit risks; as such deposits must be authorized by the Treasury Department. Several state laws govern
investment authority for the SERS and the PSERS; such laws provide ‘prudent person’ investing authority. Allowable DCP
investment options are established by the SERS under its applicable statutory authority. A very large portion of total Pension
Trust Fund investments consists of equity securities, real estate and a wide variety of mutual funds.
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Deposit Risks

At June 30, 2006 Treasury Department bank balances of $7,718 were subject to custodial risk; $7,468 were uninsured and
uncollateralized and $250 were uninsured, with collateral held by the pledging institution’s trust departments and not in the
name of the Commonwealth. In addition, $63,869 (amounts in thousands) reported as cash with fiscal agents by the Statutory
Liquidator Fund were subject to custodial credit risk; all such deposits were uninsured and uncollateralized. None of the other
investing organizations or the Pension Trust Funds was exposed to either custodial credit risk or foreign currency risk for its
deposits at June 30, 2006 (December 31, 2005 for the SERS).

Investment Risks

Risk Management Policies: The Treasury Department, which is responsible for the TIP, Tuition Payment and INVEST
programs, has formally adopted a written investment policy. Provisions of the written investment policy and current
management of the investments address custodial credit risk, concentration risk, credit risk, interest rate risk, and foreign
currency risk. Most of the other investing organizations have adopted investment policies intended to reduce the various risks
or, in the case of foreign currency risk, to avoid it entirely. Pension Trust Fund policies avoid custodial credit risk entirely but
are exposed to credit quality, interest rate, and foreign currency risk. To a large degree, credit risk is avoided by following
policies to purchase only ‘investment grade’ securities (defined below). Where interest rate risk policies have been adopted,
risk is avoided by establishing maximum maturities. To a degree, the establishment of policies limiting investment purchases
from a single issuer avoids concentration risk. The individual risk policies and related disclosures are discussed in greater
detail below. Either collectively or individually, none of the five non-Treasury investing organizations subject themselves to
significantly higher risks than the Treasury Department. Based on the long-term nature of Pension Trust Fund investments,
those Funds are exposed to interest rate risk and foreign currency risk and, to a smaller degree, credit quality risk.

Investments by Type

At June 30, 2006 the TIP and the other investing organizations disclosed a total of $17,847,571 in investments. This consists
of 78 percent fixed income securities ($13,888,654), 20 percent common stock securities ($3,590,425), and the remaining two
percent consists of private equity, mutual funds, annuities, foreign cash and cash equivalents, and others. The investment types
and related amounts are as follows (amounts in thousands):

Investment Type Amount

ANNUITIES. ..ot $ 1,680
Asset-backed securities........................ 256,313
Cash and cash equivalents.................... 295
Certificates of deposit.....................e... 108,252
Commercial paper............ccceoeviieinnnn 1,148,975
Corporate obligations......................... 1,683,970
Derivatives.......oovvvvieiiiiiii e, 4)
Common stock securities..................... 3,590,425
Foreigncash...................oc 1,420
International fixed income................... 57,712
Investment in subsidiary...................... 5
Money market mutual funds................. 269,806
Mortgage-backed securities.................. 1,219,206
Mutual funds..............oooiiii 327,772
Preferred stock securities..................... 2,544
Private equity.......ccovevviiiiiiiiiiiiinne 36,945
Repurchase agreements....................... 4,424,995
State and municipal obligations............. 714,274
Treasury Investment Program............... 412,800
U.S. government agency obligations...... 1,473,697
U.S. private placements....................... 59,909
U.S. Treasury obligations..................... 2,056,580
1) 7 $ 17,847,571
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Custodial Credit Risk: Custodial credit risk for investments is the risk that, in the event a counterparty fails to uphold their
agreement to a transaction, with either the Treasury Department, the other investing organizations or the Pension Trust Funds,
they would not be able to recover the value of investment or collateral securities in the possession of an outside party. In
accordance with a contractual relationship between the Treasury Department and its custodial agents, substantially all
investments, where securities are used as evidence of the investment, are held by the custodians in book entry form in the name
of the Commonwealth or the custodian. The TIP, Tuition Payment and INVEST investments are insured or registered; and
the securities are held by the Treasury Department or its agent. Similarly, investments of the other investing organizations and
the Pension Trust Funds are almost always registered in the name of the Commonwealth, as the Treasury Department is the
statutory custodian for such investments. At June 30, 2006, only the Statutory Liquidator Fund owned investment securities
subject to custodial credit risk, in the amount of approximately $1.3 billion. Such securities are neither insured nor registered
and are either held by the counterparty or the counterparty’s trust department or agent but not in the name of the
Commonwealth. The investments types and related amounts are as follows (amounts in thousands):

Investment Type Amount
Asset-backed securities...................oellL $ 164,958
Commercial paper...............oooeeieiinan. 59,269
Corporate obligations........................... 411,787
Common stock............cooiiiiiiiiiin. .. 57,687
International fixed income...................... 15,363
Repurchase agreements......................... 128,929
State and municipal obligations................ 5,312
U.S. government agency obligations......... 176,924
U.S. Treasury obligations........................ 301,393
B 1] 7 | N $ 1,321,622

Concentration Risk: Concentration risk is the risk of loss attributed to the magnitude of the government’s investment in a
single issuer. The Treasury Department places a 10 percent limit on the concentration of investments in any one fixed income
issuer within both the TIP, Tuition Payment and INVEST Common Investment Pool and the Treasury Liquid Asset Pool.
This limitation excludes government-sponsored enterprises (GSEs), direct obligations of the U.S. Treasury or its agencies, and
repurchase agreements. The Treasury Department also places a five percent limit on the concentration of investments in one
equity issuer within the Common Investment Pool. Similarly, to a degree, the five other investing organizations limit exposure
to concentration risk. Several other investing organizations have adopted policies, which allow greater than five percent of
portfolios to consist of securities issued by the U.S. Treasury. At June 30, 2006, over 11 percent of total Treasury and other
investing organization portfolio investments ($17,847,571) consisted of U.S. Treasury obligations ($2,056,580); this amount is
over 14 percent of total fixed income investments ($13,888,654). Also, among Treasury and other investing organizations, the
following concentrations existed as of June 30, 2006 (amounts in thousands):

Issuer Name Amount

ULS. TICASUIY . .. et etet et eeiee et etet et et ettt e e e et et e s e e e ee e ae e e nesane $ 2,056,580
Bank of America............ooooiiii i 1,965,158
Lehman Brothers. ... 1,152,322
Federal National Mortgage AsSOCIAtion..........cccovueuiuiineneiianienenn. 1,095,543

Among the Pension Trust Funds, the SERS disclosed that $2.2 billion of U.S. Treasury securities were owned at its fiscal year
ended December 31, 2005.

Credit Quality Risk: Credit risk is the risk that an issuer or other counterparty to an investment will not allow its obligations.
The credit risk of a debt instrument is measured by nationally recognized statistical rating agencies (NRSRA) such as Moody’s
Investors Service (Moody’s). The Treasury Department requires purchases of TIP assets to be investment grade (Baa or better)
at the time of purchase. The fixed income portfolio includes a provision for the asset allocation to allow up to 10 percent of the
portfolio to be in high yield investments. These investments, by definition, are not restricted to the investment grade
requirements and include investments rated by Moody’s at Ba or below. Approximately 87 percent ($7,177,155) of the fixed
income portfolio in TIP is not rated by Moody’s or S&P and includes commercial paper, money market investments, municipal
obligations, and U.S. denominated foreign bonds. Of the unrated securities approximately $3,710,606 are repurchase
agreements, $698,910 are state & municipal obligations, and $682,316 are commercial paper. Approximately 11 percent of the
Treasury fixed income portfolio is rated investment grade or better and two percent is rated less than investment grade.
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Generally the other investing organizations limit exposure to credit risk through policies which either prevent purchasing below
investment grade (Moody’s Baa or better) or below Moody’s Ba rating. At June 30, 2006 less than two percent of the
investment securities rated by Moody’s and Standard and Poor’s was rated below investment grade.

At June 30, 2006 approximately $13,888,654 of total TIP and other investing organization investments of $17,847,571 are
fixed income investments, susceptible to credit quality rating; the remainder is primarily common stock ($3,590,425), mutual
funds ($327,772) or other types of investments, including private equity ($36,945). Of the amount susceptible to credit quality
rating, $7,265,360 are rated; ratings are not available for $6,623,294 of fixed income investments. The following table
discloses aggregate fair value, by Moody’s or Standard and Poor’s credit quality rating category, at June 30, 2006 for the
Treasury Department and the other investing organizations fixed income investments (amounts in thousands):

CREDIT QUALITY RATING
Moody's Credit Quality Rating Amount
AL $ 625,646
Al 46,672
AA2 . 109,917
A 230,046
Al 343,057
A, 236,432
A, 175,238
Baal.. ..o 66,064
Baa2....oo 129,110
Baad.. .. 77,575
Bal o 17,790
Ba2. 36,100
Ba3 . 50,862
Bl 36,489
B 46,055
B 35,939
Caal . 6,966
G 2,549
Gl 80
MIG Lo, 50,000
Pl 140,480
AGY 1,288,326
UST .o 1,825,935
Moody's subtotals.......cccoeeviiiiiniiniineiinnnnn. 5,577,328
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Standard and Poor's Credit Quality Rating

................

................

1,461,774
796
7,187
11,135
23,504
25,647
18,766
23,219
21,802
24,809
23,507
20,443
21,435
714
555

2,739
1,688,032

$ 7,265,360

* AGY rating is assigned to securities issued by Government Sponsored Enterprises (GSEs) and government-
owned corporations. Some widely known GSEs include Federal National Mortgage Association, Federal
Home Loan Mortgage Corporation and several other entities. Agency (or GSE) bonds are not normally
rated. GSE bonds are not explicitly backed by the full faith and credit of the U.S. Government but they have

implied government backing and an implied Aaa/AAA rating.

°UST rating is assigned to securities issued by the U.S. Treasury. They are negotiable debt obligations of the
U.S. Government secured by its full faith and credit. U.S. Treasury bonds are not usually rated by the
NRSRA. Assuming they are held to maturity they are considered extremely credit worthy.

The Pension Trust Funds all expose themselves to greater credit quality risk than Treasury programs or other investing
organizations to meet specific investment objectives. SERS and DCP fixed income securities, which are exposed to credit

quality risk, are rated as follows (amounts in thousands):

Moody's Rating” SERS DCP

Ada....oo $ 479,429 $ 26,751
Al 82,075 38,406
A 180,486 72,401
Baa.......cooooiiii 466,378 11,418
Ba oo 859,625 34
B 573,491 -
Cal. oo, 136,521 -
Gl 10,320 -
o 1,201 -
AGY ..o 538,272 286,552
Unrated........ooooviiiiiiiiiai . 237,573 13,296
Short-term market neutral®........... 324,370 -
Treasury Investment Program......... 867,985 3,578
Totale.eeneeeiiniieeiiiieeneeenrennnns $ 4,757,726 § 452,436
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* The Moody's rating represents all of the securities that fall within subcategories of the ratings shown in this
table. For example, a security with a rating of Bal is shown as a rating of Ba in this table.

® AGY rating is assigned to securities issued by Government Sponsored Enterprises (GSEs) and government-
owned corporations. Some widely known GSEs include Federal National Mortgage Association, Federal
Home Loan Mortgage Corporation and several other entities. Agency (or GSE) bonds are not normally
rated. GSE bonds are not explicitly backed by the full faith and credit of the U.S. Government but they have
implied government backing and an implied Aaa/AAA rating.

 Represents securities that were either not rated by Moody's, or had a withdrawn rating. Unrated also
includes the market value of certain swaps, which by nature do not have credit quality ratings.

d Represents investments of the SERS’ Market Neutral investment strategy and includes cash and cash
equivalents. The investments represent deposits for short sales and cash collateral and are invested primarily
in U.S. Treasury Obligations.

PSERS fixed income securities, which are exposed to credit quality rating, are listed below using the rating (expressed as S&P
equivalent), available from Fitch, Moody’s, and/or S&P (amounts in thousands):

S&P Rating” Amount
AAA. $ 6,445,960
AAL 1,072,388
A 1,260,292
BBB...oii 1,152,165
BBandbelow.............coooiiini 854,747
Unrated”. ......c.ooeevireeiiiee, 866,262
U.S. Treasury and U.S. government

agency obligations®.................... 3,436,912
Treasury Investment Program....... 2,935,396
Total..coovvuviiiiiiiiiieneneneieianane, $18,024,122

* The Standard and Poor's rating represents all of the securities that fall within subcategories of the ratings
show in this table. For example, a security with a rating of A+ is shown as a rating of A in this table.

® Unrated represents securities that were not rated by S&P and $304,949 of securities in collective trust funds
at June 30, 2006.

¢ Represents securities issued by U.S. Treasury, Government Sponsored Enterprises (GSEs) and government-
owned corporations. Some widely known GSEs include Federal National Mortgage Association, Federal
Home Loan Mortgage Corporation, and several other entities. Agency (or GSE) bonds are not normally
rated. GSE bonds are not explicitly backed by the full faith and credit of the U.S. Government but they have
implied government backing and an implied Aaa/AAA rating. U.S. Treasury obligations are backed by the
full faith and credit of the U.S. Government and are implied to have a AAA rating.
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Interest Rate Risk: Interest rate risk is the risk that an investment’s value will change, advantageously or adversely, due to a
change in the absolute value of interest rates. The Treasury Department measures interest rate risk using duration. To limit
Treasury’s exposure to fair value losses arising from rising interest rates, Treasury’s long-term asset allocation diversifies its
fixed income core segment between intermediate duration and longer duration strategies. Duration is a measure of an
investment’s sensitivity to changes in interest rates. The higher the duration, the greater the changes in fair value when interest
rates change. Treasury measures interest rate risk using option-adjusted duration, which takes into account embedded options
affecting cash flows. Other investing organizations use less sophisticated measurements to manage interest rate risk; several
limit the maximum term-to-maturity of investment purchases. Further, to avoid interest rate risk, many other organizations
deliberately hold a given percentage of total investments in very short-term securities to avoid the potential need to sell such
securities at a loss. At June 30, 2006, TIP and other investing organizations, excluding Statutory Liquidator, fixed income
portfolio had the following option-adjusted durations (in years) by investment type (amounts in thousands):

Securities
Option-Adjusted  with no

Investment Type Amount Duration Duration
Asset-backed securities................... $ 86,708 1.553 $ 4,647
Certificates of deposit..................... 4,470 0.348 100,460
Commercial paper........................ 637,587 0.062 452,119
Corporate obligations..................... 1,270,777 3.850 1,406
Derivatives........cocooviiiiiiiiiann.. - 4
International fixed income............... 2,849 7.510 39,500
Mortgage-backed securities.............. 929,046 3.993 1,701
Preferred stock.................ooiieill. 822 4.634 1,348
Repurchase agreements................... 4,292,514 0.001 3,552
State and municipal obligations......... 3,852 6.241 705,110
Treasury Investment Program............. 412,800 0.083 -
U.S. government agency obligations... 1,294,773 2.508 2,000
U.S. private placements.................. 57,070 2.696 2,840
U.S. Treasury obligations............... 1,755,186 4.855 -
Total...coueieieinininiiennininiinenncenes $ 10,748,454 $ 1,314,679

Statutory Liquidator Fund does not use option-adjusted duration as a means of managing interest rate risk; the following
provides segmented time distribution for that Fund (amounts in thousands):

Matures in Matures Matures in Matures in Matures in

Less Than Matures in in 6 to 10 11 to 20 Matures in 21 31 to 40 41 to 50
Investment Type One Year 1to 5 Years Years Years to 30 Years Years Years Total
Asset-backed securities........... $ -3 17214 $ 13,469 $ 8,084  § 111,497  $ 13,108 $ 1,585 $ 164,957
Certificates of deposit............ 3,322 - - - - - - 3,322
Commercial paper................. 59,269 - - - - - - 59,269
Corporate obligations............ 70,960 216,637 100,089 5,227 8,707 3,658 6,508 411,786
International fixed income....... 14,000 516 848 - - - - 15,364
Money market mutual funds.... 269,806 - - - - - 269,806
Mortgage-backed securities..... 2,429 19,802 37,530 69,546 148,699 10,452 - 288,458
Repurchase agreements.......... 128,929 - - - - - - 128,929
State and municipal obligations - - 4,180 1,132 - - - 5,312
U.S. government agency....... 51,590 88,097 37,202 - 35 - - 176,924
U.S. Treasury obligations...... 46,186 231,801 23,406 - - - - 301,393
Total....oeeeiiiiiiiiiniiinnniinnnn $ 646,491 $ 574,067 $ 216,724 $ 83,989 § 268,938 $ 27,218 $ 8,093 § 1,825,520
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Based on specific investment objectives, the Pension Trust Funds expose themselves to greater interest rate risk than Treasury
programs or other investing organizations. Several investment choices, which may be selected by Deferred Compensation
Program participants, include the Stable Value Account, Aggregate Bond Index, and U.S. Tactical Asset Allocation Fund
include a variety of fixed income securities. Each Pension Trust Fund uses option-adjusted duration (in years) as a measure of
interest rate risk, as follows (amounts in thousands):

SERS DCP
SERS DCP Option-Adjusted  Option-Adjusted
Investment Type Amount Amount Duration Duration
Asset-backed securities............... $ 345688 $ 16,735 1.2 2.2
Corporate obligations................. 1,147,058 108,097 3.2 4.5
Mortgage-backed securities......... 450,024 285,397 2.4 3.1
Short-term market neutral............ 324,370 - 0.1 N/A
Sovereign debt...............c.eeenl 900,040 1,756 6.2 5.1
Treasury Investment Program....... 867,985 3,578 0.1 0.1
U.S. government agency obligations 199,888 3,507 23 3.8
U.S. private placements............... 310,856 20,064 3.0 3.7
U.S. Treasury obligations............ 2,235,217 165,984 3.7 6.5
Total..coeveniieiiiiiiiineniniienennne, $6,781,126  $ 605,118
PSERS
Option-Adjusted

Investment Type Amount Duration

Corporate obligations................ccoeeviiiinininnn.. $ 2,880,975 34

Fixed income collective trust funds.................... 304,949 3.8

International fixed income.............................. 1,781,539 6.2

Miscellaneous domestic fixed income................. 170,880 1.0

Mortgage-backed securities...............cooeeeiinann. 5,670,890 3.1

Treasury Investment Program............................ 2,935,396 0.1

U.S. Treasury & agency obligations.................. 3,152,963 5.1

11T 1 $ 16,897,592
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Foreign Currency Risk: Foreign currency risk is the risk of an investment’s value changing, advantageously or adversely,
due to changes in currency exchange rates. The Treasury Department’s policy requires all investments to be denominated in
U.S. dollars, issued under U.S. laws and regulations, designed for U.S. investors, and traded in U.S. markets. Among the other
investing organizations, only the Tobacco Settlement Fund is authorized to purchase securities denominated in a foreign
currency. At June 30, 2006, the Tobacco Settlement Fund reported $68.6 million of foreign currency-denominated holdings,
or less than six percent of its total investment portfolio. The amounts invested, by currency, are as follows (amounts in
thousands):

Short Term

Foreign Currency Holdings” Equity Total

Euro Currency Unit....... $ 402 $ 22598 § 23,000
Japanese Yen.................. 459 17,295 17,754
British Pound Sterling....... 415 12,241 12,656
Swiss Franc................... ®) 4,586 4,578
Canadian Dollar.............. 5 2,557 2,562
Australian Dollar............. (28) 1,874 1,846
Hong Kong Dollar............ 31 1,617 1,648
Singapore Dollar............. 19 1,580 1,599
South African Rand......... 126 1,003 1,130
Malaysian Ringgits.......... 36 913 948
Thailand Baht................. 1 496 497
Other Currencies............. 86 338 424
Total....ccouvurninineininnnnne. $ 1,544 $ 67,098 § 68,042

*Includes receivables and payables for futures contracts, securities sold, and securities purchased.

Each Pension Trust Fund is exposed to foreign currency risk as part of meeting specific investing objectives or allocations
among different classes of investments. The SERS is exposed to foreign currency risk primarily for equity securities as follows
(amounts in thousands):

Short Term Fixed Alternative
Foreign Currency Holdings” Income Equity Real Estate  Investments Total
Euro Currency Unit.......... $ (2,741) $ 10,791 $ 1,340,076 $ 12,674 $ 101,556 $ 1,462,356
British Pound Sterling......... (4,030) - 1,004,709 5,220 2,111 1,008,010
Japanese Yen................... (12,930) - 978,616 14,519 - 980,205
Swiss Franc..................... (1,384) - 313,184 - - 311,800
South Korean Won............ (98) - 225,206 - - 225,108
Hong Kong Dollar.............. (3,657) - 124,840 3,998 - 125,181
Swedish Krona.................. (102) - 116,759 - - 116,657
Taiwan New Dollar............. 936 - 97,622 - - 98,558
Australian Dollar................ 1,070 - 77,706 - - 78,776
Danish Krone.................... - - 66,871 - - 66,871
South African Rand............ 258 - 60,333 - - 60,591
Singapore Dollar............... (1,100) - 56,767 1,034 - 56,701
Brazil Real........................ 945 - 54,478 - - 55,423
Norwegian Krone............... (263) - 49,134 - - 48,871
Thailand Baht................... 14 - 38,190 - - 38,204
Turkish New Lira............... 55 - 25,832 - - 25,887
Mexican New Peso............ 26 - 25,303 - - 25,329
Indian Rupee.................... 196 - 25,128 - - 25,324
Other Currencies............... 979 2,210 116,576 - 119,765
Total..ooeveininineieneienenannnns $ (21,826) $ 13,001 $ 4,797,330 $ 37445 § 103,667 $ 4,929,617

*Includes receivables and payables as of December 31, 2005 for securities sold and purchased.
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One of several investing choices that may be selected by DCP participants is the European, Australian and Far East Equity
(EAFE) Index Fund, which owns international equities and is managed by an external manager. The EAFE Equity Index Fund
within the program seeks to track the more than 1,000 foreign stocks representing established companies in 21 countries
located in Western Europe and the Pacific Rim that are a part of the MSCI EAFE Index. At December 31, 2005, the DCP had
the following currency exposures related to equity securities (amounts in thousands):

Fair

Currency Value

Euro Currency Unit............ ............ $ 18,941
Japanese Yen...........coovveeiiiiiiinnn.. 15,334
British Pound Sterling........................ 14,342
Swiss Franc.........cooooiiiiiiiiiiiiii . 4,137
Australian Dollar.....................ooo 3,136
Swedish Krona.............ooooovviiiiiinnn. 1,424
Hong Kong Dollar..................o.ooeeie 986
Singapore Dollar.......................o.. 500
Danish Krone...............c.ooooiiiiiini. 483
Norwegian Krone............................. 434
New Zealand Dollar.......................... 112
Total.eeereieneeiieenieeereeereecennecnnncene $ 59,829

The PSERS is exposed to foreign currency risk for equity and other securities as follows (amounts in thousands):

Short Term Fixed Currency Alternative
Foreign Currency Holdings” Income Equity Hedge" Investments Total
Euro Currency Unit.... $ (775) $ 796,778 $ 3,213,586 $(1,346,075) $ 678,328 $ 3,341,842
British Pound Sterling. 85,278 177,855 2,271,685 (792,495) 66,613 1,808,936
Japanese Yen........... 20,222 132,200 2,497,865 (895,990) - 1,754,297
Canadian Dollar........ 39,068 98,029 680,242 - 11,692 829,031
South Korean Won.... 51,739 12,068 402,962 - - 466,769
Swedish Krona......... 22,711 38,141 292,826 - - 353,678
Hong Kong Dollar...... 2,093 - 407,870 (87,275) - 322,688
Swiss Franc............. (74,409) - 706,145 (314,409) - 317,327
Australian Dollar....... 131,491 5,309 360,776 (200,827) - 296,749
Other Currencies....... 151,258 127,742 1,349,383 - - 1,628,383
Total......coeuvuvunnnnne. $ 428,676 $1,388,122 $12,183,340 $(3,637,071) $§ 756,633 $11,119,700

? Includes investment receivables and payables.
® The currency hedge program was implemented during the fiscal year ended June 30, 2006.

Securities Lending Program

The Treasury Department provides a securities lending program authorized by the Fiscal Code, which provides the Treasury
Department with numerous custodial responsibilities; the securities program is an integral part of the custodial function. A
contract between the Treasury Department and its custodian, acting as lending agent, provides that the custodian lends
securities owned by the participants to independent brokers, dealers and banks, acting as borrowers.

Lending agreements between the custodian and the borrowers require that the custodian receive collateral from the borrowers
in exchange for the securities lent. For securities lent which are not denominated in U.S. dollars or whose primary trading
market is located outside the U.S., the fair value of the collateral received must be at least 105 percent of the fair value of the
securities lent. For all other securities lent, the fair value of the collateral received must be at least 102 percent. Securities lent
consist of both domestic and foreign equity securities and U.S. Treasury and foreign debt obligations. Almost all collateral
received consists of cash; a very small portion of collateral received consists of letters of credit, U.S. Treasury, corporate
and/or foreign debt obligations. Collateral is marked to market daily. Additional collateral from borrowers is required if the
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fair value of the collateral received declines below lending agreement requirements. The lending agent cannot pledge or sell
collateral securities received unless the borrower defaults. Accordingly, neither collateral securities received from borrowers
nor the related obligations to borrowers are reported.

To the extent collateral received consists of cash, the lending agent may use or invest the cash in accordance with reinvestment
guidelines approved by the Treasury Department. Either the participant or the borrower may terminate lending agreements on
demand. Lending agreements are typically of very short duration - usually overnight. Therefore, the duration of lending
agreements do not generally match the maturities of the investments made with cash collateral. The resulting rate risk is
mitigated by the lending agent’s ability to reallocate lending agreements among program participants.

The program requires that the lending agent indemnify the Treasury Department for all claims, liabilities and costs resulting
from the lending agent’s negligence or intentional misconduct. During the fiscal year ended June 30, 2006 (December 31,
2005 for the State Workers’ Insurance Fund (SWIF) and the SERS), there were no failures by any borrower to return
securities lent or pay distributions thereon. Also, there were no losses resulting from a lending agent or borrower default and
there were no Treasury Department restrictions on the amount of the loans that could be made.

At June 30, 2006 (December 31, 2005 for the SWIF and the SERS), there was no Treasury Department or participant credit
risk to the borrowers because the fair value of collateral received was greater than the fair value of the securities lent, consistent
with the lending agreements outstanding. The fair value of the securities lent, along with type of investments lent, are
(amounts in thousands):

U.S. U.S.
Securities Treasury Government Corporate Sovereign
Lent Amount _Obligations Agency Obligations Equities Debt
Tobacco Settlement Fund...........cccceevnenenn.n. $ 179,539 $ 105,413 $ 30,051 $ 690 $ 437385 $ -
State Lottery Fund........ccccocevuiniininnnns 4,117 4,117 - - - -
State Workers' Insurance Fund 671,769 549,074 93,356 17,732 11,607 -
Tuition Payment Fund........cccccovuveninieininnens 135,772 49,734 20,450 6,151 59,437 -
Workers' Compensation Security Trust Fund..... 93,819 63,125 11,713 8,897 10,084 -
State Employees' Retirement System.............. 3,329,743 2,000,464 67,988 197,847 709,395 354,049
Public School Employees Retirement System.... 6,937,360 774,475 2,234,738 239,607 3,445,967 242,573
Treasury Department Custodial...................... 425,644 104,675 320,969 - - -

At June 30, 2006 the Treasury Investment Program (TIP) lent $1,219,973 in securities; the related cash collateral received was
$1,188,063 and non-cash collateral was $60,349. The composition of the lent securities of $1,219,973 was: U.S. Treasury
obligations, $694,413; U.S. government agencies, $241,336; corporate bonds and notes, $72,725; and common and preferred
stocks, $211,499 (amounts in thousands).

Financial Instruments With Off-Balance Sheet Risk

The Tobacco Settlement Fund enters into derivatives and structures instruments primarily to enhance the performance and
reduce volatility of its investment portfolio. It enters into futures contracts to gain or hedge exposure to certain investment
markets and to manage interest rate risk.

Futures contracts are standardized, exchange-traded contracts to purchase or sell a specific financial instrument at a
predetermined price. Gains and losses on futures contracts are settled daily based on a notional (underlying) principal value
and do not involve an actual transfer of the specific instrument. Because of daily settlement, the futures contracts have no fair
value.

The Tobacco Settlement Fund has entered into certain futures contracts maturing through September 2006; such contracts are
S&P sell contracts, with a notional value of $4 million at June 30, 2006.
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State Employees’ Retirement System (SERS)

The SERS enters into derivative and structured financial instruments primarily to enhance the performance and reduce the
volatility of its investment portfolio. It enters into foreign exchange contracts and foreign currency options contracts to hedge
foreign currency exposure, futures contracts to gain or hedge exposure to certain equity markets and to manage interest rate
risk, and swaps to gain equity exposure on its absolute return fund-of-funds investments, as well as hedge against the effects of
inflation.

Foreign exchange contracts are agreements to exchange the currency of one country for the currency of another country at an
agreed upon price and settlement date. The SERS uses these contracts primarily to hedge the currency exposure of its
international investments. To reduce the risk of counterparty nonperformance, the SERS generally enters into these contracts
with institutions regarded as meeting high standards of credit worthiness. The unrealized gain/loss on contracts is included in
the SERS’ net assets and represents the fair value of the contract on December 31. At December 31, 2005, the SERS had
contracts to purchase and sell by major foreign currencies were as follows (amounts in thousands):

Unrealized Unrealized
Foreign Currency Purchases  Gain/(Loss) Sells Gain/(Loss)
Japanese Yen.................. $1,410,659 $ (90,722) $ 1,992,241 § 132,660
Euro Currency Unit....... 1,222,845 (30,204) 2,124,291 43,855
British Pound Sterling....... 714,559 (23,850) 971,482 22,779
Swiss Franc................... 352,716 (15,309) 565,176 18,227
Swedish Krona............... 133,593 (2,879) 178,620 2,687
Australian Dollar.............. 85,128 (3,197) 140,869 3,048
Other.............oooiii. 3,732 25 8,740 (61)
Total...coeveneiieiiniiiainnnnns $3,923,232 § (166,136) § 5,981,419 § 223,195

Futures contracts are standardized, exchange-traded contracts to purchase or sell a specific financial instrument at a
predetermined price. Gains and losses on futures contracts are settled daily based on a notional (underlying) principal value
and do not involve an actual transfer of the specific instrument. Because of daily settlement, the futures contracts have no fair
value.

The SERS has entered into certain futures contracts maturing through March 2006. The notional value of these contracts at
December 31, 2005 is as follows (amounts in thousands):

Buy Sell
Contract Type Contracts  Contracts
U.S. Treasury futures.... $ 52,851 $ 86,589
S&P futures............... 319,347 -
Total...ccoevvnieieiiinnnnen $ 372,198 $ 86,589

The exchange on which futures contracts are traded assumes the counterparty risk and generally requires margin payments to
minimize such risk. The SERS pledges investment securities to provide the initial margin requirements on the futures contracts
it buys. In addition to that collateral, the SERS also pledges securities for sales of securities that it does not presently own
(short sales). The SERS enters into those short sales to neutralize the market risk of certain equity positions.

Swap agreements provide for periodic payments between parties based on the change in value of underlying assets, indexes,
rates, or credit worthiness. During 2005, the SERS entered into commodity swaps, S&P 500 total return swaps, Russell 2000
swaps, credit default swaps, and interest rate swaps. Under the commodity swap arrangement, the SERS receives the net return
of the Goldman Sachs Commodity Index from the swap counterparty in return for short-term interest plus a spread, which it
pays to the counterparty. The commodity swaps are used as an inflation hedge and settle on a monthly basis. The S&P 500
total return swaps are used to gain equity exposure on its absolute return fund-of-fund investments. The Russell 2000 swaps
are used to gain equity exposure on its global macro strategy investments. Under those arrangements, the SERS receives the
net return of the respective equity indices in exchange for a short-term rate plus a spread. The SERS uses multiple contracts
with counterparties as well as collateral posting requirements to manage its credit risk. The contracts have varying maturity
dates ranging from March 17, 2006 through January 3, 2007. Credit default swaps are agreements with counterparties to either
purchase or sell credit protection. The SERS’ advisors use credit default swaps to either increase or decrease credit exposure to
certain credit markets. Interest rate swaps are over-the-counter contracts that allow counterparties to exchange a fixed rate
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liability for a floating rate liability. The SERS uses interest rate swaps as the most cost-effective way of gaining exposure to
certain sectors of the fixed income market.

The tables below presents the SERS’ swap exposure at December 31, 2005 (amounts in thousands):

Type of Swap Notional Value Receivable

S&P 500 Total Return Index......... $5,343,776 $ 125,321
Goldman Sachs Commodity Index.. 1,438,123 35,287
Russell 2000..........cccoveviinenn... 392,236 -
Interest Rate...................oooeii. 11,000 -
Credit Default.......................... 8,900 152

The SERS mitigates its legal risk on investment holdings, including the previously discussed instruments, by carefully
selecting portfolio managers and extensively reviewing their documentation. It manages its exposure to market risk within risk
limits set by management.

The SERS also indirectly holds foreign exchange contracts, futures contracts, and certain swap contracts through its
investments in collective trust funds. Those collective trust funds invest in those investments directly and indirectly (through a
securities lending collateral pool), to hedge foreign exchange exposure, to synthetically create equity-like returns, and to
manage interest rate risk by altering the average life of the portfolio.

Public School Employees’ Retirement System (PSERS)

The PSERS enters into a variety of financial contracts, which include options and futures. The PSERS also enters into foreign
exchange positions, such as forward and spot contracts to obtain or hedge foreign currency exposure; collateralized mortgage
obligations (CMOs); other forward contracts, and U.S. Treasury STRIPS. The PSERS is not a dealer, but an end-user of these
instruments. The contracts are used primarily to enhance performance and reduce the volatility of the portfolio. The PSERS is
exposed to credit risk in the event of non-performance by counterparties to financial instruments. As the PSERS generally
enters into transactions only with high quality institutions, no losses associated with counterparty nonperformance on
derivative financial instruments have been incurred. Legal risk is mitigated through selection of executing brokers and review
of all documentation. The PSERS is exposed to market risk, the risk that future changes in market conditions may make an
instrument less valuable. Exposure to market risk is managed in accordance with risk limits set by senior management,
through buying or selling instruments or entering into offsetting positions.

The notional or contractual amounts of derivatives indicate the extent of the PSERS’ involvement in the various types and uses
of derivative financial instruments and do not measure the PSERS’ exposure to credit or market risks and do not necessarily
represent amounts exchanged by the parties. The amounts exchanged are determined by reference to the notional amounts and
the other terms of the derivatives.

The following table summarizes the aggregate notional or contractual amounts for the PSERS’ derivative financial instruments
at June 30, 2006 (amounts in thousands):

Notional

Type of Derivative Value

Futures contracts —long.............ccooevviiiiiiiininiiin, $11,547,597
Futures contracts —short.................ccooiiiiiiiiiinn.n.. 3,828,194
Foreign exchange forward and spot contracts, gross......... 10,161,833
Options - calls purchased................ooooiiiiii, 25,109
Options - calls SOld........oooeiiiii e, 23,230
Options - puts SOId.......oiuiiiiiiii i 53,167

Futures contracts are contracts in which the buyer agrees to purchase and the seller agrees to make delivery of a specific
financial instrument at a predetermined date and price. Gains and losses on future contracts are settled daily based on a
notional (underlying) principal value and do not involve an actual transfer of the specific instrument. Futures contracts are
standardized and are traded on exchanges. The exchange assumes the risk that a counterparty will not pay and generally
requires margin payments to minimize such risk. In addition, the PSERS enters into short sales, sales of securities it does not
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presently own, to neutralize the market risk of certain equity positions. Initial margin requirements on futures contracts and
collateral for short sales are provided by investment securities pledged as collateral and by cash held by various brokers.
Although the PSERS has the right to access individual pledged securities, it must maintain the amount pledged by substituting
other securities for those accessed. The value of securities pledged and the amount of cash held at June 30, 2006 represent a
restriction on the amount of assets available as of year-end to use for other purposes.

Option contracts provide the option purchaser with the right, but not the obligation, to buy or sell the underlying security at a
set price during a period or at a specified date. The option writer is obligated to buy or sell the underlying security if the option
purchaser chooses to exercise the option. The System generally uses exchange listed currency, index, stock, and futures
options. The PSERS has authorized an investment manager to write covered call stock index option spreads up to a notional
amount of $500 million.

Foreign exchange contracts involve an agreement to exchange the currency of one country for the currency of another country
at an agreed-upon price and settlement date. The $10,162 million of foreign currency contracts outstanding at June 30, 2006
consists of “buy” contracts, which represent the U.S. dollar equivalents of commitments to purchase foreign currencies of
$3,869 million and “sell” contracts, which represent U.S. dollar equivalents of commitments to sell foreign currencies of
$6,292 million. The unrealized loss on contracts of ($52 million) at June 30, 2006 is included in the PSERS’ net assets and
represents the fair value of the contracts. The PSERS’ has authorized an investment manager to manage a currency hedge
portfolio consisting of foreign exchange spot and forward contracts, currency futures, and currency options to hedge up to a
notional amount of $5,100 million of the MSCI EAFE Index currencies to U.S. dollars.

The PSERS also invests in mortgage-backed securities (MBS) such as CMOs and MBS forwards to maximize yields. These
securities have three types of risk; they include prepayment risk, interest rate risk, and spread risk.

Prepayment Risk: Prepayment risk is the risk that changes in the prepayment speeds of the underlying mortgages will have a
direct impact on the maturity structure of the pass-through security. An increase in prepayment speeds will lead to acceleration
in principal returns and a contraction in the average life. A drop in prepayments, on the other hand, will lead to a slow down in
principal returns and an extension in the average life.

Interest Rate Risk: Interest rate risk is the risk that an investment’s value will change, advantageously or adversely, due to a
change in the absolute value of interest rates.

Spread Risk: Spread risk is the risk that if the spread (yield) between U.S Treasury and mortgage securities widens, liquidity
could be reduced and a capital loss could occur.

The MBS forwards are subject to credit risk in the event of nonperformance by counterparties. The fair value of CMOs at June
30, 2006 is $2,296 million.

The PSERS invests in U.S. Treasury STRIPS, which essentially act as zero coupon bonds and are subject to market volatility
from an increase or decrease in interest rates. Through certain collective trust funds, the PSERS also indirectly holds various
derivative financial instruments. The collective trust funds invest in futures and options thereon; forward foreign currency
contracts; options; interest rates, currency, equity, index, and total return swaps; interest-only STRIPS, and CMOs, to enhance
the performance and reduce the volatility of their portfolios. Swap agreements are used to modify investment returns or
interest rates on investments in the collective trust funds. Swap transactions involve the exchange of investment returns or
interest rate payments without the exchange of the underlying principal amounts. These swaps expose the collective trust
funds entering into these types of arrangements to credit risk in the event of nonperformance by counterparties.
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Discretely Presented Component Units
Authority for Deposits and Investments

Component unit organizations typically control receipt and disbursement of their own deposits, often through a trustee.
Enabling legislation provides varying authority for investments; several component unit organizations participate in the TIP.

Deposit Risks

At June 30, 2006, Pennsylvania Higher Education Assistance Agency had $18,700 of deposits with financial institutions in
excess of federal depository insurance limits that were uninsured and collateralized following an agreement to pledge assets on
a pooled basis to secure public deposits in Pennsylvania. Pennsylvania Infrastructure Investment Authority reported $368 in
deposits that were uninsured and uncollateralized and included both cash and U.S. Treasury money market funds. Pennsylvania
State System of Higher Education had $280 uninsured and uncollateralized. At May 31, 2006, Pennsylvania Turnpike
Commission’s deposits were fully insured or collateralized with securities held by the Commission or its agents in the
Commission’s name (amounts in thousands).

Investment Risks

Risk Management Policies: At June 30, 2006 component unit policies for certain risks are established by governing boards;
policies for the Pennsylvania Turnpike Commission are established by its bond indentures. Most of the organizations’ policies
address credit quality risk by establishing minimum NRSRA ratings for allowable investment purchases. Concentration risk is
also avoided by most of the organizations by limiting the concentration of investments in any one issuer. Some organizations
have policies in place that prohibits a certain percent of the overall portfolio, whereas others determine concentration limits
based on security type. Custodial credit risk is avoided through registration; the Pennsylvania Higher Education Assistance
Agency disclosed that, at June 30, 2006, $317,510 of securities were held by the same counterparty as the party used to
purchase such securities (amounts in thousands).

Investments by Type

At June 30, 2006 the discretely reported component units disclosed a total of $4,070,553 in investments. This consists of 99
percent fixed income securities ($4,051,844), and the remaining one percent consists of common stock and cash and cash
equivalents. The investment types and related amounts are as follows (amounts in thousands):

Investment Type Amount
Asset-backed securities.................. $ 74,153
Cash and cash equivalents............... 16,327
Certificates of deposit.................... 20
Commercial paper........................ 419,726
Common stocK.........ovvvvvniiiiinnn.. 2,382
Corporate obligations.................... 311,328
Guaranteed investment contracts....... 102,711
Investment agreements.................. 142,206
Money market mutual funds............ 623,781
Mortgage-backed securities.............. 97,277
Mutual funds..................coo 94,145
Repurchase agreements.................. 332,649
State and municipal obligations......... 25,704
Treasury Investment Program........... 433,570
U.S. government agencies............... 1,244,909
U.S. Treasury obligations................ 149,665
Total..coovvuviiiiiiiiininiiineneenennnns $ 4,070,553
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Concentration Risk: Concentration risk is the risk of loss attributed to the magnitude of the organizations’ investment in a
single issuer. Several of the organizations limit concentration to five percent or more of their total investments, with the
exception of U.S. Treasury and Federal Agencies. Pennsylvania State System of Higher Education has policies that do not limit
the concentration in any single issuer for corporate bonds, collateralized mortgage obligations, and asset-backed securities.
Also, among the organizations, the following concentrations existed as of June 30, 2006 (May 31, 2006 for Pennsylvania
Turnpike Commission) (amounts in thousands):

Pennsylvania Pennsylvania

Turnpike Higher Education
Issuer Commission Assistance Agency
Federal National Mortgage Association..............ceovveiieiiieiaennn. $ 167,960 $ 99,959
Federal Home Loan Bank...................... i 174,073 -
Federal Home Loan Mortgage Corporation................ccoeveeuenennnn 169,286 -
MBIA, INC. et - 67,400
Merrill Lynch & Company...........coevveiiniiriieianiieiananeeenns - 30,453

Credit Quality Risk: At June 30, 2006 approximately $4,051,844 of total discretely presented component unit investments of
$4,070,553 is fixed income investments, susceptible to credit quality rating. Of the amount of fixed income securities
susceptible to credit quality rating, $3,134,094 are rated, ratings are not available for $917,750 of fixed income investments.
The following table discloses aggregate fair value, by Moody’s or Standard and Poor’s credit quality rating category, at June
30, 2006 (May 31, 2006 for Pennsylvania Turnpike Commission) (amounts in thousands):

CREDIT QUALITY RATING
Moody's Credit Quality Rating Amount
ABA. . $ 819,617
AQe. 84,115
Al 33,541
Al 55,715
A, 16,466
Al 255,825
e P 202,175
AGY 1,244,909
UST .ttt 149,665
Moody's Subtotals......cceuveverereneniniinrerannnes $ 2,862,028

AAA ., 188,597
AN, 20,329
AL, 63,140

Standard & Poor's subtotals........c..cceeuvennnnn. $ 272,066
Total Rated Investments........cccceeeveeeeneennnnnn. $ 3,134,094

* AGY rating is assigned to securities issued by Government Sponsored Enterprises (GSEs) and government-owned
corporations. Some widely known GSEs include Federal National Mortgage Association, Federal Home Loan Mortgage
Corporation and several other entities. Agency (or GSE) bonds are not normally rated. GSE bonds are not explicitly
backed by the full faith and credit of the U.S. Government but they have implied government backing and an implied
Aaa/AAA rating.

> UST rating is assigned to securities issued by the U.S. Treasury. They are negotiable debt obligations of the U.S.
Government secured by its full faith and credit. U.S. Treasury bonds are not usually rated by the NRSRA. Assuming they
are held to maturity they are considered extremely credit worthy.
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Interest Rate Risk: Interest rate risk is managed using different techniques: weighted average maturity, maximum maturity
dates, effective duration, modified duration or operational cash needs. The following table discloses option-adjusted duration
(in years) by investment type for the fixed income portfolio of the discreetly presented component units, excluding
Pennsylvania Higher Education Assistance Agency, Pennsylvania Housing Finance Agency, and Pennsylvania Industrial
Development Authority, at June 30, 2006 (May 31, 2006 for Pennsylvania Turnpike Commission) (amounts in thousands):

Option- Securities with
Fair Market Adjusted no Available

Investment Type Value Duration Duration
Asset-backed securities.................. $ 74,153 1.311 $ -
Certificates of deposit................... - N/A 20
Commercial paper..........c...c.o...... 202,175 0.030 -
Corporate obligations.................... 259,303 1.462 19
Guaranteed investment contracts...... 16,665 0.500 -
Money market mutual funds.......... - N/A 13,678
Mortgage-backed securities............. 97,277 1.931 -
Mutual funds..........c.oooeiiiiiii 2,948 4.300 19,145
Repurchase agreements................. 148,004 0.016 27,653
State and municipal obligations........ 25,704 14.710 -
Treasury Investment Program......... 405,198 0.083 -
U.S. government agencies.............. 884,036 3.322 -
U.S. Treasury obligations............... 92,622 1.716 289
Total....ccovuiniiiieiniiiiniiennnnnn.. $ 2,208,085 $ 60,804

Pennsylvania Higher Education Assistance Agency, Pennsylvania Housing Finance Agency, and Pennsylvania Industrial
Development Authority do not use option-adjusted duration as a means of managing interest rate risk; the following provides
segmented time distribution for those Funds (amounts in thousands):

Matures in Matures in
Less Than One Matures in 1 More than 10
Investment Type Year to 10 Years Years Total

Commercial paper..............ccocoeeenin... $ 217,551 $ -3 -$ 217,551
Corporate obligations........................... 1,999 24,713 25,294 52,006
Guaranteed investment contracts............. 13,593 67,400 5,053 86,046
Investment agreements......................... 140,751 - 1,455 142,206
Money market mutual funds.................. 610,103 - - 610,103
Mutual funds................... 72,052 - - 72,052
Repurchase agreements........................ 146,651 10,341 - 156,992
Money markets.............cocoeiiiiiiiinn. 28,372 - - 28,372
U.S. government agencies..................... 285,496 57,214 18,163 360,873
U.S. Treasury obligations....................... 212 35,809 20,733 56,754

Total.eeeeiiniiiiiiiiieiieiiiieeenecenscnnns S 1,516,780 $ 195,477 $ 70,698 $ 1,782,955

Financial Instruments With Off-Balance Sheet Risk

As of June 30, 2006, Pennsylvania Turnpike Commission, Pennsylvania Higher Education Assistance Agency, Philadelphia
Regional Port Authority, Pennsylvania Industrial Development Authority, and Pennsylvania Housing Finance Agency all had
financial instruments with off-balance sheet risk. To obtain further information regarding the nature and notional value of the
financial instruments refer to their specific Financial Statements.
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A summary of capital assets by category at June 30, 2006 is as follows (amounts in thousands):

Primary Government

iscretely Present

Governmental Business-Type Component Units
Activities Activities
Internal Total
General Service Governmental Enterprise
Capital Assets Funds Activities Funds

Land......cooooviiiiiiie $ 314,855 $ 6 $ 314,861 $ 323 $ 193,656

Highway right-of-way........... 1,475,916 - 1,475,916 - -

Buildings ...........coooiiinn. 5,267,906 3,521 5,271,427 40,014 2,108,334

Improvements other than -

buildings..............cooeen. 469,044 317 469,361 - 222,136

Machinery and equipment....... 692,808 94,805 787,613 112,010 631,404

Library books and other......... - - - - 135,926

Turnpike infrastructure......... - - - - 4,129,467

Bridge infrastructure............ 7,013,354 - 7,013,354 - -

Highway infrastructure......... 16,965,413 - 16,965,413 - -

Waterway infrastructure.......... 52 - 52 - -

Other infrastructure............... 6,991 - 6,991 - -

Construction in progress........ 366,706 - 366,706 3,522 1,081,619
Highway and bridge

construction in progress...... 1,817,217 - 1,817,217 - -

Total.......ooooeviiiiiins $34,390,262 $ 98,649 $ 34,488,911 $ 155,869 $ 8,502,542

Changes in general capital assets for the fiscal year ended June 30, 2006 are as follows (amounts in thousands):

Balance Balance
June 30, June 30,
2005 Additions Retirements 2006
Non-Depreciable General Capital Assets:
Land ..o $ 309,846 $ 8,070 $ 3,061 § 314,855
Highway right-of-way ........ 1,414,507 61,409 - 1,475,916
Construction in progress 1,084,655 406,600 1,124,549 366,706
Transportation construction in progress . 1,562,558 1.088.268 833.609 1.817.217
Subtotal ......ccooeeieieiiieee e 4,371,566 1,564,347 1,961,219 3.974.694
Depreciable General Capital Assets:
Buildings ......ooceevverievienieienieeieeeeene 4,598,949 765,479 96,522 5,267,906
Improvements other than buildings........ 432,962 41,352 5,270 469,044
Machinery and equipment..................... 642,388 70,916 20,496 692,808
Highway infrastructure 15,878,487 1,086,926 - 16,965,413
Bridge infrastructure..........c.cccceoveeerennene 6,675,889 337,465 - 7,013,354
Waterway infrastructure............ccceeenee. 1,757 52 1,757 52
Other infrastructure 4.509 2.482 - 6,991
Subtotal ......ccoeeevierieieieeee, 28.234.941 2,304,672 124,045 30.415.568
Total general capital assets.................... $32,606,507 $ 3.869,019 $ 2,085,264 $34,390,262
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Changes in general capital assets accumulated depreciation for the fiscal year ended June 30, 2006 are as follows (amounts in
thousands):

Balance Balance
June 30, June 30,
2005 Additions Retirements 2006

Buildings ......covvvevenieiieiieieieseeee e $ 1,845,412 $ 99,226 $ 260 $ 1,944,378
Improvements other than buildings............... 192,882 12,581 7 205,456
Machinery and equipment...........cccceceeerenene 341,117 40,695 16,364 365,448
Highway infrastructure 6,976,938 637,167 19,731 7,594,374
Bridge infrastructure ..........cccccoceeeerenieniennen. 1,416,761 135,032 4,175 1,547,618
Other infrastructure 1,985 582 - 2,567
Total accumulated depreciation............. $10,775,095 § 925283 $ 40,537 $§ 11,659,841

Depreciation expense, by function, related to governmental activities capital assets for the fiscal year ended June 30, 2006 is as follows
(amounts in thousands):

General Capital Internal

Assets Service
Direction and SUPPOITIVE SETVICES. ... .ueueuininininen it ettt ettt ettt eeeaene $ 21,763 $ 5,732
Protection of persons and PrOPeItY.........o.eeeeinineerenit ettt ereeneeeens 62,660 779
Public €dUCAtION. ... ...\t 19,782 -
Health and human SEIrVICES. ........oouiiini i e 11,609 -
Economic development. .. ... ..ouiuitit it e 3 -
0T o 72 [ T PN 801,353 -
Recreation and cultural enrichment. ...............ooi i e 8,113 -
Total depreciation EXPENSE. .. .u..uint ettt ettt et ettt et ettt et et e e e $ 925,283 $ 6,511

Changes in Internal Service funds capital assets for the fiscal year ended June 30, 2006 are as follows (amounts in thousands):

Balance Balance
June 30, June 30,
2005 Additions Retirements 2006
Non-Depreciable Capital Assets:
Land ....oovveveieieiiiceeeiee s $ 6 $ - $ - $ 6
Subtotal....cceeeeriiiiiieeiieiiieeee. 6 - - 6
Depreciable Capital Assets:
Buildings .....ocoeoveveriinieneieeeee e 4,258 47 784 3,521
Improvements other than buildings........ 329 - 12 317
Machinery and equipment....... e 94.857 5.549 5.601 94.805
Subtotal ......coeoveivininice 99.444 5,596 6,397 98.643
Total Internal Service fund capital assets .. $ 99,450 $ 5,596 $ 6,397 $ 98,649
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NOTE E — CAPITAL ASSETS (continued)

Changes in Internal Service fund capital assets accumulated depreciation for the fiscal year ended June 30, 2006 are as follows
(amounts in thousands):

Balance Balance
June 30, June 30,
2005 Additions Retirements 2006
Buildings ......coovevieieiiiiinieeeeeene $ 2,161 $ 118 $ 668 $ 1,611
Improvements other than buildings 208 2 7 203
Machinery and equipment............ccccoereeennee 56.154 6,391 4,929 57.616
Total accumulated depreciation.................... § 58,523 $ 6,511 $ 5,604 $ 59.430

Changes in Enterprise fund capital assets for the fiscal year ended June 30, 2006 are as follows (amounts in thousands):

Balance Balance
June 30, June 30,
2005 Additions Retirements 2006
Non-Depreciable Capital Assets:
Land ...coooeevevinieicnceceeee $ 323 $ - $ - $ 323
Construction in progress 318 3.204 - 3,522
Subtotal.....ccooevveriiiieeiiiniineeee. 641 3.204 - 3.845
Depreciable Capital Assets:
Buildings ....coovevevveveinieinieiiecireeeee 39,814 200 - 40,014
Machinery and equipment.... 64,066 48,023 79 112,010
Subtotal .....coeereeieeeeineeieeen 103,880 48,223 79 152,024
Total Enterprise fund capital assets........... $ 104,521 § 51427 $ 79 3 155,869

Changes in Enterprise fund capital assets accumulated depreciation for the fiscal year ended June 30, 2006 are as follows
(amounts in thousands):

Balance Balance
June 30, June 30,
2005 Additions Retirements 2006
Buildings ......cooeveiienieeieiieee e $ 12,623 $ 1,515 $ 483 $ 13,655
Machinery and equipment.............ccccceeeneenne. 45,331 14,322 135 59.518
Total accumulated depreciation.................... $§ 57954 $ 15,837 $ 618 $ 73,173

91



NOTES TO FINANCIAL STATEMENTS June 30, 2006

NOTE E — CAPITAL ASSETS (continued)

Construction in progress included in general capital assets at June 30, 2006 includes project information as follows (amounts
in thousands):

Amounts
Expended but
Project not Capitalized Authorization
Authorization at June 30, 2006 Available
Capitol COMPIEX ....ceveeiiereirieiirieieieieeeee e $ 159,729 $ 72,832 $ 86,897
Department of Corrections Institutions ..................... 96,414 48,622 47,792
Educational InStitutionsS...........ccocveeveveeeiinieeiiveeeeneeenn 225,460 64,968 160,492
State Parks and Forests..........cccooceevvievieeciicciecieenene 86,067 40,056 46,011
State-wide Radio Project........c.ccceveeenivenencececnne. 123,026 111,043 11,983
Veterans Homes and Military Armories..................... 40,408 1,834 38,574
Department of Public Welfare Institutions................. 16,403 7,755 8,648
Transportation Facilities...........cccevverieviereneenienienenns 32,857 6,738 26,119
Historical and Museum Commission Facilities........... 23,853 11,337 12,516
State Police Facilities 7,655 1,104 6,551
912 277 635
8,691 140 8,551
TOtAl oo 3 821,475 $ 366,706 $ 454,769

The Commonwealth’s initial valuation of general capital assets was made as of June 30, 1986 using appraisal and historical
cost reconstruction techniques. Subsequent to June 30, 1986, general capital asset acquisitions are reported at cost or, for
donations or confiscations, at fair market value. At June 30, 2006 the amount of general capital assets related to the initial 1986
valuation amounts to $1,756 million and does not include highway, bridge or waterway infrastructure.
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NOTE F - TUITION BENEFITS PAYABLE AND INSURANCE LOSS LIABILITY -
PROPRIETARY FUNDS AND BUSINESS-TYPE ACTIVITIES

Tuition Benefits Payable

The reported liability for tuition benefits payable of $1,078,480 (amounts in thousands) of the Tuition Payment Fund, an
Enterprise Fund, at June 30, 2006, is based on several actuarial assumptions, including those related to future sales of tuition
credits, tuition cost increases, investment experience and program expenses for the Tuition Account Program. The June 30,
2006 actuarial analysis includes several changes in assumptions to reflect the current view of tuition inflation, updated expense
projections and incorporation of the investment advisor’s outlook regarding investment returns. Per-unit tuition credit expense
continues to decline as the Program expands. The per-unit credit expense assumption was decreased from 50 to 47 cents. The
effect of this change increased the aggregate actuarial reserve (actuarial value of assets less liabilities) by $16.4 million.

Insurance Loss Liability

The reported insurance loss liability of the State Workers’ Insurance Fund (SWIF), an Enterprise Fund, is primarily based on
historical claims experience. One of the assumptions used to determine the reported liability amount includes using a discount
rate of 3.5 percent at December 31, 2005 and 2.5 percent at December 31, 2004. There is uncertainty as to whether the reported
liability will be supported by future claim experience, including payments; this uncertainty must be considered when
evaluating the reported insurance loss liability.

For the calendar years ended December 31, 2005 and 2004, the following summary provides information on prior year reported
insurance loss liability, incurred claims and payments, and current year reported insurance loss liability (amounts in
thousands).

Year Ended Prior Year  —Incurred Claims T Payments—— Current Year

December 31 Liability Current Prior Current Prior Liability
2005t $1,373,810 $ 486,100 $ (162,258) $ 59,105 $ 212,370 $1,426,177
2004, $1,228,548 $ 358,970 $ 12,616 $ 56,150 $ 170,174 $1,373,810

Additionally, nonmajor Enterprise funds reported $610 of insurance loss liability at June 30, 2006 (amounts in thousands).
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NOTE G - TAXES, LOANS AND LEASE RENTALS RECEIVABLE

Taxes Receivable: Taxes receivable at June 30, 2006 consisted of the following (amounts in thousands):

Statement of Net Assets
Governmental
Activities
Sales and use.................. $ 1,062,730
Personal income............. 607,748
Corporation.................... 1,061,622
Liquid fuels...........c....... 182,981
Inheritance.... 467,748
Cigarette ........cccecevennennee 61,098
Other......ccoveeveeieeieenn, 25,391
Total ..coeeeveeeeeeeeee. $ 3,469,318

Governmental activities taxes receivable includes $1,209,686 expected to be collected after June 30, 2007 (amounts in
thousands).

Fund Balance Sheets

Nonmajor
Motor Governmental Fiduciary
General License Funds Funds
Sales and US€ ........ccocveunnnn... $ 1,062,730 $ - $ - $ 23376
Personal income .................... 607,748 - - -
Corporation ...........eceeveeeneenne. 1,061,622 - - -
Liquid fuels - 182,981 - -
Inheritance.........cccocvvveeuveeenns 467,748 - - -
Cigarette .....coeoveerereenieeenne. 61,098 - - -
Other ....ooveeeieeieeeeeeeene, - - 25,391 1,306
Total.ocveeveeieiieieeeeeeieee, $ 3,260,946 $§ 182,981 § 25391 $ 24,682

General Fund taxes receivable includes $1,209,686 expected to be collected after June 30, 2007 (amounts in thousands).

Loans Receivable: Loans receivable at June 30, 2006 consisted of the following (amounts in thousands):

Primary Government

Governmental Bl};gzss
Activities Activities
Special
General Revenue Enterprise Fiduciary Discretely Presented
Fund Funds Funds Funds Component Units

MOTtgage 10aNS. ....c.ovevevreriiieieieieieeeieeereeeesenees $ - $ - $ - 5 - $ 3,565,344
Student loans.........cccceeeveuveennnen. - - - - 9,136,788
Economic development loans 13,346 72,731 231,952 - 654,858
Drinking water, storm water and sewer system loans - 327 - - 1,668,442
Volunteer fire company 1oans ...........cccceeceeveereennennen. - - 109,782 - -
Environmental program 10ans .............cceceevverieciennenne - 17,611 - - -
Other notes and 10aN..........ccoovveeveriecienenieieeieie s 110 - - 3,097 6,464
13,456 90,669 341,734 3,097 15,031,896
Less: allowance for uncollectible amounts 2,503 57.985 81,945 - 253,977
Loans receivable, Net.........c.ooveevieveeveereeieeiriereereennns $ 10,953 $ 32,684 $ 259,789 §$ 3,097 $ 14,777.919
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NOTE G - TAXES, LOANS AND LEASE RENTALS RECEIVABLE (continued)

The General Fund reports $6,598 in loans due after June 30, 2007, Special Revenue funds report $28,261 in loans due after
June 30, 2007 and the Enterprise funds report $213,553 in loans due after June 30, 2007. Discretely presented component units
reported $13,063,411 in loans receivable due after June 30, 2007 (amounts in thousands).

The General Fund reported $10,953 in loans receivable for program objectives, all of which represented governmental
activities lending and of which, $6,598 is due after June 30, 2007. Agency Funds reported $3,097 in loans receivable to
replace underground storage tanks, of which $2,879 is due after June 30, 2007 (amounts in thousands).

Lease Rentals Receivable: The Capital Facilities Fund, a Capital Projects fund, reports expenditure amounts related to
construction projects for educational institutions funded through the issuance of general obligation bonds, the principal and
interest of which are paid through the collection of lease rental payments and deposited in the Capital Debt Fund, a Debt
Service fund. At the conclusion of the lease terms, the project facilities are conveyed to the educational institutions.
Accordingly, these lease arrangements are classified as direct financing leases. Lease rental receivables and associated
deferred revenue equal to the principal lease payments to be received are recorded in the Capital Debt Fund. At June 30, 2006
the total remaining minimum lease payments to be received were $928 thousand, consisting of principal present value of $862
thousand and interest of $66 thousand.

The Pennsylvania Industrial Development Authority, a discretely presented component unit, reported a lease rental receivable
with total remaining minimum payments to be received of $18.8 million, consisting of principal present value of $17.6 million
and interest of $1.2 million at June 30, 2006.

Minimum lease payments receivable for the five fiscal years succeeding June 30, 2006 are as follows (amounts in thousands):

Fiscal Year Ending Primary Discretely Presented
June 30 Government Component Units
2007 $ 194 $ 3,825
2008.....ccveirrennne 194 4,287
2009.....cccoeirenennne 194 4,287
2010 194 4,287
2011 e 127 2,143

Except for $194 owed to the primary government and $3,825 owed to discretely presented component units, all amounts
receivable under lease rentals are due after June 30, 2007 (amounts in thousands).
Governmental Funds Unearned Revenue

The following fund types reported unearned revenue at June 30, 2006. The following chart provides the portion of total
unearned revenue which was 1) unavailable or 2) not yet earned as of June 30, 2006 (amounts in thousands);

General Special Revenue Debt Service
Unavailable .........cccooovvvveenrennnn. $ 1,849,011 $ 30,158 $ 4,341
Unearned........cooovvvvveeiiivvcnnnnnn... 48,223 215,567 -
Total unearned revenue............... $ 1,897,234 $ 245,725 $ 4,341
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NOTES TO FINANCIAL STATEMENTS

June 30, 2006

NOTE H - INTERNAL/INTERFUND BALANCES AND TRANSFERS

Statement of Net Assets

Internal Balances

In the Statement of Net Assets, reported internal balances of ($89,550)/$88,337 for governmental activities/business-type
activities differ by $1,213 because the State Workers’ Insurance Fund, an Enterprise Fund, reports for its fiscal year ended

December 31, 2005.

Interfund Balances

The composition of governmental and proprietary funds interfund balances reported at June 30, 2006 is as follows, with Major
Fund titles in bold. Aggregate nonmajor governmental funds receivables from other funds and from component units,
respectively, amount to $82,578 and $15,473; aggregate nonmajor enterprise funds receivables amount to $2,123 and $7;

aggregate internal service funds receivables amount to $17,315 and $507 (amounts in thousands):

DUE FROM DUE TO
FUND TYPE/FUND OTHER COMPONENT OTHER COMPONENT
PRIMARY GOVERNMENT FUNDS UNITS FuUNDS UNITS
General Fund $ 47,620 $ 490 $ 71,546 $ 2454
Special Revenue:
Motor License Fund................ccooovvviiiiiiiiiiineeenn, 7,443 - 20,819 11,382
Tobacco Settlement Fund.....................ccccovveeeeennn. - - 36,145 -
State Gaming Fund...........ccccooiiiiiiiiiniieee - - 19,003 -
State Racing Fund ..........cocoiiiiiiiiiiieece - - 1,982 -
Vocational Rehabilitation Fund............ccccceeenvninnen. - - 1,978 -
Pharmaceutical Assistance Fund..............ccceevevennnen. 34,834 - - -
Agricultural Conservation Easement Purchase Fund 10,243 - - -
Public Transportation Assistance Fund..................... 7,002 - 375 -
Other Funds.......cccoeoveiieiieiieececeeeeee e 298 - 3,188 -
59,820 - 83.490 11,382
Capital Projects:
Capital Facilities Fund ...........ccocooviiiiiiiniee 28,963 15,473 620 -
Keystone Recreation, Park and Conservation Fund... 1,238 - 6.675 -
30,201 15.473 7,295 -
Enterprise:
Unemployment Compensation Fund..................... 2,811 362 5 -
State Lottery Fund ..................cccoooviiiiiniiiiiees - - 72 -
Tuition Payment Fund................c.ccooiiiniinnnnn.. - - 15 -
State Stores Fund............cooevviiiiiiiiiiiiiieeeeeeeees 164 - 3,544 -
Rehabilitation Center Fund ...........ccccooovvieieenernennen. 1,830 - 16 -
Other FUnds.......cooovevieiieiieieeeeeee e 129 7 105 -
4,934 369 3.757 -
Internal Service:
Purchasing Fund...........coccooiiiiiiinieeeeee, 15,527 502 429 -
Manufacturing Fund..........ccccoooiiiiiiniineee, 1,788 5 29 -
17,315 507 458 -
Fiduciary - Pension Trust:
State Employees’ Retirement System ..........c.c.cc...... 1.919 4,736 - -
1,919 4,736 - -
Total primary government ................c.ocoevvevevvennnnn. $ 161,809 $ 21,575 $ 166,546 $§ 13,836

96




NOTES TO FINANCIAL STATEMENTS

June 30, 2006

NOTE H - INTERNAL/INTERFUND BALANCES AND TRANSFERS (continued)

DUE FROM DUE TO
PRIMARY COMPONENT PRIMARY COMPONENT
COMPONENT UNITS GOVERNMENT UNITS GOVERNMENT UNITS
Pennsylvania Turnpike Commission..................... $ 7,205 $ - $ - $ -
Pennsylvania Infrastructure Investment Authority - 90 3 21
Pennsylvania Industrial Development Authority .. 63 - - -
Patient Safety Trust Authority..........ccoeevvevereennen. - - 5 -
Thaddeus Stevens College of Technology ............ - - 2 -
7,268 90 10 21
Fiduciary - Pension Trust:

Public School Employees’ Retirement System .... 1,959 - 5,476 -
Total component UNits...........ccceeveereeereerceerenenne. $ 9,227 $ 90 $ 5,486 $ 21

The amount of total reported interfund receivables of $192,701 does not agree with total reported interfund payables of
$185,889 at June 30, 2006 due to different fiscal year ends and reporting differences for certain Funds included in the Fund
Financial Statements at June 30, 2006. The amount reported for the Pennsylvania Turnpike Commission, a discretely
presented component unit, is reported at its fiscal year ended May 31, 2006; the State Stores Fund, an Enterprise Fund, is
reported at its fiscal year ended June 27, 2006; the amounts reported as interfund balances for the State Employees’ Retirement
System and Deferred Compensation Fund, Pension Trust Funds, and the State Workers’ Insurance Fund, an Enterprise Fund,
are reported at their fiscal years ended December 31, 2005. The following presents a reconciliation of interfund balances
reported at June 30, 2006 and those amounts that would have been reported if all Funds reported at the same fiscal year end

(amounts in thousands):

Governmental  Proprietary Fiduciary = Component
Funds Funds Funds Units Total
Due from other funds........c..c..c....... $ 136,663 $§ 22,222 $ 1,919 $ - $ 160,804
Due from pension trust funds.......... 978 27 - - 1,005
Due from component units ............. 15,963 876 4,736 90 21,665
Due from primary government ....... - - 1,959 7.268 9,227
Total.co.eeeieicecece $ 153,604 $ 23,125 $ 8614 $ 7,358 $ 192,701
Reported Interfund Receivables ..................coooiiiiiiiiiiiii e $ 192,701
State Employees’ Retirement System decrease in receivables from January 1, 2006 through June 30, 2006 ...... (439)
Pennsylvania Turnpike Commission increase in receivables from June 1, 2006 through June 30, 2006.............. 4,003
Interfund receivables reported as accounts receivable by cOmpoNent UNItS ...........ecvveeveevereeereenieesieecrenreseeneennes 627
Interfund receivables reported as tax receivables by Fiduciary Funds...........cccoovevieiiiiiiniinieieeee e 2,478

Payroll accrual at June 30, 2006 — receivables attributable to State Employees’ Retirement System...................

Reconciled Interfund Receivables ..............ccooooiiiiiiiiiiiiiie e
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NOTE H - INTERNAL/INTERFUND BALANCES AND TRANSFERS (continued)

Governmental  Proprietary  Fiduciary = Component

Funds Funds Funds Units Total
Due to other funds .........ccooevennee. $ 154,283 $ 4,020 $ - $ - $ 158,303
Due to pension trust funds............... 8,048 195 - - 8,243
Due to component units................... 13,836 - - 21 13,857
Due to primary government............ - - 5.47 10 5.486
Total...ooeeiiieieiiee $ 176,167 $ 4215 $ 5476 § 31 $ 185,889
Reported Interfund Payables .............ccccooiiiiiiiiiiiiiiiiicece e $ 185,889
State Employees’ Retirement System increase in payables from January 1, 2006 through June 30, 2006........... 231
Deferred Compensation Fund increase in payables from January 1, 2006 through June 30, 2006....................... 2
Pennsylvania Turnpike Commission increase in payables from June 1, 2006 through June 30, 2006 ................. 622
State Workers’ Insurance Fund increase in payables from January 1, 2006 through June 30, 2006 ................ 617
Interfund payables reported as accounts payable by cCOMPONEnt UNItS.........c.ccceevvvervierieeienienieeieeienieseesse e eenes 16,511
Interfund payables reported as accounts payable and tax receivable reductions by Fiduciary Funds................... 777
AGJUSTIMENIES ..ttt ettt et st e bt e aeeh e ea e e st et e et e e bt e et ebeemeem e e s et e bt ehe ek e bt eaeebeentente s eteabeeeeeneenean (44)
Reconciled Interfund Payables ... $ 204,605

Primary Government Transactions with Discretely Presented Component Units

At June 30, 2006 (May 31,2006 for PA Turnpike Commission), Commonwealth support reported by the discretely presented
Component Units is (amounts in thousands):

State System of Higher Education (appropriation, grant, subsidy) $ 586,105
PA Higher Education Assistance Agency (appropriation, grant, subsidy) 429,250
PA Turnpike Commission (oil franchise tax, vehicle registration fees) 83,749
Ben Franklin Technology Development Authority (appropriation, grant, subsidy) 50,300
PA Infrastructure Investment Authority (capital contribution) 24,725

Advances — Fund Financial Statements

At June 30, 2006 the General Fund reported Advances to Other Funds of $114,108. Specifically, this amount has been
advanced as follows: $2,300 to the State Workers’ Insurance Fund and $85,000 to the State Stores Fund, Enterprise Funds;
$2,175 to the Motor License Fund and $10,333 to the Pharmaceutical Assistance Fund, Special Revenue Funds; and, $14,300
to the Purchasing Fund, an Internal Service Fund. These amounts have been reported by the respective owing Funds as
Advances from Other Funds, except for the State Workers’ Insurance Fund, which reported an advance of $1,669 at its
fiscal year ended December 31, 2005. At June 30, 2006 the Hazardous Sites Cleanup Fund, a Special Revenue Fund, reported
an Advance to Other Funds of $3,000. This amount was advanced to the Small Business First Fund, an Enterprise Fund. All
amounts advanced are expected to be repaid subsequent to June 30, 2007. The Underground Storage Tank Indemnification
Fund, an Agency Fund, reported an $82,500 statutory advance to the General Fund at June 30, 2006. Subsequent to June 30,
2007, $75,000 (amounts in thousands) are expected to be repaid.

Transfers

A summary of transfers reported for the fiscal year ended June 30, 2006 is as follows, with Major Fund titles in bold.
Aggregate nonmajor governmental fund transfers from other funds amount to $1,319,421 during June 30, 2006 and include a
$380,000 transfer from the State Lottery Fund to the Pharmaceutical Assistance Fund. Aggregate nonmajor governmental
fund transfers to other funds amount to $38,380. Aggregate nonmajor proprietary transfers to other funds amount to $82,000
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NOTE H - INTERNAL/INTERFUND BALANCES AND TRANSFERS (continued)

(amounts in thousands):

TRANSFERS TRANSFERS
PRIMARY GOVERNMENT IN ouT
General Fund................coooooioiiiiiiieieeeeccceee e $ 88930 $ 827040
Special Revenue:
Tobacco Settlement Fund ....................cccoooviiiiiiiiiiieee, - 29,301
Motor License Fund.................ccoooeiiiiiiiiiieeeeeeeee, - 48,630
State Racing Fund ..........ccccoevieeiieiinieiecee e - 1,813
Vocational Rehabilitation Fund.............c.ccccooeiviiiiiinniiiieee. 39,122 -
Pharmaceutical Assistance Fund................oooeeviviiiienininennnn. 409,301 -
Community College Capital Fund.........c.ccccovevenineninincncne. 37,864 -
Environmental Stewardship Fund ............cccocvininninnnnnnnnn - 30,679
Hazardous Sites Cleanup Fund ..........cccccceveneninnnicninncnnenn 20,000 -
Emergency Energy Assistance Fund...........ccccoooiiieninncnnenn. 19,300 -
Agricultural Conservation Easement Fund ............cc.ccoccoeee. 10,679 -
Educational Assistance Program Fund..............ccccceevveneennnnn. 10,000 -
Other FUNAS.......ooiiiiiiieeeeee e 13,638 5,888
559.904 116,311
Debt Service:
Land and Water Development Sinking Fund............c.ccecueeee. 120 -
Water Facilities Loan Redemption Fund............cccceevenrnennne. 3,060 -
Capital Debt Fund ..........ccoooiiiiiieiiieee e 740,721 -
Local Criminal Justice Sinking Fund ............ccoconveiinnnnnnen. 1,203 -
Agricultural Conservation Easement Sinking Fund................. 1,943 -
Keystone Recreation, Park and Conservation Sinking Fund.... 1,976 -
Disaster Relief Redemption Fund ............ccooceeviiiiiiininnnen. 2,043 -
Pennsylvania Economic Revitalization Sinking Fund.............. 613 -
Volunteer Companies Loan Sinking Fund...........c.cceevvenennen. 628 -
Pennsylvania Infrastructure Investment Authority
Redemption Fund...........cccooveviiiiiiiiiiieeeeee e 7,210 -
759,517 -
Enterprise:
State Lottery Fund ................cooccooiiiiiiieeeee - 380,000
Unemployment Compensation Fund................................... - 3,000
State Stores Fund............coooeiieieiineee e - 82,000
- 465,000
Total transfers, fund financial statements.............cccccoeeveeenns 1,408,351 1,408,351
Less: net elimination of governmental fund transfers ............ 943,351 943,351
Total transfers, Statement of ACtiVItieS.......ccceeevvvveeeevnverennee. $ 465,000 $ 465,000

Assigned Investment Income: Certain assigning Funds, as follows, receive but do not financially report investment income
that is assigned to (and reported by) another Fund for legal or contractual reasons. Investment income and related interfund
transfers are reported by those Funds which assign/receive investment income for other than legal/contractual reasons (in
thousands).

Assigning Fund Receiving Fund Reason Amount
Liquor License General Legal/contractual $ 80
Liquid Fuels Tax Motor License Legal/contractual 419
Land and Water Development Land and Water Development Sinking Legal/contractual 67
Remining Financial Assurance Land and Water Development Sinking Other than legal/contractual 170
Fire Insurance Tax State Insurance Legal/contractual 1,400
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NOTE I - RETIREMENT AND OTHER POSTEMPLOYMENT BENEFITS

Pension Systems

Commonwealth laws established contributory defined benefit pension plans covering substantially all Commonwealth and
public school employees. Generally, Commonwealth employees are members of the State Employees’ Retirement System
(SERS) and public school employees are members of the Public School Employees’ Retirement System (PSERS). Both the
SERS and the PSERS are reported as Pension Trust Funds, Fiduciary funds. Both the SERS and the PSERS issue stand-alone,
audited financial statements, which are available to the public. Written requests for financial statements should be directed to
the following addresses:

State Employees’ Retirement System Public School Employees’ Retirement System
30 North Third Street, Executive Office Bureau of Communications

P.O. Box 1147 P.O. Box 125

Harrisburg, PA 17108 Harrisburg, PA 17108

State Employees’ Retirement System

Plan Description: The SERS is the administrator of a cost-sharing multiple-employer defined benefit retirement system
established to provide pension benefits for employees of state government and certain other organizations. At December 31,
2005 there were 108 employer state agencies and other organizations participating in the SERS. The SERS provides
retirement, death, and disability benefits.

Retirement Benefits: Article II of the Pennsylvania Constitution provides the General Assembly the authority to establish and
amend benefit provisions. Retirement benefits generally vest after five years of credited service. Employees who retire at age
60 with three years of service, or with 35 years of service if under age 60, are entitled to a normal (unreduced) annual
retirement benefit. Members of the General Assembly and certain employees classified in hazardous duty positions can retire
with full benefits at age 50 with at least three years of service.

Act 2001-9 (Act 9), signed into law on May 17, 2001 established Class AA membership whereby, generally, annual full
retirement benefits for electing active members is 2.5 percent of the member’s highest three-year average salary (final average
salary) multiplied by years of service. State employees hired after June 30, 2001 are Class AA members. Members hired
before May 17, 2001 had the option, but were not required, to elect Class AA membership. Substantially all eligible members
chose the Class AA option. For legislators in office on May 17, 2001 Act 9 established Class D-4 membership whereby the
general annual benefit is 3 percent of final average salary for each year of service.

The general annual benefit for full retirement for Class A members is 2 percent of the member’s final average salary multiplied
by years of service. State police troopers are entitled to an annual benefit equal to a percentage of their highest annual salary
(excluding their year of retirement). The annual benefit is 75 percent of salary for 25 or more years of service and 50 percent of
salary for 20-24 years of service. Judges are entitled to a benefit of 4 percent of final average salary for each of the first 10
years of service and 3 percent for subsequent years. District Justices are entitled to a benefit of 3 percent of final average
salary for each year of service.

Funding Policy: Commonwealth law determines all member contribution rates. The active plan member contribution rate is 5
percent of covered payroll for most employees in Class A; for Class AA members, the contribution rate is 6.25 percent. Higher
contributions are required for certain members of the General Assembly and judges and district justices who elect higher
contribution rates. The SERS Board has the authority to establish or amend periodic employer contributions at actuarially
determined rates, expressed as a percentage of annual covered payroll. The employer rate-setting process is intended to
provide employer contributions which, when combined with member contributions and investment returns, are adequate to pay
benefits when due.

Act 9 provided that new benefits arising there from were to be funded over a ten-year period, with level dollar funding,
beginning July 1, 2002. Act 9 also provided that all the existing actuarial assets and liabilities were to be combined and
refinanced over a ten-year period using level dollar funding and future actuarial gains and losses were to be amortized using
ten-year level dollar funding. On December 10, 2003, Governor Rendell signed Act 2003-40 (Act 40) into law. The
significant provisions of the law were to change certain actuarial methods and periods used to amortize actuarial assets and
liabilities.
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NOTE I - RETIREMENT AND OTHER POSTEMPLOYMENT BENEFITS (continued)

During each of the three years ended December 31, the annual required employer contributions (amounts in thousands) and the
related percentage of that amount actually contributed are as follows (amounts in thousands):

Year ended December 31 Annual Required Contribution Percentage Contributed
2005 $ 319,190 46.1
2004 $ 105,229 100.0
2003 $ 55,079 123.4

Pursuant to Act 40, beginning July 1, 2005, the SERS established employer contribution rates which resulted in total 2005
employer contributions, which were lower than the minimum annual required contribution as defined by GASB Statement No.
25. Since the SERS is a cost-sharing multiple-employer defined benefit retirement system and all SERS-required employer
contributions were made, no unfunded liability is reported by the Commonwealth as of June 30, 2006.

At December 31, 2005, the SERS disclosed no long-term contracts for contributions to the plan.

Summary of Significant Accounting Policies: The SERS financial statements are prepared on the accrual basis of accounting,
whereby expenses are recorded when the liability is incurred, revenues are recorded in the accounting period in which they are
earned and become measurable, and investment purchases and sales are recorded as of the related trade date. Member and
employer contributions are recognized in the period in which employee salaries are reported. Benefits and refunds are
recognized when due and payable in accordance with the terms of the plan.

Investment Valuation: Investments are reported at fair value, which is the amount that the SERS can reasonably expect to
receive for an investment in a current sale between a willing buyer and a willing seller, that is, other than in a forced or
liquidation sale. The investment in the Commonwealth Treasury short-term investment pool is reported at cost plus allocated
interest, which approximates fair value. Collateral received under the Commonwealth Treasury securities lending program is
reported at cost plus accrued interest, which approximates fair value. United States government obligations, corporate and
foreign bonds and notes, and common and preferred stocks are generally valued based on published market prices and
quotations from national security exchanges and securities pricing services. Securities that are not traded on a national security
exchange are valued by the asset manager or third parties based on similar sales. The System has entered into certain swap
contracts with a notional amount equivalent to the System’s original investment in the absolute return fund-of-funds limited
partnerships to provide S&P 500 returns. The combination of the swaps and the underlying investments result in a return
consistent with an actively managed equity portfolio. Accordingly, those investments have been classified as common stocks
on the statement of net assets. Real estate is primarily valued based on appraisals performed by independent appraisers or, for
properties not appraised, at the present value of the projected future net income stream. Alternative investments, which include
interests in limited partnerships invested in venture capital, leveraged buyouts, private equities, and other investments are
valued based on amounts established by valuation committees, which are subject to an annual independent audit. The values
for real estate and alternative investments are reported on a one-quarter lag (September 30), adjusted for cash flows through
December 31. Foreign exchange and futures contracts are marked-to-market daily with changes in fair value recognized as part
of investments and investment income. The fair values of swaps are determined no less than monthly based on the return of
the underlying indices, which is generally exchanged for a short-term rate plus a spread.

The Collective Trust Funds (CTF) consists primarily of domestic and international institutional mutual and index funds. The
funds do not pay interest or dividends to shareholders, and reinvest all income earned on securities held by the fund. The fair
value of CTF is based on the reported share value of the respective fund.

Public School Employees’ Retirement System

Plan Description: The PSERS is a cost-sharing multiple-employer defined benefit retirement system established to provide
pension and other benefits for public school employee members. At June 30, 2006 there were 733 participating employers,
generally school districts. The PSERS provides retirement, death, disability and health care benefits. In most cases, retirement
benefits vest after 5 years of credited service. Members are eligible for full monthly retirement benefits upon reaching (a) age
62 with at least one year of service, (b) age 60 with 30 or more years of service, or (c) 35 or more years of service regardless of
age.
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Act 9 of 2001 provided for members to elect Membership Class T-D and convert from Membership Class T-C effective July 1,
2001. Benefits for full retirement are generally equal to 2 percent (Membership Class T-C) or 2.5 percent (Membership Class
T-D) of the member’s final average salary multiplied by number of years of credited service. The Commonwealth has the
authority to establish or amend benefit provisions.

Funding Policy: The Public School Employees’ Retirement Code provides that the PSERS Board has the authority to establish
or amend periodic employer contributions at actuarially determined rates, expressed as a percentage of annual covered payroll.
The active plan member contribution rates for employees in Membership Class T-C and T-D hired before July 22, 1983 are
5.25 and 6.50 percent of covered payroll, respectively; for employees in Membership Class T-C and T-D hired after July 21,
1983, the rate are 6.25 and 7.50 percent, respectively. The increased member contribution rates for Class T-D became effective
January 1, 2002. Commonwealth law determines member contribution rates.

Since 1995, employers defined as school entities (school districts, area vocational-technical schools, and intermediate units) are
required to pay the entire employer contribution. The Commonwealth partially reimburses school entities in accordance with
Act 29 of 1994. The amount of reimbursement is at least one half of the total employer contribution. For employers that are
not school entities, the employer and the Commonwealth pay the employer contribution equally to the PSERS; no
Commonwealth reimbursement occurs.

Act 40 of 2003 amended the actuarial cost method in three areas that affect employer contribution rates. Act 40 changed the
amortization period from 10 years to 30 years for: unfunded liabilities accrued as a result of Act 9 of 2001; outstanding
balances of net actuarial losses the fiscal years ended June 30, 2001 and 2002; and net gains and losses in future years. Act 40
continued a 10-year amortization period for unfunded liabilities accrued prior to Act 9 of 2001; any future active member
improvements; and any retiree cost-of-living adjustments. Finally, Act 40 established an employer contribution rate ‘floor’ of
4 percent, exclusive of the premium assistance contribution rate, beginning July 1, 2004.

During each of the three fiscal years ended June 30, the annual required employer contributions (in thousands) and the related
percentage of that amount actually contributed are as follows:

Fiscal year Annual Required Percentage
Ended June 30 Contribution Contributed
2006 $ 456,878 100
2005 $ 431,556 100
2004 $ 321,091 100

At June 30, 2006, the PSERS disclosed that $127,954 of $236,005 (in thousands) of member receivables for purchases of
service credit is due subsequent to June 30, 2007.

Summary of Significant Accounting Policies: The PSERS financial statements are prepared on the accrual basis of
accounting, whereby expenses are recorded when the liability is incurred, revenues are recorded in the accounting period in
which they are earned and become measurable, and investment purchases and sales are recorded as of the related trade date.
Member and employer contributions are recognized in the period in which employees’ salaries are reported. Benefits and
refunds are recognized when due and payable in accordance with the terms of the plan.

Investment Valuation: Investments are reported at fair value, which is the amount that the PSERS can reasonably expect to
receive for an investment in a current sale between a willing buyer and a willing seller, that is, other than in a forced or
liquidation sale. Short-term securities are reported at cost, which approximates fair value, unless they have a published market
price or quotation from national security exchanges or securities pricing services, in which case they are reported at the
published market price. Fixed income securities and common and preferred stocks are generally reported based on published
market prices and quotations from national security exchanges or securities pricing services. Securities that are not traded on a
national security exchange are valued by the respective fund manager or other third parties based on similar sales. Real estate
is primarily valued based on appraisals performed by independent appraisers or, for properties not appraised, at cost or the
present value of projected future net income. Private equity, private debt, venture capital and equity real estate are primarily
valued based on amounts established by valuation committees. Futures contracts, foreign exchange contracts, and options are
marked-to-market daily; changes in market value are recognized as part of net appreciation/depreciation in the fair value of
investments. Initial margin requirements for such financial instruments are provided by investment securities pledged as
collateral or by cash.
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Collective trust fund investments (CTF) consist primarily of domestic and international institutional funds. The funds do not
pay interest or dividends to shareholders and reinvest all income earned on securities held by the fund. The fair value of CTF
is based on the reported share value of the respective fund. CTF are managed by state chartered banks for which various state
banking departments have regulatory oversight and investment advisors for which the Securities and Exchange Commission
has regulatory oversight.

Other Postemployment Benefits

The Commonwealth funds certain health care benefits for retired primary government and certain component unit employees
(that meet specified length-of-service and age requirements) and their eligible dependents. These benefits are provided as a
result of negotiated union contracts and through administrative policy. The Commonwealth recognizes the cost of providing
these benefits as paid, which totaled $519 million for the fiscal year ended June 30, 2006. Approximately 93,000 individuals
were covered by these benefits during the fiscal year.

The Commonwealth provides several other postemployment benefits, including disability life insurance and certain benefits to

beneficiaries of state police officers killed in the line of duty. The amount expended for these benefits was not material during
the fiscal year ended June 30, 2006.
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NOTE J - NOTES AND DEMAND REVENUE BONDS PAYABLE
Primary Government

During the fiscal year ended June 30, 2006, the Commonwealth did not issue any tax or bond anticipation notes or any other
short-term debt and no short-term debt was repaid. At June 30, 2006 and 2005, no short-term debt was outstanding except for
the current portion of a governmental activities statutory liability for an other financing obligation to the Underground Storage
Tank Indemnification Fund, an Agency Fund, at June 30, 2006 amounting to $6.5 million; the noncurrent portion of this
statutory liability, also reported as an other financing obligation, amounts to $76 million at June 30, 2006.

Discretely Presented Component Units

The Pennsylvania Higher Education Assistance Agency (PHEAA), a discretely presented component unit, has reported
$7,763,376 of demand revenue bonds outstanding and $1,426,177 of notes payable and other obligations, consisting of student
loan financing of $1,237,260, capital financing of $67,765, term financings of $71,999 and lines of credit of $49,900, net of
unamortized discount of $747 at June 30, 2006 as follows (amounts in thousands):
Balance Balance
June 30,2005  Additions  Reductions  June 30, 2006

Student loan demand revenue bonds due
2017-2046, at weighted average interest
rates of 4.86 and 2.92 percent at

June 30, 2006 and 2005, respectively.........  $4,724,900 $3,050,000 $ - $ 7,774,900

Less: Deferred amount on current refundings

of student loan demand revenue bonds.......... 12,323 - 799 11,524

Total demand revenue bonds payable......... $4,712,577 $3.050,000 § 799 $7,763,376
Notes payable:

Student loan financing, due 2007-2037,
at weighted average interest rates of 5.18
and 3.29 percent at June 30, 2006 and
2005, respectively.........coveviniiiininnin $ 841,919 $ 756,000 $360,659 $1,237,260

Capital and other financing obligations:
Capital financings, due 2007-2011 at
weighted average interest rates of 6.13
and 6.11 percent at June 30, 2006 and
2005, respectively..........ocoooiiiiiii 70,096 - 2,331 67,765

Term financings, due 2007-2031, at weighted
average interest rates of 5.10 and 5.12 percent
at June 30, 2006 and 2005, respectively......... 75,150 - 3,151 71,999

Lines of credit, due on demand
at weighted average interest rate of

6.85 percent at June 30, 2006 - 49.900 - 49,900
Subtotal 987,165 805,900 366,141 1,426,924
Less: unamortized discount ............ccccueeneee.. 819 - 72 747

Total notes payable and other obligations ..... $ 986,346 $ 805,900 $ 366,069 $ 1,426,177
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The note and bond indentures, among other things, require the PHEAA to comply with various covenants including minimum
parity levels as defined, student loan and investment yields, and program expenses. The demand bonds payable are subject to
purchase, at par plus accrued interest, by the PHEAA on demand of the bondholders upon seven days prior irrevocable written
notice. Under the irrevocable letters of credit, the trustee is entitled to draw an amount sufficient to pay the purchase price of
the bonds delivered to it. The letters of credit are valid from 2006 through 2015. The PHEAA is required to pay annual
commitment fees ranging from 10 to 30 basis points on the stated amount of the letter of credit coverage. At June 30, 2006
total letter of credit coverage was $1.5 billion.

All student loan demand revenue bonds payable and financing notes payable are collateralized by student loans and
investments. At June 30, 2006, $9 billion of debt is collateralized by $9 billion of student loan principal and related interest
receivable, and $183.1 million of investments and related interest receivable. Capital financings are collateralized with capital
assets. Amounts due under other lines of credit are generally unsecured. At June 30, 2006 the PHEAA had $18.1 million of
available credit under student loan financing arrangements and $55.1 million available under other lines of credit.

Debt service requirements subsequent to June 30, 2006, based upon stated maturities of bonds payable, notes payable and other
financing obligations are as follows (amounts in thousands):

Student Loan Bonds and Notes Other Financing Obligations
Year of
Maturity Principal Interest Principal Interest
2007 i $ 159,009 $ 435,316 $ 53,800 $13,021
2008. ... 698,910 397,205 3,484 7,044
2009 - 397,205 3,385 6,884
2010 i - 397,205 3,330 6,729
2011, - 397,205 63,055 4,653
2012-16...c.cvcnnnnne. - 1,986,028 10,665 13,626
201721 i, 620,241 1,900,708 13,320 10,669
202226 e 570,000 1,814,889 16,970 6,710
202731 i 550,000 1,683,969 21,655 1,790
2032-36. .. 75,000 1,614,020 - -
2037-41 i 1,529,000 1,455,839 - -
2042-46......cciiiens 4.810.,000 883,219 - -
Total.........oevneen. $ 9,012,160 $13,362,808 $ 189,664 $ 71,126

Reported as:

Demand revenue bonds payable.................. $ 7,763,376 -

Add: Deferred amount on current refundings.. 11,524 -

Total principal owed on demand revenue

bonds payable.............oooooiiii 7.774.900 -

Notes payable -current............c.oevvveinennnnn. 159,009 -

Notes payable - noncurrent........................ 1.078.251 _

Other financing obligations, current ............. - $53,800

Other financing obligations, noncurrent.. ...... - 135,117

Add: Unamortized discount....................... - 747

Total principal owed. .............cooeiiiiiinn. $ 9,012,160 $ 189,664

The PHEAA has $9.0 billion of student loan bonds and notes that are variable-rate debt, of which $1.4 billion resets based
upon auctions every seven days, $5.6 billion resets based upon auctions every 28 days, $791.0 million resets based upon
auctions every 35 days, $698.9 million is indexed to 91-day Treasury bills, and the remaining $538.3 million is indexed to the
3-month LIBOR. PHEAA notes and bonds payable, as well as all other debt, are limited obligations of the PHEAA. The
PHEAA has no taxing power, and the Commonwealth is not obligated to pay the principal, redemption price, if any, or interest
on any of the PHEAA’s debt.

Additionally, the Philadelphia Regional Port Authority reported current and non-current notes payable, respectively, of $378
and $2,790 (in thousands) at June 30, 2006; component unit organizations of the State System of Higher Education (SSHE)
reported notes payable of $182,147 (in thousands) at June 30, 2006. Also, the SSHE and the Port of Pittsburgh Commission,
respectively, reported other financing obligations of $75,709 and $2,000 (in thousands) at June 30, 2006.
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NOTE K - GENERAL LONG-TERM OBLIGATIONS-
GOVERNMENTAL ACTIVITIES AND COMPONENT UNITS

Long-term obligations of the Commonwealth’s governmental activities at June 30, 2006 and changes for the fiscal year ended
June 30, 2006 are as follows (amounts in thousands):
Maturity Bonds
Issue Interest Dates Authorized Balance Balance
GENERAL LONG-TERM OBLIGATIONS Dates Rates Through But Unissued July 1, 2005 Additions Reductions June 30, 2006
General Obligation Bonds Payable From
Tax Revenues:

Capital Facilities ........coceeueerereneeecencne 1992-06  3.50-6.25% 2026 $ 45,794,483  $ 3,464,410 $ 680,000 $ 282,905 $ 3,861,505
Disaster Relief ........c.cooeueeeee ... 2000-01 5.00-6.00% 2021 105,908 9,580 - 1,510 8,070
Land and Water Development................ 1992 6.00-6.25% 2012 300 1,600 - 160 1,440
Nursing Home Loan Development......... - - - 31,000 - - - -
Volunteer Companies Loan 1992-98  5.00-6.25% 2012 50,000 1,945 - 530 1,415
Vietnam Conflict Veterans
ComPenSationN .........cceevereerereereerererieeenens - - - 3,000 - - - -
Water Facilities Loan ..........c.cccovuvuenneee. 1992-97 5.13-6.25% 2012 11,500 13,060 - 2,325 10,735
Pennsylvania Economic Revitalization 1992 6.00- 6.25% 2012 14,000 3,305 - 425 2,880
Pennsylvania Infrastructure
Investment Authority......c.c.coeeeirenenen 1992-05 4.50-6.25% 2026 217,000 23,335 50,000 6,010 67,325
Agricultural Conservation Easement
Purchase ......coooeeeeeeueceeeeeeeeeeeene 1992-98 4.50- 6.25% 2014 - 11,515 - 1,380 10,135
Local Criminal Justice.........c.cccocvuvueuneee. 1997-06  4.00-5.25% 2026 4,500 6,375 1,000 905 6,470
Keystone Recreation, Park and
CoONSErvation .........coeueeeeerereeueeeeeneeeeens 1997-98 5.00- 5.00% 2008 - 3,455 - 1,805 1,650
Water Supply and Wastewater
Treatment .......c.ceeveeeveeenenereeeeeeerereeeenenes 2005-06  4.50-5.50% 2026 200,000 - 50,000 - 50,000
Growing Greener. .... 2005-06 4.50-5.50% 2026 442,000 - 183,000 - 183,000
Refunding Bonds ......c.cccoevevevccrineninnennee 1992-04 3.00-6.40% 2021 - 3,292,245 (7.501) 194.400 3.090.344
Total principal ........ccccoeveveerririeieennnes 46,873,691 6,830,825 956,499 492,355 7,294,969
Unamortized premium on bonds issued. - 501,883 57,754 28,653 530,984
Unamortized deferred net refunded loss - (182.039) - (13.760) (168.279)
Total general obligation bonds payable 46.873.691 7,150,669 1.014,253 507.248 7,657,674

Other General Long-Term Obligations
Payable From Tax and Other Revenues:

Installment Purchase Obligations........... - - - - 4,387 - 1,816 2,571
Capital Lease Obligations......... - - - - 42,888 568 3,969 39,487
Self-Insurance—Note M * . - - - - 819,958 426,369 509,955 736,372
Compensated Absences *.. - - - - 671,545 397,596 338,369 730,772
(07111 G - - - - 1,307,343 256,242 603.320 960.265
Subtotal - 2,846,121 1,080,775 1,457,429 2.469.467
TOTAL GENERAL LONG-

TERM OBLIGATIONS ..........cccconneee. $ 46,873,691 $ 9,996,790 $2,095,028 $ 1,964,677 $10,127,141

* The estimated current portion of self-insurance and compensated absence liabilities, respectively, is $147,750 and $105,586.

Revenue bond obligations of discretely presented component units at June 30, 2006 (May 31, 2006 for the Pennsylvania
Turnpike Commission) and changes for the fiscal year then ended are as follows (amounts in thousands):
Maturity Bonds

Issue Interest  Dates Authorized Balance Balance
REVENUE BONDS PAYABLE Dates Rates Through But Unissued July 1, 2005 Additions  Reductions June 30,2006
Philadelphia Regional Port Authority .... 2003 Variable 2021 $§ 48300 $ - 8 2,400 § 45,900
Pennsylvania Housing Finance Agency. 1992-05  1.80-9.00% 2036 3,286,187 551,520 390,872 3,446,835
Pennsylvania Industrial Development
AUhOTILY .. 1994-04  4.00-6.00% 2021 478,510 - 24,705 453,805
Pennsylvania Turnpike
COMMISSION ..o 1998-04  2.50-5.50% 2041 2,451,960 465,560 506,910 2,410,610
Commonwealth Financing Authority.... 2005-06 4.50-5.60% 2026 - 375,000 - 375,000
Pennsylvania Infrastructure Investment
AUthOTItY ..o 1993-05  2.00-6.00% 2014 96.810 37.315 58310 $ 75.815
6,361,767 1,429,395 983,197 6,807,965
Less: Bond discounts/(premiums) ......... - - - (9,165) (32,804) 5,281 (47,250)
Deferred refunding costs/loss....... - - - 30,629 3.956 4.364 30,221
TOTAL REVENUE BONDS PAYABLE $ 6,340,303 $1,458243 $§ 973,552 $ 6,824,994
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Additionally, component unit organizations of the State System of Higher Education reported $275,840 of revenue bonds
payable at June 30, 2006.

Primary Government

The Commonwealth has pledged its full faith and credit for the payment of principal and interest on its general obligation
bonds. Typically only the General Fund and the Motor License Fund transfer amounts to Debt Service funds for general
obligation bond principal and interest payments. During the fiscal year ended June 30, 2006, respectively, these two Funds
transferred $694,183 and $46,537 to the Capital Debt fund, which reported $816,780 (nearly 98 percent) of total Debt Service
funds principal and interest expenditures of $835,709 (amounts in thousands). Typically, except for Catastrophic Loss
Benefits Claims, which are funded by motorist violation fines, general long-term obligations other than general obligation
bonds are funded by the General Fund and/or the Motor License Fund In specific, limited instances, a variety of individual
Funds will fund some obligations; such instances include capital assets being procured using long-term vendor or other
financing; where employees earn compensated absences; or where self-insurance claims originate.

The total “Additions” of $1,014,253 for General Obligations Bonds Payable at June 30, 2006 consists of total principal of
$956,499, plus premium on bonds/refunding bonds of $57,754 for Governmental Funds. As part of the total “Additions” the
total principal of $956,499 for General Obligations Bonds Payable consists of bonds issued of $964,000, less net principal
accretion on capital appreciation bonds of $7,501. In December 2005, $50,000 of bonds issued were distributed to the PA
Infrastructure Investment Authority, a discretely presented component unit. Of that amount $28,607 is to be repaid by the PA
Infrastructure Investment Authority (amounts in thousands).

The total “Reductions” of $507,248 for General Obligations Bonds Payable from Tax Revenues at June 30, 2006 consists of
total principal of $492,355, plus $28,653 of bond premium that was amortized and credited to bond interest expense in the
Statement of Activities; unamortized premium in the Statement of Net Assets at June 30, 2005 is $530,984, less $13,760 of
deferred net refunded loss that was amortized and charged to bond interest expense in the Statement of Activities; unamortized
deferred net refunded loss in the Statement of Net Assets at June 30, 2005 is $168,279 (amounts in thousands):

Additions Reductions
Bonds.......oooiiiiiiii $964,000 $492,355
Net principal accretion......................... (7,.501) -
Total principal..............ocooiiiiit. 956,499 492,355
Unamortized premium on bonds issued...... 57,754 28,653
Unamortized deferred net refunded loss..... - (13.760)
Changes in general obligation bonds payable... $1,014,253 $ 507,248

The Commonwealth uses fiscal agents to process payments for the servicing of certain bond issues. Additional cash with fiscal
agents is held by the Federal government for unemployment compensation claims.

The balance outstanding at June 30, 2006 for general obligation refunding bonds includes $11 million of accreted value for
capital appreciation bonds. No principal or interest is payable on the capital appreciation bonds until maturity.

Included in “Other” for Other General Long-Term Obligations payable from workers’ compensation assessments, investment
income and/or General Fund tax revenues are the following at June 30, 2006 (amounts in thousands):

Workers’ Compensation Security Trust Claims $ 732,173
Catastrophic Loss Benefits Claims .............cccc...... 102,303
Public Utility Realty Tax Act (PURTA)............... 23,439
Litigation—Note N.....ccoveviirieiinieieneeieneeieiens 101,461
Restricted ReCEIPLS ....eveuvereeeeriirieieieieceerieieee 889
Arbitrage Rebate TaX......cocevveeeeeirinierieieieeeeree e -
TOtAl L. $ 960,265

The Workers” Compensation Security Trust Fund provides for payment of valid claims under the Workers’ Compensation Law
to individuals whose employers are insured by insolvent insurance carriers. The Catastrophic Loss Benefits Trust Fund
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provides specific benefits to qualifying claimants who sustained severe injuries in motor vehicle accidents. The PURTA
provides for a tax on utility realty property whereby amounts received during the fiscal year are used as a General Fund
revenue source. The Act also provides for payment of a majority of the PURTA revenues as a distribution to local taxing
authorities during the following fiscal year (normally in October). Such payments are appropriated for expenditure in the
following fiscal year and are, therefore, not expendable during the fiscal year the related revenue is received. The other
amounts included in General Long-Term Obligations at June 30, 2006 relating to Workers’ Compensation Claims,
Catastrophic Loss Benefits Claims, Litigation and Arbitrage Rebate Tax are not payable with currently expendable available
financial resources.

The Commonwealth’s constitutional debt limit, which allows for the incurrence of debt to be used for capital projects without
electorate approval as specifically itemized in a capital budget, was $48.2 billion as of August 31, 2006, with net debt
outstanding of $6.4 billion.

Discretely Presented Component Units

The Pennsylvania Housing Finance Agency (PHFA), the Pennsylvania Higher Education Assistance Agency (PHEAA), the
Pennsylvania Industrial Development Authority, the Pennsylvania Turnpike Commission (PTC) and the Pennsylvania
Infrastructure Investment Authority, discretely presented component units, have pledged substantially all of their revenues for
the redemption of revenue bonds outstanding. Revenue bonds outstanding as reported in this note disclosure for the fiscal year
ended June 30, 2006 (May 31, 2006 for the PTC) include bond premiums, deferred costs of refunding, and deferred refunding
losses of $47.2 million, $26.7 million, and $3.4 million, respectively.

The following table presents annual principal and interest payments for long-term debt outstanding for the primary government
and discretely presented component units at June 30, 2006 (May 31, 2006 for the Pennsylvania Turnpike Commission)
(amounts in thousands):

PRIMARY GOVERNMENT
2007 2008 2009 2010 2011 2012-16 2017-21
GENERAL OBLIGATION BONDS:
Capital Facilities.........ccccoeevvinicnnnne $ 485690 $ 476219 § 457,053 $§ 440,038 § 419,950 $ 1,431,486 $ 985,902
Disaster Relief ........cccoovvniiicccrnnnne. 1,961 1,879 1,797 1,711 1,625 526 69
Land and Water Development................ 253 253 251 255 257 505 -
Nursing Home Loan Development......... - - - - - - -
Volunteer Companies Loan.................... 616 403 239 86 82 165 -
Vietnam Conflict Veterans
Compensation.............eevueeererenennnns - - - - - - -
Water Facilities Loan .............ccccveneea. 2,057 1,860 1,858 1,856 1,852 3,695 -
Pennsylvania Economic Revitalization.. 506 510 507 509 503 1,010 -
Pennsylvania Infrastructure
Investment Authority .........cccceevvernenee 7,798 7,710 7,230 6,830 6,445 24,874 20,336
Agricultural Conservation Easement
Purchase.........cccoovviiiiiiiiiie, 1,897 1,853 1,808 1,762 1,274 3,522 -
Local Criminal Justice 926 938 909 637 522 2,117 1,692
Keystone Recreation, Park and
Conservation...........ccceeevevinciencnennen. 776 741 256 - - - -
Water Supply and Wastewater,
Treatment..........ocovevviiiiiiininann.. 2823 3,982 3,973 3,969 3,972 19,803 19,782
Growing Greener.... . 9,400 14,488 14,481 14,469 14,473 72,284 72,236
Refunding Bonds ......c.cccovvevevecrinenienencne. 368.944 366.473 360.540 342.805 342,388 1.584.562 790.547
Total Principal and Interest ................. 883,647 877,309 850,902 814,927 793,343 3,144,549 1,890,564
Less: Interest Payments.......... 357,743 333.257 306.079 277,681 249.337 851,160 380,004
Total general obligation bonds 525,904 544,052 544,823 537,246 544,006 2,293,389 1,510,560
Other General Long-Term Obligations.. 146.474 126,460 127,438 128,661 123,280 641,349 725,247
TOTAL GENERAL LONG-
TERM OBLIGATIONS .........cccccceeee. $§ 672378 $ 670,512 $§ 672261 § 665907 § 667,286 $ 2,934,738 $ 2,235,807

The portion of Total General Long-Term Obligations due by June 30, 2007 amounts to $1,105,040 (in thousands).
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PRIMARY GOVERNMENT (continued)

2022-26 2027-31 2032-36 2037-41 2042-46 Total
GENERAL OBLIGATION BONDS:
Capital Facilities...........ccccue.... e $ 716255 § 15811  § -8 -8 - $ 5,428,404
Disaster Relief ..........c.......... - - - - - 9,568
Land and Water Development..... - - - - - 1,774
Nursing Home Loan Development.. - - - - - -
Volunteer Companies Loan.................... - - - - - 1,591
Vietnam Conflict Veterans
Compensation .........c.coeeevvereeeereeereeenenns - - - - - -
Water Facilities Loan ...........c..cccooeuvenne.. - - - - - 13,178
Pennsylvania Economic Revitalization.. - - - - - 3,545
Pennsylvania Infrastructure
Investment Authority.........cocvevevveernenene 20,019 - - - - 101,242
Agricultural Conservation Easement
Purchase.......ccooeveeevieiiciieceieeceeene, - - - - - 12,116
Local Criminal Justice.........ccccecveeurennenn. 1,060 82 - - - 8,883
Keystone Recreation, Park and
COoNSErvation........c.cceueeeueecreeereecreeereeneenns - - - - - 1,773
Water Supply and Wastewater
Treatment.........ccooeeevierienienieciecieeeen, 19,875 2,373 - - - 80,552
Growing Greener................ocoeeuenen. 72,645 10,522 - - - 294,998
Refunding Bonds ........cccoveiveniiinecnnns 27.505 - - - - 4,183.764
Total Principal and Interest ................. 857,359 28,788 - - - 10,141,388
Less: Interest Payments 90.454 702 - - - 2,846.417
Total general obligation bonds.......... 766,905 28,086 - - - 7,294,971
Other General Long-Term Obligations .. 450,558 - - - - 2.469.467
TOTAL GENERAL LONG-
TERM OBLIGATIONS ...........ccccc...... $ 1217463 § 28,086 § - 3 - $ - § 9,764,438

DISCRETELY PRESENTED COMPONENT UNITS

2007 2008 2009 2010 2011 2012-16 2017-21

Philadelphia Regional Port Authority ....  $ 4330 $ 4428 $ 4,406 $ 4391 § 4456 % 22,099 $ 22,058
Pennsylvania Housing Finance Agency. 319,773 300,779 237,862 234,758 235,151 1,109,954 1,047,072
Pennsylvania Industrial Development

AUthOTIEY .o 51,581 53,595 56,012 64,550 50,331 201,449 126,163
Pennsylvania Turnpike Commission...... 156,593 154,928 155,161 155,487 155,733 783,700 695,517
Commonwealth Financing Authority.... 31,386 31,377 31,379 31,380 31,379 156,893 156,894
Pennsylvania Infrastructure Investment

AULhOTIEY .o 17.884 15,672 14,687 13,607 9.991 14,994 -

Total Principal and Interest ................... 581,547 560,779 499,507 504,173 487,041 2,289,089 2,047,704
Less: Interest Payments..........cccceevenunnee 302,759 291,001 279,802 270,111 260,080 1,134,697 853.830

TOTAL REVENUE BONDS........ccceevvveurnees $ 278,788 $ 269,778 § 219,705 $ 234,062 $ 226,961 $1,154,392 $ 1,193,874
2022-26 2027-31 2032-36 2037-41 2042-43 Total

Philadelphia Regional Port Authority ... $ -8 - S - S - 3 - $ 66,168
Pennsylvania Housing Finance Agency. 894,148 777,485 486,402 33,286 - 5,676,670
Pennsylvania Industrial Development....

AUthOTILY .o 15,380 - - - - 619,061
Pennsylvania Turnpike Commission...... 650,407 623,634 523,185 128,661 26,365 4,209,371
Commonwealth Financing Authority.... 141,188 - - - - 611,876
Pennsylvania Infrastructure Investment

AULhOTIEY .o - - - - - 86.835

Total Principal and Interest .... 1,701,123 1,401,119 1,009,587 161,947 26,365 11,269,981
Less: Interest Payments..........ccccceevvnunene 592,658 343,601 117,310 15,717 450 4,462,016

TOTAL REVENUE BONDS $ 1,108465 $ 1,057,518 § 892,277 § 146230 § 25915 § 6,807,965

Additionally, component unit organizations of the State System of Higher Education reported $275,840 of revenue bonds
payable at June 30, 2006.
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NOTES TO FINANCIAL STATEMENTS June 30, 2006

NOTE K - GENERAL LONG-TERM OBLIGATIONS -
GOVERNMENTAL ACTIVITIES AND COMPONENT UNITS (continued)

The Commonwealth has entered into certain agreements to lease various facilities and equipment. Such agreements are in-
substance purchases (capital leases) and are reported as Capital Lease Obligations. In addition, the Commonwealth also makes
purchases using installment purchase arrangements. The following is a schedule by fiscal year of future minimum payments
under capital leases and installment purchase obligations, together with the present value of the net minimum lease payments

as of June 30, 2006 (amounts in thousands):

Primary Government Discretely Presented

Component Unit
State System

Capital Installment of
Lease Purchase Higher
Obligations Obligations Education
Fiscal year ending June 30
$ 6,904 $ 881 $ 50,114
6,568 680 49,627
6,477 595 48,545
6,271 503 47,539
6,178 501 45,018
30,891 1,753 212,888
- - 193,407
- - 104.205
Total minimum lease payments ............ccccecvvuenenene. 63,289 4913 751,343
Less: amount representing estimated
executory cost included in
minimum lease payments............cc.cecereeverecereencns 8,101 - -
Net minimum lease payments and
Installment purchases...........occceeevevveeveccnnennnes 55,188 4913 751,343
Less: amount representing interest 15,701 2,342 221,688
Total Capital Lease and
Installment Purchase Obligations ............cc.ccoeuvuuee $ 39487 $ 2,571 $§ 529,655

At June 30, 2006 general capital assets included $89.7 million of buildings and $9.1 million of equipment being procured by
capital leases. A total of $15.2 million in general capital assets is being procured by vendor-financed installment purchase
arrangements.

Capital lease obligations outstanding as of June 30, 2006 reported by the State System of Higher Education (SSHE), a
discretely presented component unit, relate to various capital projects currently under construction for which a related public
financing authority is the lessor. Revenue bonds were issued by the public financing authority to provide funding for these
capital projects. SSHE capital assets include $114.2 million of construction in progress related to capital leases at June 30,
2006.

Conduit Debt

The State Public School Building Authority (SPSBA), a discretely presented component unit, finances construction and
improvement projects for public schools through the issuance of tax-exempt instruments (bonds, notes or other obligations) for
the purpose of making lower cost tax-exempt financing available to school districts and community colleges. The debt
instruments issued by the SPSBA represent limited obligations payable solely from lease/loan payments made by the
borrowing institutions and related assets held by trustees. At June 30, 2006 the SPSBA has $1.4 billion of debt outstanding.
Neither the SPSBA nor the Commonwealth has any obligation for this debt. Therefore, neither the financed assets nor the
bonds are included in the accompanying financial statements.

The Pennsylvania Higher Educational Facilities Authority (PHEFA), a discretely presented component unit, finances projects
through the issuance of tax-exempt instruments (bonds, notes or other obligations) to provide a source of tax-exempt financing
for colleges and universities. The debt instruments issued by the PHEFA represent limited obligations payable solely from
payments made by the related borrowing institutions and related assets held by the trustees. At June 30, 2006 the PHEFA has
$5.2 billion of debt outstanding. Neither the PHEFA nor the Commonwealth has any obligation for this debt. Therefore,
neither the financed assets nor the bonds are included in the accompanying financial statements.
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NOTE K - GENERAL LONG-TERM OBLIGATIONS -
GOVERNMENTAL ACTIVITIES AND COMPONENT UNITS (continued)

The Pennsylvania Economic Development Financing Authority (PEDFA) finances projects on behalf of local industrial and
commercial development authorities to promote economic growth within the Commonwealth. Revenue bonds issued by the
PEDFA represent limited obligations payable solely from Authority financed project revenues. At June 30, 2006 the PEDFA
has $1.4 billion of debt outstanding. Neither PEDFA nor the Commonwealth has any obligation for this debt. Therefore,
neither the financed assets nor the bonds are included in the accompanying financial statements.

The Pennsylvania Energy Development Authority (PEDA) finances projects related to energy conservation and research. Fees
are assessed to recover related processing and application costs incurred. The bonds issued by the Authority represent limited
obligations payable solely from payments made by the borrowing entities. The majority of the bonds are secured by the
property financed. Upon repayment of a bond, ownership of acquired property transfers from the trustees to the entity served
by the bond issuance. The PEDA has $61.5 million in revenue bonds outstanding at June 30, 2006. The Commonwealth has no
obligation for this debt. Accordingly, neither the financed assets nor the bonds are included in the accompanying financial
statements.
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NOTE L - REFUNDED DEBT

Primary Government

In prior years, the Commonwealth defeased certain general obligation bonds by placing the proceeds of refunding bonds in
irrevocable trusts to provide for all future debt service payments on the refunded bonds. At June 30, 2006, $1,547.05 million
of general obligation bonds outstanding that were previously accounted for in the Commonwealth’s financial statements have
been defeased through advance refundings.

Discretely Presented Component Units

During the fiscal year ended June 30, 2006 the Pennsylvania Housing Finance Agency (PHFA) redeemed prior to maturity
$650 thousand of Moderate Rehabilitation Bonds, issue 1985B, $8.5 million of Multi-Family Housing Bonds, issue FHA-1992,
$2.9 million of Multi-Family Development Bonds, Series 1993-F and 2003, using mortgage prepayments. An extraordinary
loss of $124 thousand resulted from the redemptions as unamortized bond discounts and the related costs of issuance for the
bonds redeemed were expensed.

Also during the fiscal year ended June 30, 2006, the PHFA redeemed prior to maturity $44.3 million of Single Family
Mortgage Revenue Bonds, Series 1995-46, 1996-47, 1996-48, 1996-52, 1996-53, 1997-54, 1997-57, 1997-58, 1997-59, 1997-
60, 1997-61, 1998-62, 1998-64, 1999-65, 1999-66, 1999-67, 1999-68, 2000-69, 2000-70, 2001-72, 2002-73, 2002-74, 2003-79,
2004-81, 2004-83, 2004-85, 2004-86, 2004-87, 2005-88, 2005-89, and 2005-90, using mortgage prepayments. Extraordinary
losses of $220 thousand resulted from the redemptions as unamortized bond discounts and related costs of issuance for the
bonds redeemed were expensed. Additionally, during this year, the PHFA redeemed prior to maturity $252.3 million of Single
Family Mortgage Revenue Bonds, Series 1996-47, 1996-48, 1996-52, 1997-55, 1997-57,1997-58, 1997-59, 1997-60, 1999-66,
1999-67, 1999-68, 2000-69, 2000-70, 2004-82, 2004-85, 2004-87, and 2005-89. Although a deferred loss of $2.04 million
resulted from the refundings, the PHFA in effect obtained an economic gain of $21.8 million and was able to reduce its
aggregate debt service payments as a result of these transactions by a total of $11.4 million over the next 30 years.

At June 30, 2006, $4.6 million of bonds outstanding that were previously accounted for in the financial statements of the PHFA
have been defeased through refundings.

In August 2005, the Pennsylvania Turnpike Commission issued Series A,B,C, and D of 2005 Registration Fee Revenue Bonds
in the total amount of $465.6 million to primarily defease the Commission’s Series 2001 Registration Fee Revenue Bonds.
This advance refunding was undertaken to reduce total debt service payments over the next 35 years by $33.6 million and
resulted in an economic gain of $20 million. At May 31, 2006, $862.2 million of bonds outstanding that were previously
accounted for in the financial statements of the Pennsylvania Turnpike Commission have been defeased through refundings.

During the fiscal year, the Pennsylvania Infrastructure Investment Authority (PENNVEST) defeased the Series of 1993 and
1994 Revenue Bonds by placing proceeds of the Series of 2005A Revenue Bonds into an irrevocable trust to provide for all
future debt service payments on the old bonds. PENNVEST reduced its aggregate debt service payments by $3 million over
the next 10 years and obtained an economic gain of $1.7 million. At June 30, 2006, $44 million of bonds that were previously
accounted for in the financial statements of the PENNVEST have been defeased through refundings.

During the fiscal year, the Pennsylvania Industrial Development Authority has deferred the loss on defeasement of $11.9
million of the Series 1996 Economic Development Revenue Bonds.

On July 10, 2003, the Philadelphia Regional Port Authority (PRPA) issued $53.9 million of Series 2003 Commonwealth Lease
Revenue Bonds with a variable interest rate. PRPA issued the Series 2003 Bonds to currently refund and defease the Series
1993 Bonds. This reduced total debt service payments over the next eighteen years of approximately $1.9 million and resulted
in an economic gain of approximately $1.3 million.
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NOTE M - SELF-INSURANCE

The Commonwealth is self-insured for statutory workers’ compensation, which includes indemnity and medical benefits
(employee disability), for its employees injured on the job. The Commonwealth is also self-insured for annuitant
medical/hospital claims and for tort liability claims. Major tort risks include automobile, employee and general torts. For
property losses, the Commonwealth has $1 million retention with excess commercial insurance coverage up to $250 million
per occurrence. The Commonwealth is also self-insured for claims against the Department of Transportation (transportation
claims). The Commonwealth has established various administrative policies that are intended to avoid or limit the
aforementioned risks.  Accrued liabilities for statutory workers’ compensation and annuitant medical/hospital claims are
established based on reserves computed from the Commonwealth’s claim experience; such claims are not discounted and do
not include non-incremental claims adjustment expenses.

There were no reductions in commercial insurance coverage during the fiscal year ended June 30, 2006. No settlements
exceeded commercial insurance coverage during any of the past three fiscal years.

Accrued liabilities for tort and transportation claims are established based on reserves computed from the Commonwealth’s
claim experience; such claims are not discounted and do not include non-incremental claims adjustment expenses. These
liabilities include liabilities for allocated claim adjustment expenditures/expenses and include salvage and subrogation.
Salvage and subrogation were not material for the fiscal year ended June 30, 2006. No accrued liability has been reported for
property losses.

At June 30, 2006, none of the accrued liabilities for governmental activities were payable from current expendable available
financial resources. It is anticipated that the General Fund and the Motor License Fund, respectively, will fund
governmental activities liabilities of $460,473 and $258,999. Business-type activities liabilities are primarily owed by the
State Lottery Fund ($1,043), State Workers’ Insurance Fund ($1,640) and the State Stores Fund ($17,496), Enterprise
Funds. All accrued self-insurance liabilities at June 30, 2006 are summarized as follows (amounts in thousands):

Governmental Activities Business Type Activities Fiduciary Fund Types

[Current Non-current! [Current Non-current! [Current Non-current!

Employee disability.............. $ 80,901 $ 315,170 $ 4,364 $ 17,001 $ 58 $ 227
Annuitant medical/hospital .. 43,574 - - - - -
Automobile tort.................... 3,500 14,535 - - - -
Employee tort..........cceveennenne 3,250 31,190 - - - -
General tort ...........ccovvvvenee.. 1,525 39,835 - - - -
Transportation ...................... 15,000 187,892 - - - -
TotalS....ovvveeiieeiiiieeeeens $147,750 $ 588,622 $ 4,364 $ 17,001 $ 58 $ 227

The following summary provides aggregated information on June 30, 2005 reported self-insurance liabilities; incurred claims
and payments during the fiscal year ended June 30, 2006 and reported self-insurance liabilities at June 30, 2006 (amounts in
thousands):

June 30, Incurred June 30,
2005 Claims I—Eang_en.ts_| 2006

Liability ! Current Prior ! Current Prior Liability
Employee disability.............. $ 399,689 $ 67,425 $ 36,895 $ 10,629 $ 75,659 $ 417,721
Annuitant medical/hospital .. 34,497 410,558 - 366,984 34,497 43,574
Automobile tort.................... 20,581 3,919 (4,091) 1,001 1,373 18,035
Employee tort.........ccccueneeee. 31,038 1,835 5,687 - 4,120 34,440
General tort .........coeveeveennnns 42,464 8,310 (8,707) 66 641 41,360
Transportation...................... 310,398 52,361  (147.823) 416 11,628 202,892

TotalS....ooovveerircirieiencnee $ 838,667 §544.408 $(118,039) §$379,096 $127,918 § 758,022
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NOTE M — SELF-INSURANCE (continued)

The following summary provides aggregated information on June 30, 2004 self-insurance liabilities; incurred claims and
payments during the fiscal year ended June 30, 2005 and reported self-insurance liabilities at June 30, 2005 (amounts in
thousands):

June 30, Incurred June 30,
2004 Claims Payments 2005

Liability | Current Prior | | Current Prior | Liability
Employee disability.............. $ 394990 $ 57,655 $ 16889 $§ 8,522 $ 61,323 $ 399,689
Annuitant medical/hospital .. 32,044 390,484 - 355,987 32,044 34,497
Automobile tort.................... 20,310 8,431 (5,540) 868 1,752 20,581
Employee tort.......c.ccervennene. 30,188 2,215 8,215 - 9,580 31,038
General tort .........c.ccoeeveennee. 47,478 12,032 (15,965) 29 1,052 42,464
Transportation ...................... 308.097 77,322 (68.280) 353 6,388 310,398
TotalS....uvveveiiieeiiieeeeeen, $ 833,107 $548.139 $ (64.681) $ 365,759 $112,139 $ 838,667
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NOTE N - COMMITMENTS AND CONTINGENCIES

Construction and Other Commitments: At June 30, 2006, the Department of Transportation and at May 31, 2006, the
Pennsylvania Turnpike Commission, a discretely presented component unit, had contractual commitments of approximately
$2,156 million and $1,236 million, respectively, for various highway construction and mass transit projects. Financing for
these future expenditures will be primarily from approved federal grants and general obligation bond proceeds. In addition, the
Commonwealth has a variety of contractual and other commitments for future subsidies and purchases of goods and services
for approximately $7.3 billion at June 30, 2006. Actual expenditures are contingent upon approved spending authority and/or
availability of financial resources.

Investment Commitments: At December 31, 2005, the SERS had contractual commitments totaling approximately $3.0
billion to fund future alternative investments and $236 million to fund future real estate investments.

Loan Commitments: At June 30, 2006, the following discretely presented component units had approved loans that had not
been disbursed (amounts in millions):

Pennsylvania Housing Finance Agency.........cccocevvevveieeniennennnne $ 48
Pennsylvania Industrial Development Authority .........cccccoeevveennee. $ 21
Pennsylvania Infrastructure Investment Authority ..............cccc.e... $ 521

Commitment to Purchase Student Loans: At June 30, 2006 the Pennsylvania Higher Education Assistance Agency, a
discretely presented component unit, had commitments to purchase approximately $1.1 billion of student loans.

Operating Lease Commitments: The Commonwealth and its discretely presented component units have commitments to
lease certain buildings and equipment. Future minimum rental commitments for non-cancelable operating leases as of June 30,
2006 were as follows (amounts in thousands):

Primary Discretely Presented
Fiscal year ending June 30: Government Component Units

2007 ittt $ 270,093 $ 13,981
2008 ... 177,097 9,343
2009 .o 139,569 5,743
2000 et 109,866 2,691
2071 e 77,681 2,232
20122024 ..o 179.179 2,685

Total Minimum Lease Payments ..................... $ 953,485 $ 36,675

Rental expenditures/expenses for all operating leases for the fiscal year ended June 30, 2006 amounted to $281.1 million
($269.5 million for primary government and $11.6 million for discretely presented component units).

Child Support Payments: At June 30, 2006, the Commonwealth is contingently liable for approximately $22 million in
payments received by a contractor to be used for child support payments.

Litigation: The Commonwealth is a defendant in numerous legal proceedings pertaining to matters normally incidental to
routine operations. Such litigation includes, but is not limited to, claims asserted against the Commonwealth arising from
alleged torts, alleged breaches of contracts, condemnation proceedings and other alleged violations of Commonwealth and
Federal laws. The Commonwealth has recorded accrued liabilities at June 30, 2006 with respect to torts as described in Note
M, and other General Long-Term Obligations with respect to other matters of litigation in the amount of $101 million for
which the likelihood of an unfavorable outcome is probable.

Additionally, the Commonwealth is currently involved in certain legal proceedings for which the likelihood of an unfavorable
outcome is reasonably possible, for which liabilities have not been accrued as of June 30, 2006. Unfavorable outcomes for
such cases, which the Commonwealth is vigorously contesting, could range from approximately $527 million to $2,409 million
for the General Fund; $37 million to $704 million for Special Revenue Funds; and $.1 million to $1.1 billion of possible
additional liabilities for the State Employees’ Retirement System, a fiduciary fund. The range for the Motor License Fund, a
Special Revenue Fund, is from $1 million to $426 million.

The range of potential liability for governmental activities is from $564 million to $3.1 billion and $0 for business-type
activities, respectively, at June 30, 2006.
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NOTE N - COMMITMENTS AND CONTINGENCIES (continued)

Federal Grants: The Commonwealth receives significant financial assistance from the Federal government in the form of
grants and entitlements, including several non-cash programs (which are not included in the basic financial statements).
Receipt of grants is generally conditioned upon compliance with terms and conditions of the grant agreements and applicable
Federal regulations, including the expenditure of resources for eligible purposes. Substantially all grants are subject to either
the Federal Single Audit Act or to financial and compliance audits by the grantor agencies of the Federal government or their
designees. Disallowances and sanctions as a result of these audits may become liabilities of the Commonwealth. The
Commonwealth is currently involved in administrative and legal proceedings, with certain Federal agencies, contesting various
disallowances and sanctions related to Federal Assistance Programs ranging from $175 million to $1,722 million at June 30,
2006. The Commonwealth’s management believes ultimate disallowances and sanctions, if any, will not have a material effect
on the basic financial statements.

Student Loan Guarantees: The Pennsylvania Higher Education Assistance Agency (PHEAA), a discretely presented
component unit, guarantees loans made by private lenders to certain resident students. Total original principal of outstanding
guarantees issued by PHEAA approximated $40.8 billion at June 30, 2006. Under the Federal Family Education Loan
Program, as amended, the PHEAA has entered into agreements with the U.S. Department of Education for reinsurance of
death, disability, bankruptcy, default, school closure and borrower ineligibility claims paid to lenders. Pursuant to these
agreements, PHEAA receives reimbursement of claims paid to lenders, provided that PHEAA is in compliance with numerous
Federal requirements. Reinsurance rates vary from 75 percent to 100 percent depending upon default rates in the portfolio
guaranteed by PHEAA and upon the time period when specific loans were guaranteed by PHEAA. During the fiscal year ended
June 30, 2006, PHEAA's default rate was in a range that permitted the maximum reinsurance reimbursement from the U.S.
Department of Education.

Lottery Prizes: The State Lottery Fund, an Enterprise Fund, awards a variety of prizes, including immediate, lump-sum cash
prizes and certain large prizes, which provide for periodic payments to winners for specific periods of time (in some cases
throughout the winners’ lifetimes, and to designated beneficiaries). At June 30, 2006, the amount of future payments owed to
prizewinners is $941 million. To satisfy its financial obligation to these prizewinners, the Fund purchases annuity contracts
from insurance companies whereby the insurance companies make periodic payments to prizewinners. Generally, in the event
of insurance company default, the Fund is liable for the related annuity payments. However, certain prizewinners voluntarily
assign their annuity rights to other parties and receive lump-sum payments in return. In the event of insurance company default
where annuity rights have been voluntarily assigned by prizewinners, the Fund is not liable for the related annuity payments.
At June 30, 2006, prizewinners have voluntarily assigned future payments of $460.9 million.
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NOTE O - CERTAIN AGENCY FUND CLAIMS LIABILITIES

The Pennsylvania Medical Care Availability and Reduction of Error Fund, an Agency Fund, acts as a service agent to facilitate
the payment of medical malpractice claims exceeding basic liability coverage carried by healthcare providers practicing in the
Commonwealth. The fund levies healthcare provider surcharges, as a percentage of insurance premiums for basic coverage, to
pay claims and administrative expenses paid on behalf of healthcare providers during the prior year. The actuarially computed
liability to the healthcare providers for claims outstanding at June 30, 2006 totals $2.3 billion. The claims will be funded
exclusively through surcharge assessment in future years as claims are settled and paid.

The Underground Storage Tank Indemnification Fund (the Fund), an Agency Fund, is used to collect fees from underground
storage tank owners and operators sufficient to pay owners and operators for costs associated with corrective actions or for
bodily injury or property damage caused by underground tank leaks and other releases. Owners and operators are assessed
actuarially determined amounts to accumulate sufficient assets to pay claims. The Fund actuary has estimated potential claims
of $4.3 billion at June 30, 2006. There are statutory limits on the extent of the Fund’s liability to participating owners and
operators; the Fund is not obligated beyond assets held at June 30, 2006. Owners and operators will be assessed for any claims
exceeding Fund assets and no financial liability is reported for those claims.
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NOTE P - DEFERRED COMPENSATION

The Commonwealth sponsors a deferred compensation plan created in accordance with Internal Revenue Code Section 457.
The plan, which is administered by the State Employees’ Retirement System, permits participants to defer a portion of their
salary until future years. Amounts deferred under the plan are not available to employees until termination, retirement, death or
unforeseeable emergency.

Of the $1,502 million in net assets reported in the Deferred Compensation Fund, a Pension Trust Fund, at December 31, 2005,
$1,448 million relates to primary government employees and $49 million relates to employees of discretely presented
component units. The remaining balance of $5 million relates to organizations not included in the Commonwealth’s financial
reporting entity.
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NOTE Q - JOINT VENTURE

The Commonwealth and various labor unions representing Commonwealth employees participate in a joint venture, the
Pennsylvania Employees Benefit Trust Fund (PEBTF). The PEBTF establishes and provides health and welfare benefits for
active Commonwealth employees and is a third party administrator for Commonwealth annuitant medical/hospital benefits.
The Commonwealth has, in its collective bargaining agreements with unions subject to the agreement, obligated itself to
provide certain contributions on behalf of all bargaining unit employees. The Commonwealth also remits contractually
established contributions on behalf of non-union employees and other employees covered by contracts between the
Commonwealth and other unions. During the fiscal year ended June 30, 2006, total contributions amounted to approximately
$1,174 million. Neither the Commonwealth nor the unions have an equity interest in the PEBTF.

At June 30, 2006, the PEBTF reported total assets of $194 million, total liabilities of $87 million, total benefit obligations of
$82 million, and an excess of net assets over benefit obligations of $25 million. The financial status of the PEBTF is
monitored on an ongoing basis; financial stress is evident as a result of increasing benefit and other expenses. During the fiscal
year ended June 30, 2006 the PEBTF reported an increase in net assets over benefit obligations of $15 million for the Active
Plan program.

On July 15, 2004, the PEBTF received $30 million from the Commonwealth of Pennsylvania as an interest-free advance
payment of the Commonwealth’s active employee contribution. Repayment of this advance by the PEBTF will occur when the
PEBTEF’s financial resources are sufficient to meet its ongoing cash flow needs.

Audited financial statements for the PEBTF are available, by request, from:

William K. Schantzenbach

Chief Financial Officer

Pennsylvania Employees Benefit Trust Fund
150 South 43rd Street

Harrisburg, Pennsylvania 17111-5700

119



NOTES TO FINANCIAL STATEMENTS June 30, 2006

NOTE R - SUBSEQUENT EVENTS

Subsequent to June 30, 2006 (May 31, 2006 for the Pennsylvania Turnpike Commission), general obligation bonds or other
bonds were issued, as follows:

Primary Government

On December 21, 2006 the Commonwealth issued $700 million of General Obligation Bonds, Second Series of 2006, at
interest rates ranging from 4.1 to 5.0 percent. The Commonwealth issued the bonds to finance capital facilities projects, PA
Infrastructure Investment Authority loans, Pennworks Acts grants and loans and maintenance and protection of the
environment, open space and farmland preservations, watershed protections, abandoned mine reclamation, acid mine drainage
remediation and other environmental initiatives related to the Growing Greener program.

Also, on December 21, 2006, the Commonwealth issued $250.67 million of General Obligation Bonds, First Refunding Series
of 2006, at interest rates of 4.00 or 4.75 percent. The Commonwealth issued the bonds to refund all or a portion of six separate
issues of previously issued general obligation bonds to reduce debt service payment requirements on the general obligation
bonds to be refunded.

Discretely Presented Component Units

On June 7, 2006, the Pennsylvania Turnpike Commission (PTC) entered into a fixed-to-variable swap agreement with
counterparty with respect to the Series A of 2006 Revenue Bonds. The total notional amount of the swap is $118 million.

On June 22, 2006, the PTC issued $236 million Series A, B, and C of 2006 Revenue Bonds. The proceeds of the bond
issuance will be used to pay bond issuance costs and finance costs of various capital expenditures.

On July 20, 2006, the Pennsylvania Housing Finance Agency (PHFA) issued $124 million Single Family Mortgage Revenue
Bonds, Series 2006-94. The proceeds from these bond issuances were used to finance new loan purchases.

In July 2006 Pennsylvania Higher Educational Facilities Authority (PHEFA), issued Series AE tax-exempt bonds in the
amount of $103 million. In connection with the bond issuance, Pennsylvania State System of Higher Education (PASSHE)
entered into a loan agreement with PHEFA under which PASSHE pledged its full faith and credit for repayment of the bonds.
The bonds were issued to provide funds to undertake various capital projects at Universities within PASSHE.

On August 3, 2006, the Pennsylvania Higher Education Assistance Agency (PHEAA) issued $225 million of variable-rate
student loan demand revenue bonds that reset based upon auctions every seven days with an initial rate of 3.52 percent.

On August 10, 2006, the PHEAA issued $500 million of variable-rate student loan demand revenue bonds indexed to the three
month LIBOR with an initial weighted average rate of 5.57 percent.

On September 7, 2006, the PHFA issued $199 million of Single Family Mortgage Revenue Bonds, Series 2006-95. The
proceeds from these bond issuances were used to finance new loans purchases.

On November 17, 2006, the PHEAA issued $750 million of variable-rate student loan demand revenue bonds indexed to the
three month LIBOR with an initial weighted average rate of 5.44 percent.
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BUDGETARY COMPARISON SCHEDULE

Budgeted Major Funds
General Fund

For the Fiscal Year Ended June 30, 2006

COMMONWEALTH OF PENNSYLVANIA

(Expressed in Thousands) Actual
Original Final (Budgetary
Budget Difference Budget Difference Basis)
REVENUES:
State Programs:
Taxes, net of refunds. $ 23,369,300 406,736 23,776,036 559,104 24,335,140
Liquor store profits transfer. 80,000 - 80,000 - 80,000
Licenses and fee: 115,200 252 115,452 384 115,836
Fines, penalties and interest 31,300 1,672 32,972 2,550 35,522
Investment income 127,100 9,424 136,524 14,368 150,892
Unclaimed property 115,500 (26,274) 89,226 (40,057) 49,169
Departmental services. 3,032,858 (99,208) 2,933,650 - 2,933,650
Miscellaneou 76,500 (9,413) 67,087 (14,350) 52,737
TOTAL STATE PROGRAMS. 26,947,758 283,189 27,230,947 521,999 27,752,946
Federal Program: 15,828,769 113,896 15,942,665 (148,919) 15,793,746
TOTAL REVENUES, 42,776,527 397,085 43,173,612 373,080 43,546,692
EXPENDITURES:
State Programs:
Direction and supportive services 992,416 12,039 1,004,455 (112) 1,004,343
Protection of persons and property. 2,705,871 468,554 3,174,425 (121) 3,174,304
Health and human services 11,468,137 (191,716) 11,276,421 (2,926) 11,273,495
Public education 10,074,056 (15,902) 10,058,154 (12,176) 10,045,978
Recreation and cultural enrichment. 304,785 (7,176) 297,609 - 297,609
Debt service. 712,814 (118) 712,696 - 712,696
Economic development. 660,111 35,950 696,061 (504) 695,557
Transportation 392,273 2,155 394,428 (150) 394,278
TOTAL STATE PROGRAMS. 27,310,463 303,786 27,614,249 (15,989) 27,598,260
Federal Program 15,828,769 113,896 15,942,665 (148,919) 15,793,746
TOTAL EXPENDITURES, 43,139,232 417,682 43,556,914 (164,908) 43,392,006
REVENUES OVER/(UNDER)
EXPENDITURES. (362,705) (20,597) (383,302) 537,988 154,686
OTHER FINANCING SOURCES (USES):
Prior year lapse: - 165,943 165,943 - 165,943
Transfer to Budget Stabilization Reserve Fund - - - (171,362) (171,362)
TOTAL OTHER FINANCING SOURCES (USES)...cccccevuerurunseesesusussesennns - 165,943 165,943 (171,362) (5,419)
REVENUES AND OTHER SOURCES OVER
(UNDER) EXPENDITURES AND OTHER USES, (362,705) 145,346 (217,359) 366,626 149,267
UNRESERVED/UNDESIGNATED FUND BALANCES
(BUDGETARY BASIS), JUNE 30, 2005, RESTATED..........ccocrvureureerecrcreeree 364,819 - 364,819 - 364,819
UNRESERVED/UNDESIGNATED FUND BALANCES
(BUDGETARY BASIS), JUNE 30, 2006. $ 2,114 145,346 147,460 366,626 514,086

- The notes to required supplementary information are an integral part of this schedule. -
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BUDGETARY COMPARISON SCHEDULE

Budgeted Major Funds

Special Revenue Fund-Motor License

For the Fiscal Year Ended June 30, 2006

COMMONWEALTH OF PENNSYLVANIA
(Expressed in Thousands)

REVENUES:
State Programs:

Taxes, net of refunds

Licenses and fee:

Fines, penalties and interest

Investment income

Departmental service

Miscellaneou

TOTAL STATE PROGRAMS.

Federal Program

TOTAL REVENUES,

EXPENDITURES:
State Programs:

Direction and supportive services

Protection of persons and property.

Public education

Recreation and cultural enrick

Debt service

Transportation

TOTAL STATE PROGRAMS.

Federal Program:

TOTAL EXPENDITURES,

REVENUES OVER (UNDER)

EXPENDITURES.

OTHER FINANCING SOURCES:

Prior year lapse

TOTAL OTHER FINANCING SOURCES.
REVENUES AND OTHER SOURCES

OVER EXPENDITURES

UNRESERVED/UNDESIGNATED FUND BALANCES
(BUDGETARY BASIS), JUNE 30, 2005

UNRESERVED/UNDESIGNATED FUND BALANCES
(BUDGETARY BASIS), JUNE 30, 2006

- The notes to required supplementary information are an integral part of this schedule. -

Actual
Original Final (Budgetary
Budget Difference Budget Difference Basis)
1,238,520 $ - 1,238,520 (12,425) 1,226,095
872,220 - 872,220 5,593 877,813
30,590 - 30,590 3,559 34,149
60,000 - 60,000 37,065 97,065
53,630 (6,360) 47,270 - 47,270
27,880 - 27,880 2,890 30,770
2,282,840 (6,360) 2,276,480 36,682 2,313,162
1,435,510 7,300 1,442,810 (198,622) 1,244,188
3,718,350 940 3,719,290 (161,940) 3,557,350
66,442 3,372 69,814 (2,357) 67,457
601,688 6,438 608,126 (4,250) 603,876
1,230 - 1,230 - 1,230
1,000 - 1,000 - 1,000
22,772 - 22,772 [€2)) 22,721
1,698,517 (7,143) 1,691,374 (1,200) 1,690,174
2,391,649 2,667 2,394,316 (7,858) 2,386,458
1,435,510 7,300 1,442,810 (198,622) 1,244,188
3,827,159 9,967 3,837,126 (206,480) 3,630,646
(108,809) (9,027) (117,836) 44,540 (73,296)
- 144,606 144,606 - 144,606
- 144,606 144,606 - 144,606
(108,809) 135,579 26,770 44,540 71,310
212,409 - 212,409 - 212,409
103,600  $ 135,579 239,179 44,540 283,719
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NOTES TO REQUIRED SUPPLEMENTARY INFORMATION

Note 1 - Budget Preparation Process

The process of preparing the General Fund Budget for the Commonwealth of Pennsylvania begins nearly one year before the
new budget takes effect on July 1 each year. The budget process begins in August of the year previous to the budget year with
the distribution of both the Budget Instructions and Program Policy Guidelines by the Office of the Budget and the Governor’s
Office, respectively. These provide detailed guidelines and define major policy issues to be considered when agencies
complete their budget requests. As required by statute, agencies must prepare budgets that indicate the cost of supporting
activities at the level expected in the immediate budget year and the ensuing four budget years. The five-year horizon does not
include future program changes but considers the requirements and demands of current law, regulation, policy and program
decisions.

Agencies submit budget requests to the Secretary of the Budget beginning in early October. From October through January,
the Office of the Budget reviews these requests for accuracy and adherence to policy guidelines and prepares funding
recommendations for the Secretary of the Budget and the Governor.

During December, the Governor meets with leaders of the General Assembly to inform them of anticipated spending and
revenue levels and to discuss related budgetary issues. The Governor then conducts reviews to make the final budget
decisions. The Governor’s Executive Budget is finalized in January and is submitted to the General Assembly in early
February.

After receiving the budget document, the appropriations committees of both houses of the legislature hold hearings to review
agency funding requests. The General Assembly passes the budget in the form of a General Appropriations Bill and individual
appropriations bills. At the time of passage of these bills and their presentation to the Governor, the official revised revenue
estimates for the budget year are issued. If the combined appropriations bills passed by the legislature exceed the revenue
estimates, the Governor is required and has the authority to either veto entire appropriations bills or to reduce the amount of
appropriations in order to produce a budget that is in balance. The Governor also has the power to reduce or veto any specific
appropriation even if the total appropriations do not exceed estimated revenues. The Governor’s signing of the appropriations
bills and any revenue bills is the last step in the approval stage of the budget.

Additional information regarding Pennsylvania’s budgeting process may be located at: http://www.oit.state.pa.us/budget

Note 2 — Basis of Budgeting

On the budgetary basis, certain estimated tax revenue accruals are recorded at fiscal year end for the General Fund and the
Motor License Fund, a Special Revenue Fund. Accruals include sales and use taxes and personal income taxes, both
applicable to the General Fund, and liquid fuels taxes applicable to the Motor License Fund. These taxes are estimated to be
owed to the Commonwealth but are not collected by fiscal year end. Also, estimated encumbrances are established for all funds
at fiscal year end to pay certain direct expenditures for salaries, wages, travel, and utility costs payable against current year
appropriation authority but expended in the subsequent year. Over-estimates of prior year encumbrances are lapsed in the
subsequent year and under-estimates are charged to subsequent year appropriation authority.

Budgeted revenues in the Budgetary Comparison Schedules represent official estimates while expenditures represent amounts
originally adopted or legally amended. Actual amounts are presented on the budgetary basis. Because the budgetary basis
differs from the modified accrual basis of accounting for governmental funds, a reconciliation of the differences between
budgetary basis and the modified accrual basis of reporting is presented.

Note 3 - Reconciliation of Budgetary to GAAP Basis Amounts

The Commonwealth adopts formal annual budgets for two major governmental funds (General Fund and Motor License
Fund, a Special Revenue Fund) and three nonmajor governmental funds (Workers’ Compensation Administration, Banking
Department, and Milk Marketing, Special Revenue funds). The Budgetary Comparison Schedules for Budgeted Major and
Nonmajor Funds presents comparisons of the legally adopted budget, as amended, with actual data on a budgetary basis, which
differs from governmental fund statement information primarily by the omission of certain revenue and expenditure accruals.
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NOTES TO REQUIRED SUPPLEMENTARY INFORMATION

The following presents a reconciliation of the budgetary basis to the modified accrual basis of reporting (amounts in
thousands):

Major Budgeted Funds
Motor
General License
Fund Fund
Budgetary basis — revenues and other
sources over expenditures
and other uses.............cooeoeiininen... $149,267 $71,310
Adjustments:
To adjust revenues, other financing
sources and related receivables
and deferred revenue...................... (911,628) 830,006
To adjust expenditures, other financing
uses and related accounts payable and
and accrued liabilities..................... 862,801 (628,763)
Net adjustments..............coeveenenn. (48,827) 201,243
Modified accrual basis — net change in
governmental fund balance............ $100,440 $272,553

The above revenue adjustments include net revenue accruals/deferrals, amounts to recognize certain pass-through grants and
amounts to recognize certain intergovernmental revenues that are not reported for budgetary reporting purposes. Likewise, the
above expenditure adjustments include net expenditure accruals; amounts to recognize certain pass-through grants and amounts
to recognize certain expenditures related to Federal and other grants that are not reported for budgetary reporting purposes.

Note 4 — Budgetary Compliance

The General Assembly passes, and the Governor approves (or reduces or vetoes), individual appropriations as part of the
annual budget adoption process. Budgetary expenditure control occurs at the appropriation level; this is the lowest level of
legislative spending control. Encumbrances and expenditures within individual appropriations may not exceed total amounts
appropriated plus actual augmentations (certain revenues credited to specific appropriations). Also, appropriation transfers
between or within departments and any supplemental appropriations require both legislative and gubernatorial approval. The
legislatively adopted budget for the General Fund includes $229.6 million in supplemental appropriations approved during the
fiscal year ended June 30, 2006.

A separately available report, the “Status of Appropriations,” demonstrates budgetary expenditure compliance for the General
Fund for the fiscal year ended June 30, 2006. This report includes a variety of detail information and summaries related to
individual appropriations. A second “Status of Appropriations” report (for Special Funds) demonstrates compliance for the four
budgeted Special Revenue funds: Motor License, Workers’ Compensation Administration, Banking Department and Milk
Marketing. Both “Status” reports are available online at the Office of the Budget internet site: http://www.budget.state.pa.us.
The Governor controls spending by using executive authorizations for Special Revenue funds not controlled by legislatively
adopted budgets.
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NOTES TO REQUIRED SUPPLEMENTARY INFORMATION

Total reported actual expenditures for “Total State Programs” included in the Budgetary Comparison Schedule — Budgeted
Major Funds are based on appropriation, augmentation and lapse amounts reported in the respective June 30, 2006 “Status of
Appropriations” (Total All Current State Ledgers) as follows (in thousands):

“Status” Total Total Total Actual
Page Approved Actual Actual Expenditure
Reference Appropriations + Augmentations - Lapses = Amounts

General Fund amounts ........... 7! $ 25,715,599 $ 2,933,650 $ 15,989 $ 28,633,260
Less: tax refunds................... 7' (1,035,000) - - (1,035,000)
Amount reported................... $ 24,680,599 $ 2,933,650 $ 15989  $.27,598,260

Special Revenue Funds:

Motor License Fund............... 55 $ 3,273,625 $ 1,267,756 $ 7,858 $ 4,533,523
less: reductions ................... (926,579) (1,220.486) - (2,147.,065)
Amount reported................... $ 2,347,046 $_ 47270 § 7,858 $ _2.386458

Workers’ Compensation
Administration Fund ............ 258 $ 57,525 $ 184 $ -3 57,709

Banking Department Fund........ 100 $ 18,479 $ - $ 2 3 18,477

Milk Marketing Fund................ 106 $ 2,742 $ - $ 5 % 2,737

Total actual expenditures for “Federal Programs” for the General Fund are derived from the General Fund “Status”, page no.
239 “Summary of All Current Federal Ledgers by Character of Expenditure” as follows (in thousands): Commitments of
$747,578, Expenditures of $12,995,472, and Available Balances of $2,050,696 for a total of $15,793,746.

Total actual expenditures for “Federal Programs,” for the Motor License Fund are derived from the Special Funds “Status”,
page no. 84 “Summary of Federal Ledgers by Type” as follows (in thousands): Commitments of $1,450, Expenditures of
$18,052, and Available Balances of $6,123 for a total of $25,625; plus $1,218,563 (source in footnote 3 below) for a Motor
License Fund total of $1,244,188.

! Page no. 7, “Summary of All Current State Ledgers by Character of Expenditure,” General Fund “Status of
Appropriations.”

? Excludes the following appropriation symbols, beginning on page 58, Special Funds “Status of Appropriations:”
010-78-571-05-10; 010-78-572-05-10; 010-78-579-05-10; 010-73-132-05-20; 010-38-226-05-20; 010-78-172-05-20;
010-78-173-05-20; 010-78-174-05-20; and 010-78-177-05-20 through 010-78-185-05-20.

* The amount of $1,218,563 is found in the Year-to-Date column for “Total Federal Revenue Augmenting Current
State Expenditure Symbols” on page 116 of the June 30, 2006 “Report of Revenues and Receipts”. This amount, less
$190,765 (for revenue codes 010811-008181-101; 010811-008232-101; 010811-008284-101; 010811-008284-102;
010811-008289-101; and 010811-008289-102) equals $1,027,798, the net reduction of federal funds from Motor
License Fund Actual Augmentations.
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Combining Financial Statements

Including
Nonmajor Budgetary Comparison Schedules

Amish Farm, New Holland

Lancaster County
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COMBINING BALANCE SHEET-NONMAJOR GOVERNMENTAL FUNDS June 30, 2006

COMMONWEALTH OF PENNSYLVANIA
(Expressed in Thousands)

Special Debt Capital
Revenue Service Projects
Funds Funds Funds Total
ASSETS
Cash $ 7,365 $ - $ 9,419 $ 16,784
Temporary investments. 1,372,916 8,623 653,725 2,035,264
Long-term investments 464,888 - - 464,888
Receivables, net:
Taxes 25,391 - - 25,391
Accounts 34,079 3,480 6,620 44,179
Accrued interest 5,134 34 2,356 7,524
Notes and loans 32,684 - - 32,684
Lease rentals - 862 - 862
Investment sale proceeds 5,654 - - 5,654
Other 19,058 - - 19,058
Due from other funds 52,377 - 30,201 82,578
Due from component units - - 15,473 15,473
Due from Federal government 15,787 - - 15,787
Due from political subdivisions. - - 91 91
Advances to other funds 3,000 - - - - 3,000
TOTAL ASSETS $ 2,038,333 $ 12,999 $ 717,885 $ 2,769,217
LIABILITIES AND FUND BALANCES
Liabilities:
Accounts payable and accrued liabilities............cocevrveiriririnnnes $ 143,758 $ - $ 167,123 $ 310,881
Investment purchases payable 9,482 - - 9,482
Securities lending obligations 213,983 540 40,852 255,375
Due to other fund. 26,380 - 7,295 33,675
Due to pension trust fund 146 - - 146
Due to political subdivision: 11,170 - 72,204 83,374
Due to other government: 345 - - 345
Unearned revenue 25,291 4,341 - 29,632
Advances from other fund 10,333 - - 10,333
TOTAL LIABILITIES 440,888 4,881 287,474 733,243
Fund balances:
Reserved for:
Encumbrances 266,825 - 897,589 1,164,414
Advance 3,000 - - 3,000
Loans receivable 32,684 - - 32,684
Other. 71,420 - 3,619 75,039
Unreserved:
Designated for:
Capital project - - 131,026 131,026
Debt service:
Retirement of general obligation bonds... - 8,118 - 8,118
Other. 4,528 - - 4,528
Undesignated (deficit). 1,218,988 - (601,823) 617,165
TOTAL FUND BALANCES 1,597,445 8,118 430,411 2,035,974

TOTAL LIABILITIES AND FUND BALANCES.........ccoceuvureeenenns $ 2,038,333 $ 12,999 $ 717,885 $ 2,769,217
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COMBINING STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND
BALANCES-NONMAJOR GOVERNMENTAL FUNDS

For the Fiscal Year Ended June 30, 2006

COMMONWEALTH OF PENNSYLVANIA

(Expressed in Thousands)

REVENUES:

Intergovernmental....
Charges for sales and services..
Investment income

TOTAL REVENUES

EXPENDITURES:
Current:
Direction and supportive services
Protection of persons and property..
Health and human services
Public education
Recreation and cultural enrichment......................
Economic development..
Transportation
Capital outlay
Debt service:
Principal retirement.....
Interest and fiscal charges..

TOTAL EXPENDITURES .......ccovuvureveraranan

REVENUES UNDER
EXPENDITURES

OTHER FINANCING SOURCES (USES):
Bonds issued
Premium on bonds/refunding bonds issued...
Transfers in.
Transfers OUL........c.ceeuerereneeercecieeieieereenees

NET OTHER FINANCING
SOURCES

NET CHANGE IN FUND BALANCES.
FUND BALANCES JULY 1, 2005,

FUND BALANCES JUNE 30, 2006.........c0o0e000ee

Special
Revenue
Funds

$ 211,770
417,450
146,374
121,956

89,018

20,154

1,006,722

1,532
435,984
584,065

44,144
115,035
183,154
172,035

47,084

1,583,033

(576,311)

233,000
12,613
559,904

(38.380)

767,137

190,826

1,406,619
$ 1,597,445

$

Debt Capital
Service Projects
Funds Funds Total

- $ 89,786 $ 301,556

- - 417,450

- - 146,374

- - 121,956

242 16,885 106,145

183 - 183

- 17 20,171

425 106,688 1,113,835

- 221,729 223,261

- 8,775 444,759

- - 584,065

- 19,787 63,931

- 34,375 149,410

- 274,243 457,397

- 153,343 325,378

- 82,981 130,065
492,355 - 492,355
343,354 - 343,354
835,709 795,233 3,213,975
(835,284) (688,545) (2,100,140)
- 681,000 914,000

- 41,807 54,420
759,517 - 1,319,421
- - (38,380)
759,517 722,807 2,249,461
(75,767) 34,262 149,321
83,885 396,149 1,886,653
8,118 $ 430,411 $ 2,035,974
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Special Revenue Funds

Including
Nonmajor Budgetary Comparison Schedules

Carnegie Museum of Natural History, Pittsburgh
Allegheny County
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SPECIAL REVENUE FUNDS
DESCRIPTION
NONMAJOR FUNDS

Special revenue funds account for the proceeds of specific revenue sources that are legally
restricted to expenditure for specified purposes.

Banking Department Fund — to account for the administration of the Department of Banking and regulation of financial
institutions. Revenue is received from fees, assessments, charges and penalties collected or recovered from persons, firms,
corporations or associations regulated by the Department of Banking.

Milk Marketing Fund — to account for the operation of the Milk Marketing Board and to serve as a depository for amounts
due to dairy farmers from underpayments by dealers. Revenue is received from license fees, fines, penalties and permits
relating to the milk industry.

Workers’ Compensation Administration Fund — to account for the administration of the Pennsylvania Workers’
Compensation Act and the Pennsylvania Occupational Disease Act. Insurance companies and self-insured businesses are
assessed a periodic fee for costs incurred in administering these acts.

Workers’ Compensation Security Fund — to account for the payment of workers’ compensation claims to individuals who are
insured by an insolvent insurance company and for the costs to administer the program. Funds are derived from an annual
assessment on all insurance carriers authorized to transact and provide workmen’s compensation insurance in the Commonwealth.

Catastrophic Loss Benefits Fund — to account for the payment of medical and rehabilitative expenses over $100,000 to a lifetime
aggregate of $1 million to residents injured in a motor vehicle accident.

Pharmaceutical Assistance Fund — to account for the payment of prescription drugs and insulin supplies for eligible
Commonwealth recipients who are at least 65 years old.

Recycling Fund — to account for grants for recycling solid waste, market and waste minimization studies and public
information and educational activities. Financing for the planning, processing, resource recovery and recycling of solid waste
is generated by a fee on all waste disposed of in landfills or processed by resource recovery facilities.

Fish and Boat Fund — to account for the administration and enforcement of fishing and boating laws and for the protection,
propagation, management and preservation of aquatic life.

Game Fund — to account for the administration and enforcement of game laws and for the protection, propagation,
management and preservation of game and wildlife.

Hazardous Sites Cleanup Fund — to account for cleaning up abandoned hazardous waste sites throughout the
Commonwealth and restoring the land to productive use.

Other — to account for programs related to conservation and protection of natural resources, the preservation of historical
landmarks, administration and regulation of slot machine gaming, administrative and regulatory activities of various
departmental programs, and other miscellaneous Commonwealth activities. This other category is an aggregation of sixty-
four individual special revenue funds.

There are a total of seventy-four individual special revenue funds; Motor License and Tobacco Settlement special revenue
funds are reported as Major Funds in the basic financial statements.
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COMBINING BALANCE SHEET-NONMAJOR GOVERNMENTAL FUNDS

£el

Special Revenue Funds June 30, 2006
COMMONWEALTH OF PENNSYLVANIA
(Expressed in Thousands) Budgeted Funds
Workers' Workers' Catastrophic Hazardous
Compensation Compensation Loss Pharmaceutical Fish and Sites
Marketing Admin. Security Benefits Assistance Recycling Boat Game Cleanup Other Total
ASSETS
Cash - $ - S 520 $ - $ 4,196 - 654 94 1,138 763 7,365
Temporary investments 2,416 70,581 121,091 123,118 56,778 79,185 57,344 45,798 29,680 750,141 1,372,916
Long-term investment: - - 464,888 - - - - - - - 464,388
Receivables, net:
Taxe: - - - - - - - - - 25,391 25,391
Account: - 5 1 - 10,204 - 6 176 21 19,024 34,079
Accrued interest. - 3,404 - - - - - 1,671 5,134
Loans, - - - - - - - - - 32,684 32,684
Investment sale p d - - 5,654 - - - - - - - 5,654
Other. - - - - - - - - - 19,058 19,058
Due from other funds. - - - - 34,834 - - 228 - 17,315 52,377
Due from Federal government.............cccccucuercuniunncnns - - - - - - 6,456 2,085 - 7,246 15,787
Advances to other fund - - - - - - - - 3,000 - 3,000
TOTAL ASSETS, 2,416 $ 70,586 N 595,558 $ 123,118 $ 106,012 79,185 64,460 48,381 33,839 873,293
LIABILITIES AND FUND BALANCES
Liabilities:
Accounts payable and accrued liabilities. 94 $ 3,421 $ 2,340 $ 1,716 $ 56,851 2,114 2,853 3,455 4,395 65,465 143,758
Investment purchases payable......... - - 9,482 - - - - - - - 9,482
Securities lending obligation: 277 - 92,100 14,096 6,501 9,066 6,566 5,244 3,398 72,523 213,983
Due to other funds. 35 102 56 16 - 3 161 483 3 25,441 26,380
Due to pension trust funds 2 17 - - - - 28 41 4 49 146
Due to political subdivisions.............ccocuvecuvcunicrncnecns - - - - - 5,080 3 - 10 6,071 11,170
Due to other government 4 39 - - - - 64 93 8 125 345
Unearned revenue 434 258 - - - - 3,117 508 - 17,126 25,291
Advances from other funds............ccocoeveveeeiricreeeenerenns - - - - 10,333 - - - - - 10,333
TOTAL LIABILITIES.... 846 3,837 103,978 15,828 73,685 16,263 12,792 9,824 7,818 186,800 440,888
Fund balances
Reserved for:
Encumbrance: 227 1,526 10,704 158 - 18,274 3,722 3,001 8,838 219,920 266,825
Advances - - - - - - - - 3,000 - 3,000
Loans receivable. - - - - - - - - - 32,684 32,684
Other. - 686 - - 7,343 1,304 2,415 537 - 59,135 71,420
Unreserved:
Designated for:
Other. - - - - - - - - - 4,528 4,528
Undesi, d 1,343 64,537 480,876 107,132 24,984 43,344 45,531 35,019 14,183 370,226 1,218,988
TOTAL FUND BALANCES. 1,570 66,749 491,580 107,290 32327 62,922 51,668 38,557 26,021 686,493 1,597,445
TOTAL LIABILITIES AND FUND BALANCE! 2,416 $ 70,586 $ 595,558 $ 123,118 N 106,012 79,185 64,460 48,381 33,839 873.293 2,038,333
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COMBINING STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES

NONMAJOR GOVERNMENTAL FUNDS
Special Revenue Funds

For the Fiscal Year Ended June 30, 2006

COMMONWEALTH OF PENNSYLVANIA

(Expressed in Thousands) Budgeted Funds
Workers' Workers' Catastrophic Hazardous
Banking Milk Compensation Compensation Loss Pharmaceutical Fish and Sites
Department Marketing Admin. Security Benefits Assistance Recycling Boat Game Cleanup Other Total
REVENUES:
Taxe: $ - $ - $ - $ - $ - $ - $ - $ - $ - - $ 211,770 $ 211,770
Licenses and fees 7,290 2,575 6 42,465 - - 44,643 31,698 37,770 2,075 248,928 417,450
Intergovernmental R R - - - - - 11,239 12,786 - 122,349 146,374
Charges for sales and services. 9,088 - 52,694 - - - - 1,806 21,988 - 36,380 121,956
Investment income, 2,162 144 3,042 27,019 5,577 3,854 4251 2,454 2,347 1,753 36,415 89,018
Interest on notes and loan - - - - - - - - - - - -
Other. 19 1 313 68 373 - 913 677 34 2,550 15,206 20,154
TOTAL REVENUES 18,559 2,720 56,055 69,552 5,950 3,854 49,807 47,874 74,925 6,378 671,048 1,006,722
EXPENDITURES:
Current:
Direction and supportive service: - - 23 43 - - - - - - 1,466 1,532
Protection of persons and Property............ceeeeeeeereeernieuerenns 17,928 2,646 - 66,878 8,645 - 37,992 - - 34,759 267,136 435,984
Health and human services - - 48,856 - - 473,359 - - - - 61,850 584,065
Public education R R R R R R R R R R 44,144 44,144
Recreation and cultural enrichment. - - - - - - - 39,914 62,644 - 12,477 115,035
Economic development - - 136 - - - - - - - 183,018 183,154
Transportation - - - - - - - - - - 172,035 172,035
Capital outlay. - - - - - - - 146 817 - 46,121 47,084
TOTAL EXPENDITURES 17,928 2,646 49,015 66,921 8,645 473,359 37,992 40,060 63,461 34,759 788,247 1,583,033
REVENUES OVER (UNDER)
EXPENDITURES 631 74 7,040 2,631 (2,695) (469,505) 11,815 7,814 11,464 (28,381) (117,199) (576,311)
OTHER FINANCING SOURCES (USES):
Bonds issued. - - - - - - - - - - 233,000 233,000
Premium on bonds/refunding bonds issued...........ccocervirrreennne - - - - - - - - - - 12,613 12,613
Transfers in - - - - - 409,301 - 2,092 - 20,000 128,511 559,904
Transfers out - - - - - - - - - - (38.,380) (38,380)
NET OTHER FINANCING
SOURCES (USES) - - - - - 409,301 - 2,092 - 20,000 335,744 767,137
NET CHANGE IN FUND BALANCES. 631 74 7,040 2,631 (2,695) (60,204) 11,815 9,906 11,464 (8,381) 218,545 190,826
FUND BALANCES, JULY 1, 2005, 31,637 1,496 59,709 488,949 109,985 92,531 51,107 41,762 27,093 34,402 467,948 1,406,619
FUND BALANCES, JUNE 30, 2006 $ 32268 $ 1,570 $ 66,749 $ 491,580 $ 107,290 $ 32,327 $ 62,922 $ 51,668 $ 38,557 26,021 $ 686,493 $ 1,597,445




BUDGETARY COMPARISON SCHEDULE
Budgeted Nonmajor Funds
Special Revenue Fund-Banking Department

For the Fiscal Year Ended June 30, 2006

COMMONWEALTH OF PENNSYLVANIA
(Expressed in Thousands)

REVENUES:
State Programs:

Licenses and fees

Fines, penalties and interest.

Investment income.

Miscellaneous

TOTAL REVENUES,

EXPENDITURES:

State Programs:

Direction and supportive service
Protection of persons and property.
TOTAL EXPENDITURES

REVENUES OVER (UNDER) EXPENDITURES,

OTHER FINANCING SOURCES:

Prior year lapse:

TOTAL OTHER FINANCING SOURCES.
REVENUES AND OTHER SOURCES OVER (UNDER)

EXPENDITURES.

UNRESERVED/UNDESIGNATED FUND BALANCES
(BUDGETARY BASIS), JUNE 30, 2005

UNRESERVED/UNDESIGNATED FUND BALANCES
(BUDGETARY BASIS), JUNE 30, 2006.

Reconciliation of Budgetary to GAAP Basis Amounts

The Commonwealth adopts a formal annual budget for the Banking Department Fund. The Budgetary Comparison Schedule presented above presents a
comparison of the legally adopted budget, as amended, with actual data on a budgetary basis, which differs from governmental fund statement information

Actual
Original (Budgetary

Budget Difference Budget Difference Basis)

16,262 N (1,983) 14,279 1,503 15,782

275 125 400 507 907

1,096 225 1,321 942 2,263

1 1) - - -

17,634 (1,634) 16,000 2,952 18,952

359 - 359 ®) 357

18,120 - 18,120 - 18,120

18,479 - 18,479 (2) 18,477

(845) (1,634) (2,479) 2,954 475

- 48 48 - 48

- 48 48 - 48

(845) (1,586) (2,431) 2,954 523

28,125 - 28,125 - 28,125

27,280 $ (1,586) 25,694 2,954 28,648

primarily by the omission of certain revenue and expenditure accruals. The following presents a reconciliation of the budgetary basis to the modified accrual

basis of reporting (amounts in thousands):

Budgetary basis — revenues and other sources over
expenditures (from Actual column above)

Adjustments:

To adjust revenues, other financing sources and related
receivables and deferred revenue

To adjust expenditures, other financing uses and related
accounts payable and accrued liabilities

Net adjustments

Modified accrual basis — net change in
governmental fund balance

The above revenue adjustments include net revenue accruals/deferrals, amounts to recognize certain pass-through grants and amounts to recognize certain
intergovernmental revenues that are not reported for budgetary reporting purposes. Likewise, the above expenditure adjustments include net expenditure

523

(441)

549

108

631

accruals, amounts to recognize certain pass-through grants and amounts to recognize certain expenditures related to Federal and other grants that are not reported

for budgetary reporting purposes.
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BUDGETARY COMPARISON SCHEDULE
Budgeted Nonmajor Funds
Special Revenue Fund-Milk Marketing

For the Fiscal Year Ended June 30, 2006

COMMONWEALTH OF PENNSYLVANIA

(Expressed in Thousands) Actual
Original Final (Budgetary
Budget Difference Budget Difference Basis)
REVENUES:
State Programs:
Licenses and fee: $ 2,509 $ (89) 2,420 $ 59 2,479
Fines, penalties and interest 20 30 50 45 95
Investment income 91 10 101 59 160
Miscellaneou 2 (2) - 1 1
TOTAL REVENUES 2,622 (51) 2,571 164 2,735
EXPENDITURES:
State Programs:
Direction and supportive service: 5 - 5 %) -
Protection of persons and property. 2,737 - 2,737 - 2,737
TOTAL EXPENDITURES 2,742 - 2,742 (5) 2,737
REVENUES OVER (UNDER)
EXPENDITURES. (120) (51) (171) 169 2)
OTHER FINANCING SOURCES:
Prior year lapse - 24 24 - 24
TOTAL OTHER FINANCING SOURCES..........ccucverrerrerrernecs - 24 24 - 24
REVENUES AND OTHER SOURCES OVER
(UNDER) EXPENDITURES, (120) (27) (147) 169 22
UNRESERVED/UNDESIGNATED FUND BALANCES
(BUDGETARY BASIS), JUNE 30, 2005. 1,144 - 1,144 - 1,144
UNRESERVED/UNDESIGNATED FUND BALANCES
(BUDGETARY BASIS), JUNE 30, 2006. $ 1,024 $ (27) 997 $ 169 1,166

Reconciliation of Budgetary to GAAP Basis Amounts

The Commonwealth adopts a formal annual budget for the Milk Marketing Fund. The Budgetary Comparison Schedule presented above presents a comparison
of the legally adopted budget, as amended, with actual data on a budgetary basis, which differs from governmental fund statement information primarily by the
omission of certain revenue and expenditure accruals. The following presents a reconciliation of the budgetary basis to the modified accrual basis of reporting

(amounts in thousands):

Budgetary basis — revenues and other sources under
expenditures (from Actual column above).........cccccevevieirineineneineneees $

Adjustments:
To adjust revenues, other financing sources and related
receivables and deferred revenue.............cooeceeineieiiinieciinncicce

To adjust expenditures, other financing uses and related
accounts payable and accrued liabilities....

NEt AAJUSHMICNLS. ...ttt ettt

Modified accrual basis — net change in
governmental fund balance............coceoveiriiiiiiniii e $

The above revenue adjustments include net revenue accruals/deferrals, amounts to recognize certain pass-through grants and amounts to recognize certain
intergovernmental revenues that are not reported for budgetary reporting purposes. Likewise, the above expenditure adjustments include net expenditure

22

(39

91

52

74

accruals, amounts to recognize certain pass-through grants and amounts to recognize certain expenditures related to Federal and other grants that are not reported

for budgetary reporting purposes.

- The notes on pages 124 to 126 are an integral part of this schedule. -
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BUDGETARY COMPARISON SCHEDULE
Budgeted Nonmajor Funds

Special Revenue Fund-Workers' Compensation Administration

For the Fiscal Year Ended June 30, 2006

COMMONWEALTH OF PENNSYLVANIA

(Expressed in Thousands) Actual
Original Final (Budgetary
Budget Difference Budget Difference Basis)
REVENUES:
State Programs:
Taxes, net of refunds. 55,006 $ 2,519 57,525 (18) $ 57,507
Fines, penalties and interest 3 - 3 3 6
Investment income 1,194 27 1,221 1,818 3,039
Departmental service 184 - 184 - 184
Miscellaneous, 123 3 126 188 314
TOTAL REVENUES, 56,510 2,549 59,059 1,991 61,050
EXPENDITURES:
State Programs:
Direction and supportive service: 54,250 3,275 57,525 - 57,525
Economic development. 184 - 184 - 184
TOTAL EXPENDITURES 54,434 3,275 57,709 - 57,709
REVENUES OVER (UNDER)
EXPENDITURES. 2,076 (726) 1,350 1,991 3,341
OTHER FINANCING SOURCES:
Prior year lapses - 5,456 5,456 - 5,456
TOTAL OTHER FINANCING SOURCES.......cuuuerurunreeresann - 5,456 5,456 - 5,456
REVENUES AND OTHER SOURCES OVER
EXPENDITURES. 2,076 4,730 6,806 1,991 8,797
UNRESERVED/UNDESIGNATED FUND BALANCES
(BUDGETARY BASIS), JUNE 30, 2005 52,983 - 52,983 - 52,983
UNRESERVED/UNDESIGNATED FUND BALANCES
(BUDGETARY BASIS), JUNE 30, 2006. 55,059 $ 4,730 59,789 1,991 $ 61,780

Reconciliation of Budgetary to GAAP Basis Amounts

The Commonwealth adopts a formal annual budget for the Workers' Compensation Administration Fund. The Budgetary Comparison Schedule presented above
presents a comparison of the legally adopted budget, as amended, with actual data on a budgetary basis, which differs from governmental fund statement
information primarily by the omission of certain revenue and expenditure accruals. The following presents a reconciliation of the budgetary basis to the modified

accrual basis of reporting (amounts in thousands):

Budgetary basis — revenues and other sources over

expenditures (from Actual column above)............eceeeririeieennniccnneecnenne

Adjustments:
To adjust revenues, other financing sources and related

receivables and deferred revenue............ccocevveiiirieiiinieeee e

To adjust expenditures, other financing uses and related

accounts payable and accrued liabilities...........ccoeveerenieinenicineecseee

NEt AdJUSTMENLS. ...ttt

Modified accrual basis — net change in

governmental fund balance..........c.oeeeirieieiininieciccc e

8,797

(10,451)

8,694

(1,757)

7,040

The above revenue adjustments include net revenue accruals/deferrals, amounts to recognize certain pass-through grants and amounts to recognize certain
intergovernmental revenues that are not reported for budgetary reporting purposes. Likewise, the above expenditure adjustments include net expenditure
accruals, amounts to recognize certain pass-through grants and amounts to recognize certain expenditures related to Federal and other grants that are not reported

for budgetary reporting purposes.

- The notes on pages 124 to 126 are an integral part of this schedule. -
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Debt Service Funds

) Citizens Bank Park

Phillie Phanatic, Citizens Bank Park
Philadelphia
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DEBT SERVICE FUNDS
DESCRIPTION
NONMAJOR FUNDS

Debt service funds account for the accumulation of resources, principally from transfers from
other Funds, for the payment of general long-term debt principal and interest.

Disaster Relief Redemption Fund — these funds account for the payment of principal and interest on bonds issued for the
rehabilitation of areas of the Commonwealth affected by the floods of 1971, 1972, and 1977. Funding consists of transfers
from the General Fund and investment income.

Pennsylvania Infrastructure Investment Authority (PENNVEST) Redemption Fund — to account for the payment of
principal and interest on bonds issued for loans to local water companies for the repair, construction, extension and
improvement of water supply systems, dams and port facilities and water control systems. Funding consists of transfers from
the General Fund and the Pennsylvania Infrastructure Investment Authority Fund and investment income.

Capital Debt Fund — to account for the payment of principal and interest related to general obligation bonds issued for
capital projects authorized by Capital Budget Acts. Funding consists of transfers from the General Fund and the Motor
License Fund, facility rental and investment income.

Pennsylvania Economic Revitalization Sinking Fund — to account for the payment of principal and interest on bonds
issued for the promotion of economic redevelopment throughout Pennsylvania for grants and loans for industrial and small
business development. Funding consists of transfers from the General Fund and the Pennsylvania Economic Revitalization
Fund and investment income.

Water Facilities Loan Redemption Fund — to account for the payment of principal and interest on bonds issued for the
implementation of the water project loan referendum to provide loans to local water companies for repair, construction and
improvement to water supply systems. Funding consists of transfers from the General Fund and the Water Facilities Loan
Fund, investment income and proceeds from the sale, lease or disposal of loan collateral.

Land and Water Development Sinking Fund — to account for the payment of principal and interest on bonds issued for the
acquisition, development and improvements to Commonwealth land and water facilities. Funding consists of transfers from
the General Fund, the Land and Water Development Fund and investment income.

Other — these funds account for the payment of principal and interest on bonds issued for loans to nursing homes and
volunteer fire companies and for compensation to Vietnam conflict veterans. Funding consists primarily of transfers from the

General Fund and investment income. This other category is an aggregation of nine individual debt service funds.

There are a total of fifteen individual debt service funds; all are reported as nonmajor funds.
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COMBINING BALANCE SHEET-NONMAJOR GOVERNMENTAL FUNDS

Debt Service Funds June 30, 2006
COMMONWEALTH OF PENNSYLVANIA Pennsylvania
(Expressed in Thousands) Infrastructure Pennsylvania Water Land and
Disaster Investment Economic Facilities Water
Relief Authority Capital Revitalization Loan Development
Redemption R pti Debt Sinking Redemption Sinking Other Total
ASSETS
Temporary investment: $ 2 $ - $ 8,265 S - $ - S 201 $ 155 S 8,623
Receivables, net
Account - - 3,480 - - - - 3,480
Accrued interest - - 25 - - 8 1 34
Lease rental: - - 862 - - - ~ 862
TOTAL ASSETS, $ 2 S - $ 12,632 S - $ - $ 209 $ 156 S 12,999
LIABILITIES AND FUND BALANCES
Liabilities:
Securities lending obligation: $ - $ - $ 517 $ - $ - $ 13 $ 10 $ 540
Unearned revenue. - - 4,341 - - - - 4,341
TOTAL LIABILITIES - - 4,858 - - 13 10 4,881

Fund balances
Reserved for:
Unreserved.

Designated for:
Debt service:

Retirement of general obligation bonds. 2 - 7,774 - - 196 146 8,118
TOTAL FUND BALANCES 2 - 7,774 - - 196 146 8,118
TOTAL LIABILITIES AND FUND BALANCES. $ 2 S - $ 12,632 S - $ - S 209 $ 156 S 12,999
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COMBINING STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES
NONMAJOR GOVERNMENTAL FUNDS

Debt Service Funds For the Fiscal Year Ended June 30, 2006
COMMONWEALTH OF PENNSYLVANIA Pennsylvania
(Expressed in Thousands) Infrastructure Pennsylvania Water Land and
Disaster Investment Economic Facilities Water
Relief Authority Capital Revitalization Loan Development
Redemption R pti Debt Sinking Redemption Sinking Other Total
REVENUES:
Investment income. $ 2 $ - $ - $ - $ - $ 240 $ - $ 242
Lease rental principal and interest - - 183 - - - - 183
TOTAL REVENUES 2 - 183 - - 240 - 425
EXPENDITURES:
Debt service:
Principal retirement 1,510 6,010 477,305 425 2,325 160 4,620 492,355
Interest and fiscal charge 533 1,200 339.475 188 735 93 1,130 343,354
TOTAL EXPENDITURES .....cconsrrnmsrnnrrsssssssssssssssssssssssnsses 2,043 7.210 816,780 613 3,060 253 5,750 835,709
REVENUES UNDER
EXPENDITURES (2,041) (7.210) (816,597) (613) (3,060) (13) (5.750) (835.284)
OTHER FINANCING SOURCES:
Transfers in 2,043 7,210 740,721 613 3,060 120 5,750 759,517
NET CHANGE IN FUND BALANCE! 2 - (75,876) - - 107 - (75,767)
FUND BALANCES, JULY 1, 2005. - - 83,650 - - 89 146 83,885
FUND BALANCES, JUNE 30, 2006... $ 2 $ - $ 7,774 $ - $ - $ 196 $ 146 $ 8,118
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Capital
Projects

Funds

Brandywine River Museum, Chadds Ford

Delaware County

143



CAPITAL PROJECTS FUNDS
DESCRIPTION
NONMAJOR FUNDS

Capital projects funds account for financial resources to be used for the acquisition or
construction of major capital facilities, including those provided to political subdivisions or other
public organizations.

Capital Facilities Fund — to account for general obligation bond proceeds used to fund capital projects specifically itemized
and authorized by Capital Budget Acts.

Keystone Recreation, Park and Conservation Fund — to account for bond proceeds and a percentage of the state realty
transfer tax. The amounts are used to acquire, improve and expand Commonwealth and community parks, recreation
facilities, historic sites, zoos, public libraries, nature preserves and wildlife habitats and other recreational areas and facilities.

Local Criminal Justice Fund — to account for the proceeds of bonds issued for grants to counties and multi-county
authorities for the repair, expansion, construction, rehabilitation and improvement of local correctional facilities or multi-
county regional prison facilities.

Land and Water Development Fund — to account for the proceeds of bonds issued for pollution remediation; grants to local
governments for sewage treatment facilities; the development of public outdoor recreation areas; and, acquisition and

development of park and recreation lands and related studies to determine such needs.

There are a total of four individual capital projects funds; all are reported as nonmajor funds.
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COMBINING BALANCE SHEET-NONMAJOR GOVERNMENTAL FUNDS
Capital Projects Funds June 30, 2006

COMMONWEALTH OF PENNSYLVANIA

(Expressed in Thousands) Keystone
Recreation, Local Land and
Capital Park and Criminal Water
Facilities Conservation Justice Development Total
ASSETS
Cash $ 9,419 $ - $ - S - $ 9,419
Temporary investment; 431,714 218,811 1,480 1,720 653,725
Receivables, net:
Account: 6,620 - - - 6,620
Accrued interest. 1,525 826 5 - 2,356
Due from other fund: 28,963 1,238 - - 30,201
Due from component unit: 15,473 - - - 15,473
Due from political subdivision: 91 - - - 91
TOTAL ASSETS. S 493,805 $ 220,875 $ 1,485 $ 1,720 S 717,885
LIABILITIES AND FUND BALANCES
Liabilities:
Accounts payable and accrued liabilities.............ccccecoceccicns S 161,504 $ 5,183 S 436 S - $ 167,123
Securities lending obligation: 26,979 13,674 92 107 40,852
Due to other fund 620 6,675 - - 7,295
Due to political subdivision: 71,364 654 186 - 72,204
TOTAL LIABILITIES 260,467 26,186 714 107 287,474
Fund balances:
Reserved for:
Encumbrance: 832,983 63,663 943 - 897,589
Other. 1,982 - - 1,637 3,619
Unreserved:
Designated for:
Capital project: - 131,026 - - 131,026
Undesi d deficit (601,627) - (172) (24) (601,823)
TOTAL FUND BALANCES 233,338 194,689 771 1,613 430,411

TOTAL LIABILITIES AND FUND BALANCES.........oooivereereerenne 5 85
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COMBINING STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN
FUND BALANCES-NONMAJOR GOVERNMENTAL FUNDS

Capital Projects Funds For the Fiscal Year Ended June 30, 2006
COMMONWEALTH OF PENNSYLVANIA
(Expressed in Thousands) Keystone
Recreation, Local Land and
Capital Park and Criminal Water
Facilities Conservation Justice Development Total
REVENUES:
Taxe $ - $ 89,786 N - $ - $ 89,786
Investment income 9,526 7,347 18 (6) 16,885
Other. - 17 - - 17
TOTAL REVENUES .......erirenercninenene 9,526 97,150 18 (6) 106,688
EXPENDITURES:
Current:
Direction and supportive services..... 221,728 - 1 - 221,729
Protection of persons and property... . 7,976 - 799 - 8,775
Public education 1,829 17,958 - - 19,787
Recreation and cultural enrichment.. - 34,375 - - 34,375
Economic development. . 274,243 - - - 274,243
Transportation 153,343 - - - 153,343
Capital outlay, 60,683 22,298 - - 82,981
TOTAL EXPENDITURES .......cccevrverrerrneene 719,802 74,631 800 - 795,233
REVENUES OVER (UNDER)
EXPENDITURES .... (710,276) 22,519 (782) (©) (688,545)
OTHER FINANCING SOURCES:
Bonds issued 680,000 - 1,000 - 681,000
Premium on bonds/refunding bonds issued........ 41,758 - 49 - 41,807
NET OTHER FINANCING
SOURCES, 721,758 - 1,049 - 722,807
NET CHANGE IN FUND BALANCES, 11,482 22,519 267 (6) 34,262
FUND BALANCES JULY 1, 2005....... 221,856 172,170 504 1,619 396,149
FUND BALANCES JUNE 30, 2006.... $ 233,338 $ 194,689 $ 771 $ 1,613 $ 430,411
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Enterprise Funds
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Eastern Sports and Outdoor Show, State Farm Show Complex, Harrisburg
Dauphin County




ENTERPRISE FUNDS
DESCRIPTION
NONMAJOR FUNDS

Enterprise funds account for operations that are financed and operated in a manner similar to
private business enterprises. Costs of providing goods and services to the general public on a
continuing basis, including depreciation, are financed or recovered primarily through user
charges.

State Stores Fund — to account for the general operations of the Pennsylvania Liquor Control Board. Expenses include all
costs associated with the operation and administration of the liquor store system and enforcement of the Liquor Control Law.

Small Business First Fund — to account for and provide loans to eligible small businesses for capital development projects
which will create or preserve employment opportunities and which will enhance business development in Pennsylvania.
Sources of revenue include loan principal and interest payments, transfers from the General Fund, Federal funds and
investment income.

Volunteer Companies Loan Fund — to account for and provide low-interest loans for acquisition and replacement of
volunteer fire, ambulance and rescue company equipment and facilities.

Machinery and Equipment Loan Fund — to account for and provide low-interest loans to finance machinery and equipment
purchases for eligible Pennsylvania businesses to facilitate their growth, competitiveness and value-added capacity. Sources
of revenue include loan interest payments, General Fund appropriations and investment income.

Coal and Clay Mine Subsidence Insurance Fund — to account for and provide insurance coverage to homeowners in
mining areas against damages resulting from mine subsidence.

Pennsylvania Infrastructure Bank Fund — to account for and provide loans to, or enter into leases with, qualified
borrowers to finance the costs of transportation projects.

Minority Business Development Fund — to account for and provide low-interest and short-term loans, loan and bond
guarantees and other financial and technical assistance, to eligible minority business enterprises and for operating expenses of
the Pennsylvania Minority Business Development Authority. Sources of revenue include loan repayments, transfers from the
General Fund and investment income.

Other — to account for enterprise operations including activities associated with low interest loans to manufacturers,
vocational rehabilitation services, and loans and grants provided to attract industrial, manufacturing or research and

development enterprises to the Commonwealth. This other category is an aggregation of five individual enterprise funds.

There are a total of sixteen individual enterprise funds; Unemployment Compensation, State Workers’ Insurance, State
Lottery and Tuition Payment enterprise funds are reported as Major Funds in the basic financial statements.

148



COMBINING STATEMENT OF NET ASSETS-NONMAJOR PROPRIETARY FUNDS

Enterprise Funds

June 30, 2006

COMMONWEALTH OF PENNSYLVANIA
(Expressed in Thousands)

State Small Volunteer Machinery Coal and Clay PA Minority
Stores i Ci and i Mine Sub. Infrastructure Business
(June 27, 2006) First Loan Loan Insurance Bank Development Other Total
ASSETS
Current assets:
Cash $ 17,294 N 362 $ 161 $ 135 $ 88 $ - $ 16 54 $ 18,110
Temporary investment 109,864 45,234 19,286 48,968 62,182 34,000 6,140 20,391 346,065
Receivables:
Accounts 2,717 - - - - 335 - 463 3,515
Accrued interest - 154 93 75 - - 21 4 347
Loan - 17,184 13,974 10,786 - 3,191 661 440 46,236
Other - 3 - 104 - - 3 - 110
Due from other funds 164 - - - - - - 1,940 2,104
Due from pension trust funds............ccccccoeeiiiinninincns - - - - - - - 19 19
Due from component units. - - - - - - - 7 7
Inventory. 215,288 - - - - - - 4 215,292
Prepaid expense: 4 - - - - - - _ 4
Total current assets 345,331 62,937 33,514 60,068 62,270 37,526 6,841 23,322 631,809
Noncurrent assets:
Receivables:
Loan - 69,546 95,289 26,626 - 19,327 1,551 1,214 213,553
Non-depreciable capital assets:
Land 323 - - - - - - - 323
Construction in progress. - - - - - - - 3,522 3,522
Depreciable capital assets:
Buildings and building improvements......................... 21,707 - - - - - - 18,307 40,014
Machinery and equipment. 61,688 - - - - - - 4,844 66,532
Less: accumulated depreciation .............ccccccceueuenne (46,744) - - - - - - (14,305) (61,049)
Net depreciable capital asset: 36,651 - - - - - - 8,846 45,497
Total noncurrent assets 36,974 69,546 95,289 26,626 - 19,327 1,551 13,582 262,895
TOTAL ASSETS 382,305 132,483 128,803 86,694 62,270 56,853 8,392 36,904 894,704
LIABILITIES
Current liabilities:
Accounts payable and accrued liabilities. 114,655 - - 26 289 - - 1,620 116,590
Securities lending obligations 12,336 5,235 2,209 5,647 7,119 3,893 703 2,208 39,350
Due to other fund 3,385 8 - 2 1 - 2 107 3,505
Due to pension trust funds 159 - - - - - - 1 160
Due to other government: 674 - - - 1 - - 2 677
Unearned revenue. - 100 89 - 2,778 - - 2 2,969
Self insurance 3,574 5 - 4 17 - 2 214 3,816
Compensated absence: 4,021 - - - 60 - 16 4,097
Advances from other fund 85,000 3,000 - - - - - - 88,000
Total current liabilitie: 223,804 8,348 2,298 5,679 10,265 3,893 707 4,170 259,164
Non-current liabilities:
Insurance loss liability. - - - - 610 - - - 610
Compensated absence: 24,698 - - - 317 - - 1,783 26,798
Self insurance 13,922 20 - 16 66 - 7 835 14,866
Total non-current liabilities 38,620 20 - 16 993 - 7 2,618 42,274
TOTAL LIABILITIES 262,424 8,368 2,298 5,695 11,258 3,893 714 6,788 301,438
NET ASSETS:
Invested in capital assets, net of related debt................ 36,974 - - - - - - 12,366 49,340
Restricted for:
Smoking cessation and other health-related programs - - - - - - - 4,814 4,814
Transportation - - - - - 52,960 - - 52,960
Economic stimulu - 124,115 - 80,999 - - 7,678 - 212,792
Emergency support. - - 126,505 - - - - - 126,505
Other purpose: 82,907 - - - 51,012 - - 12,936 146,855
TOTAL NET ASSETS $119,881 $124,115 $ 126,505 $ 80,999 $ 51,012 $ 52,960 $ 7,678 30,116 $ 593,266
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COMBINING STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN FUND NET ASSETS-NONMAJOR PROPRIETARY FUNDS

Enterprise Funds

For the Fiscal Year Ended June 30, 2006

COMMONWEALTH OF PENNSYLVANIA
(Expressed in Thousands)

OPERATING REVENUES:
Sales and service:
Interest on loan
Other.

OPERATING REVENUES BEFORE PROVISION
FOR UNCOLLECTABLE ACCOUNTS

Provision for uncollectable account:

NET OPERATING REVENUES

OPERATING EXPENSES:
Cost of sales and service:
Depreciation

TOTAL OPERATING EXPENSES

OPERATING INCOME (LOSS).

9
(=]
NONOPERATING REVENUES (EXPENSES):
Investment income.

Other revenue:
Other expense

NONOPERATING REVENUES (EXPENSES), NET......cccccecevuane

INCOME (LOSS) BEFORE CONTRIBUTIONS
AND TRANSFERS.

CONTRIBUTIONS AND TRANSFERS:

Capital contributions.
Transfers out
TOTAL CONTRIBUTIONS AND TRANSFERS

CHANGE IN NET ASSETS

TOTAL NET ASSETS, JULY 1, 2005

TOTAL NET ASSETS, JUNE 30, 2006

State Volunteer Machinery Coal and Clay PA Minority
Stores Companies  and Equipment Mine Sub. Infrastructure Business
(June 27, 2006) Loan Loan Insurance Bank Development Other Total

$ 1,272,101 $ - $ 294 $ 5,829 $ - $ 16 $ 473 $ 1,278,713
- 2,347 1,224 - 350 109 619 8,325

- - 3 - 46 2 2,581 2,636

1,272,101 2,347 1,521 5,829 396 127 3,673 1,289,674

R 95 - - - (573) - (4,235)

1,272,101 2,442 1,521 5,829 396 (446) 3,673 1,285,439
1,174,999 209 3,723 2,474 - 213 4,949 1,187,439
3,416 - - - - - 1,758 5,174
1,178,415 209 3,723 2,474 - 213 6,707 1,192,613
93,686 2,233 (2,202) 3,355 396 (659) (3,034) 92,826

8,465 677 1,434 3,631 2,131 393 3,195 21,156

- - - - - - - 12
a9 - - - - - - a9

8,446 677 1,434 3,631 2,131 393 3,195 21,149

102,132 2,910 (768) 6,986 2,527 (266) 161 113,975

- - 15,000 - - - - 15,000

(82,000) - - - - - - (82,000)
(82,000) - 15,000 - - - - (67,000)

20,132 2,910 14,232 6,986 2,527 (266) 161 46,975

99,749 123,595 66,767 44,026 50,433 7,944 29,955 546,291

$ 119,881 $ 126,505 $ 80,999 $ 51,012 $ 52,960 $ 7,678 $ 30,116 $ 593,266
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COMBINING STATEMENT OF CASH FLOWS-NONMAJOR PROPRIETARY FUNDS

Enterprise Funds

For the Fiscal Year Ended June 30, 2006

COMMONWEALTH OF PENNSYLVANIA
(Expressed in Thousands)

CASH FLOWS FROM OPERATING ACTIVITIES:

Receipts from customers

Receipts from borrower:

Receipt of premiums
Payments to claimants...
Payments t0 DOITOWELS. .........ceueuririuerieieieerieiereiecietseseeese e ieeseseiesenseaenns

Payments for vendors, employees and other costs
Other receipts (PAYMENLS).....c.eeeveremerieriieierenerieseteseresesieseseesesesseseseseesenens
NET CASH PROVIDED BY (USED FOR) OPERATING ACTIVITIE

CASH FLOWS FROM NON-CAPITAL FINANCING ACTIVITIES:
Transfers out.
Capital contribution

S.....

NET CASH PROVIDED BY (USED FOR)
NON-CAPITAL FINANCING ACTIVITIES.........ccoeueerunurcrunes

CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES:

Acquisition and construction of capital assets...

Disposition of capital assets

NET CASH USED FOR CAPITAL AND
RELATED FINANCING ACTIVITIES,

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of INVESIMENLS..........cueuirurueirieieiiieieieeieeeteie et
Sales and maturities of investments

Investment income
Change in securities lending obligations..........c.ccveeivivueerincrcnnecnnccnnns
NET CASH PROVIDED BY (USED FOR) INVESTING ACTIVITIES

NET INCREASE (DECREASE) IN CASH

CASH AT JULY 1, 2005

CASH AT JUNE 30, 2006

State Small Volunteer Machinery Coal and Clay PA Minority
Stores Business Companies and Equipment Mine Infrastructure Business
(June 27, 2006) First Loan Loan Insurance Bank Development Other Total

$ 1,273,095 $ -8 -8 -8 -8 -8 - $ 2515 $1.275610
- 7,177 3,167 (2,685) - (8,214) (969) 51 (1,473)

- - - - 6,171 - - - 6,171
- - - - (2,526) - - - (2,526)
- - (209) - - (1,000) - - (1,209)
(1,186,030) (922) - (3,714) Q) - (208) (4,673)  (1,195,552)

(19) 16 - 3 - - 2 2,581 2,583

87,046 6,271 2,958 (6,396) 3,640 (9,214) (1,175) 474 83,604
(82,000) - - - - - - - (82,000)

- - - 15,000 - - - - 15,000
(82,000) - - 15,000 - - - - (67,000)

(6,282) - - - - - - (144) (6,426)

19 - - - - - - - 19

(6,263) - - - - - - (144) (6,407)

(752,493) (21,354) (14,526) (27,307) (6,725) (1,600) (564) (27,185) (851,754)
753,565 12,944 11,050 16,491 1,681 11,741 1,828 26,383 836,183

8,465 2,434 860 2,519 3,353 2,256 398 1,202 21,487

(6,134) (765) (348) (569) (1,970) (3,183) (481) (1,270) (14,720)

3,403 (6,741) (2,964) (8,866) (3,661) 9214 1,181 (370) (8,804)

2,186 (470) 6) (262) 21 - 6 (40) 1,393

15,108 832 167 397 109 - 10 94 16,717

$ 17,294 $ 362 $ 161 $ 135 $ 88 $ - $ 16 $ 54 $ 18,110
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COMBINING STATEMENT OF CASH FLOWS-NONMAJOR PROPRIETARY FUNDS

Enterprise Funds

For the Fiscal Year Ended June 30, 2006

COMMONWEALTH OF PENNSYLVANIA
(Expressed in Thousands)

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

Operating iNCOME (10SS)....c.cueveueriiueiririeiiniiicirieteent ettt

Depreciation and amortization
Provision for uncollectible accounts...
Non-operating revenues (expenses)

Change in assets and liabilities:

ACCOUNLS TECEIVADIEL. ......cuieiiiciiieieit e

Inventory
Due from other funds..

Due from component units

Other current assets........
Accounts payable and accrued liabilities...
Due to other funds,
Due to other governments
Unearned revenue
Insurance loss liability.
Other liabilities...............

Total Adjuctmente

NET CASH PROVIDED BY (USED FOR)
OPERATING ACTIVITIES

Increase (decrease) in fair value of investments during the fiscal year.

There were no material investing, capital or financing activities that did not result in cash receipts or cash payments during the fiscal year.

State Small Volunteer Machinery Coal and Clay PA Minority
Stores Business Companies and Equipment Mine Infrastructure Business
(June 27, 2006) First Loan Loan Insurance Bank Development Other Total
$ 93,686 § 949) $ 2233 § (2,202) § 3355 § 396§ (659) $ (3,034 $ 92,826
3,416 - - - - - - 1,758 5,174
- 3,757 (95) - - - 573 - 4,235
19) 12 - - - - - - ©
91 3,401 826 (4,203) - (8,610) (1,094) (234) (9,823)
(27,438) - - - - - - - (27,438)
(141) - - - - - - 1,692 1,551
- - - - - - - 16 16
1,044 - - - - - - - 1,044
13,278 (56) - 1 40 (1,000) 3) 250 12,510
361 8 - 2 (6) - 2 47 414
(52) - - - @ - - 3 (57)
- 100 6) - 342 - - - 436
- - - - (96) - - - (96)
2,820 ) - 6 7 - 6 (18) 2,819
(6,640) 7,220 725 (4,194) 285 (9,610) (516) 3,508 (9,222)
$ 87,046 $ 6271 $ 2,958 § (6,396) $ 3,640 $ 9214) § (1,175)  $ 474 $ 83,604
N (1,318) § (168) $ (182) $ 399 $ 279  § (125)  § 38 38) $ (1,948)
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Three Rivers Regatta, Pittsburgh
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INTERNAL SERVICE FUNDS
DESCRIPTION

Internal service funds account for the financing of goods or services provided by one department
or agency to other departments or agencies of the Commonwealth, or to other governmental
units, on a cost-reimbursement basis.

Purchasing Fund — to account for the purchase of materials, supplies, motor vehicles and other equipment by the
Department of General Services for the sale or lease to other Commonwealth departments, boards or commissions. This fund
is also used to account for all Commonwealth telecommunication activities, which are accounted for by the Governor’s
Executive Offices. Revenue is derived from reimbursements from Commonwealth agencies that use Fund services or
products.

Manufacturing Fund — to account for the manufacture and sale of goods and services by inmates in the correctional
institutions to the Department of Corrections, other government agencies and government-aided organizations.

There are a total of two individual internal service funds.
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COMBINING STATEMENT OF NET ASSETS- NONMAJOR PROPRIETARY FUNDS
Internal Service Funds June 30, 2006

COMMONWEALTH OF PENNSYLVANIA
(Expressed in Thousands)

Purchasing Manufacturing Total
ASSETS
Current assets:
CaSH 1. $ 4,511 $ 491 $ 5,002
Temporary INVeStMEnts. ........c.ccoeereerereereneererereneenenes 33,484 42,317 75,801
Receivables:

ACCOUNLS ..ottt et e 5,064 337 5,401
Due from other funds ...........ccccoevveviiieiiicieeeeeene. 15,519 1,788 17,307
Due from pension trust funds..........cccoeeveereennnene. 8 - 8
Due from component Units...........ccceceeeeeeeeenenennens 502 5 507
Due from Federal government..........c.ccccoeeeveenienennne - 1 1
Due from political subdiviSions...........cceceeveeereneenne 6 44 50
Due from other governments ............cocceevevererenennee. - 215 215
INVENLOTY. ..ottt 278 10,242 10,520
Other aSSEtS......cevvirviiririerieierieieieee e - 88 88

Total current assets ... 59,372 55,528 114,900

Noncurrent assets:
Non-depreciable capital assets:

Land......ooooiiiiiiii e - 6 6
Depreciable capital assets:

Land improvements............ccccceveeieiniecneneeeenenne. - 317 317

Buildings and building improvements..................... - 3,521 3,521

Machinery and equipment...........cccccecveeeireeenennnnn 71,345 23,460 94,805

Less: accumulated depreciation ...........cccceeevveeene. (44,719) (14,711) (59,430)
Net depreciable capital assets.......... . 26,626 12,587 39,213
Total noncurrent asSets .........cceeveveeereeereerveeeeereennn 26,626 12,593 39,219
TOTAL ASSETS 85,998 68,121 154,119
LIABILITIES
Current liabilities:
Accounts payable and accrued liabilities.................. 15,028 3,505 18,533
Securities lending obligations..........c.cccueeveeeieenncnne. 3,834 4,845 8,679
Due to other funds.........c.ocovovveeieiieieeieeeeeeeeeneene 424 13 437
Due to pension trust funds..........cceceeveeineninenenene 5 16 21
Due to other governments............ccoceeevveeereeneennene 12 28 40
Unearned reVenUE. .........c.ceeeueeereeeneneneniesesesieneens - 8 8
Self insurance liabilities..........c..ccceevveerievreeieerreneanen. 88 215 303
Compensated abSences...........cceeveeeereeenenenenennens 92 200 292
Advances from other funds...........c..cccoevveeieereinnnnnn. 14,300 - 14,300
Total current liabilities..........c.cccoeevveeieveeeieereenenen. 33,783 8,830 42,613
Non-current liabilities:
Compensated abSences...........cceeeeeeereeerenenenennens 566 1,051 1,617
Self insurance..................... . 342 836 1,178
Total non-current liabilities.............cceeevveevveeennenn. 908 1,887 2,795
TOTAL LIABILITIES 34,691 10,717 45,408
NET ASSETS:
Invested in capital assets, net of related debt............ 26,626 12,593 39,219
Restricted for:
Administrative and internal services..........c........... 24,681 44811 69,492
TOTAL NET ASSETS $ 51,307 $ 57,404 $ 108,711
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COMBINING STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN FUND
NET ASSETS-NONMAJOR PROPRIETARY FUNDS
Internal Service Funds For the Fiscal Year Ended June 30, 2006

COMMONWEALTH OF PENNSYLVANIA
(Expressed in Thousands)

Purchasing Manufacturing Total
OPERATING REVENUES:
Sales and services $ 69,597 $ 27,667 $ 97,264
Other....c.coouveeirierenieines - 422 422
NET OPERATING REVENUES 69,597 28,089 97,686
OPERATING EXPENSES:
Cost of sales and service 30,603 30,156 60,759
Depreciation 5,732 779 6,511
TOTAL OPERATING EXPENSES 36,335 30,935 67,270
OPERATING INCOME/(LOSS) 33,262 (2,846) 30,416
NONOPERATING REVENUES (EXPENSES):
INVESTMENT INCOME........viieeieeiieieiieieeietete ettt s e ees 1,306 2,226 3,532
Other revenues 1 - 1
Other EXPENSES.....c.evrireeieirieteierietetets ettt enene (683) - (683)
TOTAL NONOPERATING REVENUES (EXPENSES), NET..... 624 2,226 2,850
CHANGE IN NET ASSETS 33,886 (620) 33,266
TOTAL NET ASSETS, JULY 1, 2005 17,421 58,024 75,445
TOTAL NET ASSETS, JUNE 30, 2006 $ 51,307 $ 57,404 $ 108,711
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COMBINING STATEMENT OF CASH FLOWS-NONMAJOR PROPRIETARY FUNDS
Internal Service Funds For the Fiscal Year Ended June 30, 2006

COMMONWEALTH OF PENNSYLVANIA
(Expressed in Thousands)

Purchasing Manufacturing Total
CASH FLOWS FROM OPERATING ACTIVITIES:
Receipts from customers $ 55,460 $ 30,309 $ 85,769
Payments for vendors, employees and other cost: (35,447) (30,547) (65,994)
Other receipt: - 422 422
NET CASH PROVIDED BY OPERATING ACTIVITIES 20,013 184 20,197
CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES:
Acquisition and construction of capital asset: (4,475) (1,085) (5,560)
Disposition of capital assets 683 - 683
NET CASH USED FOR CAPITAL AND RELATED FINANCING ACTIVITIES.........oounimneinnencnnnnenes (3,792) (1,085) (4,877)
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of investment; (284,401) (17,819) (302,220)
Sales and maturities of investments. 266,254 18,359 284,613
Investment income 1,422 2,482 3,904
Change in securities 1ending ObLIZAtIONS........c.c.oueueuiiiriiiiiiiieecei ettt ettt ettt s et se s 1,431 (2,102) (671)
NET CASH PROVIDED BY (USED FOR) INVESTING ACTIVITIES (15,294) 920 (14,374)
NET INCREASE IN CASH, 927 19 946
CASH AT JULY 1, 2005 3,584 472 4,056
CASH AT JUNE 30, 2006. $ 4,511 $ 491 $ 5,002
RECONCILIATION OF OPERATING INCOME TO NET
CASH PROVIDED BY OPERATING ACTIVITIES
Operating income (loss) $ 33,262 $ (2,846) $ 30,416
Depreciation and amOTtiZAtION. ...........c.ceiiiiiiiiiiiiiice s 5,732 779 6,511
Non-operating expenses (682) - (682)
Change in assets and liabilities:
Accounts receivable (5,058) 166 (4,892)
Inventory 41) 334 293
Due from other fund (8,841) 2,095 (6,746)
Due from other government: - (150) (150)
Due from component unit (198) 179 (19)
Due from political subdivision - 1 1
Other current assets - 17 17
Accounts payable and accrued HabIlIties...........e.euciriririeiiiiinieieeiiiee ettt ettt ettt ettt (4,381) 317) (4,698)
Due to other fund 62 (79) 17
DUE t0 OthEr GOVEITIMENES. ....c.vvtviisiscieteteieieieses sttt eb ettt es s s bbbt se s b e b e bt s e s s s e b ebe s s ssesesesesesasnen 3) [€))] 4)
Other liabilitie 161 6 167
Total Adjustments (13,249) 3,030 (10,219)
NET CASH PROVIDED BY OPERATING ACTIVITIES $ 20,013 $ 184 $ 20,197
Decrease in fair value of investments during the fiscal year. $ (116) $ (256) $ 372)

There were no material investing, capital or financing activities that did not result in cash receipts or cash payments during the fiscal year.
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Pension (and Other
Employee Benefit) Trust

—

CENTRE HALL
OLD FORT-
e POTTRS MILLS
s TUSSY VILLE
LINDEN HALL

Boalsburg

Centre County
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PENSION (AND OTHER EMPLOYEE BENEFIT) TRUST FUNDS
DESCRIPTION

Pension (and other employee benefit trust) funds account for assets that are required to be held in
trust for the members and beneficiaries of defined benefit pension plans and other postemployment
benefit plan and are held by the Commonwealth in a trustee capacity.

PENSION (AND OTHER EMPLOYEE BENEFIT) TRUST FUNDS

State Employees’ Retirement System — is a component unit organization and accounts for the payment of retirement, disability and
death benefits to members of the State Employees’ Retirement System and their beneficiaries.

Deferred Compensation Fund — is a pension trust fund that collects and administers amounts contributed by Commonwealth
employees who are deferring a portion of their income until future years, in accordance with Internal Revenue Code Section 457.

Public School Employees’ Retirement System — is a component unit organization that administers and provides pension benefits
to public school employees in Pennsylvania.
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COMBINING STATEMENT OF FIDUCIARY NET ASSETS
Pension (and Other Employee Benefit) Trust Funds June 30, 2006

COMMONWEALTH OF PENNSYLVANIA
(Expressed in Thousands)

Pension (and Other Employee Benefit) Trust

State Employees’ Public School
Retirement Deferred Employees'
System Compensation Retirement
(December 31, 2005) (December 31, 2005) System Total
ASSETS
a8 $ - $ 4,750 $ o $ 4,750
Temporary investments - 29,824 - 29,824
Short-term funds 1,253,567 - 4,061,926 5,315,493
Corporate obligations 1,971,518 - 3,051,855 5,023,373
Collective trust funds..........cceveeveereeenicccceeenens 3,896,820 1,463,806 6,577,070 11,937,696
Real estate 1,948,283 - 2,542,399 4,490,682
Alternative 3,611,344 - 5,200,772 8,812,116
Securities lending collateral............ccocovevrennencecne 3,115,916 - 6,337,173 9,453,089
Domestic equities 6,969,744 - 13,647,660 20,617,404
International equitie; 5,158,703 - 13,032,195 18,190,898
International private debt securities. 63,955 - - 63,955
International public debt securities.. 874,038 - 1,781,539 2,655,577
Mortgage-backed securities . - - 5,670,890 5,670,890
Mortgage loans 37,504 - - 37,504
U.S. Treasury obligations...........ceeveeereecreciecnceenns 2,234,146 - 2,964,175 5,198,321
U.S. government agency debt securities.................. 557,144 - 188,788 745,932
Receivables, net:
Accounts . - - 1,018 1,018
Accrued interest. 94,824 170 - 94,994
Pension contributions - 4,596 428,791 433,387
Investment sale proceeds. 622,848 - 960,326 1,583,174
Other. 1,257 52 194,448 195,757
Due from other funds 1,919 - - 1,919
Due from primary government. - - 1,959 1,959
Due from component units 4,736 - - 4,736
Due from political subdivisions 2,340 - - 2,340
Due from other governments............cooceeeeveeceecunecne - - 21 21
Depreciable capital assets:
Machinery and equipment.. - - 11,045 11,045
Less: accumulated depreciation. - - (10,402) (10,402)
Net depreciable capital assets. . - - 643 643
TOTAL ASSETS 32,420,606 1,503,198 66,643,648 100,567,452
LIABILITIES
Liabilities:
Accounts payable and accrued liabilities 72,284 816 39,970 113,070
Investment purchases payable.. 480,535 - 2,657,966 3,138,501
Securities lending obligations... 3,115,916 - 6,337,173 9,453,089
Due to primary government............coeeeereeveecennnnes - - 5,476 5,476
Other liabilities - 114 185,762 185,876
TOTAL LIABILITIES.......cocoeouvinmnneninensrensescnes 3,668,735 930 9,226,347 12,896,012
NET ASSETS:
Held in trust for:
Pension and other employee benefits................... 28,751,871 - 57,235,667 85,987,538
Healthcare benefits - - 181,634 181,634
Employee salary deferrals...........ccccovverinnenne - 1,502,268 - 1,502,268
TOTAL NET ASSETS....cccouvurunurunirinerisesisenensunns $ 28,751,871 $ 1,502,268 $ 57,417,301 $ 87,671,440
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COMBINING STATEMENT OF CHANGES IN FIDUCIARY NET ASSETS
Pension (and Other Employee Benefit) Trust Funds

For the Fiscal Year Ended June 30, 2006

COMMONWEALTH OF PENNSYLVANIA

(Expressed in Thousands)

ADDITIONS:

Pension contributions:
Employer.

Pension (and Other Employee Benefit) Trust

Employee

Transfer in from other plan
Total contributions

Investment income:
Net appreciation in
fair value of investments

Interest income

Dividend income

Rental and other income.

Total investment activity income

Less: investment expenses
Investment activity expense

Net investment earning

Securities lending activities:
Income

EXPENSES...ovvviiiiiiciciiiieiciciceieieecicee e
Total securities lending income

Total net investment income

TOTAL ADDITIONS,

DEDUCTIONS:
Benefit payments

Refunds of contribution

Transfers to other plan

Administrative expense
Other expense

TOTAL DEDUCTIONS:

CHANGE IN PLAN NET ASSETS HELD IN TRUST FOR:
Pension and other employee benefit

Healthcare benefit:

Employee salary deferral

Net assets, July 1, 2005

Net assets, June 30, 2006.

State Employees’ Public School
Retirement Deferred Employees’
System Compensation Retirement
(December 31, 2005) (December 31, 2005) System Total

$ 148,375 $ - $ 530,943 679,318
305,624 134,350 982,846 1,422,820

- 28,975 13,941 42,916

453,999 163,325 1,527,730 2,145,054

3,232,358 47,520 5,968,866 9,248,744

368,610 22,408 2,162,096 2,553,114

128,480 - - 128,480

115,594 - - 115,594

3,845,042 69,928 8,130,962 12,045,932
(234,760) (1,551) (211,279) (447,590)
3,610,282 68,377 7,919,683 11,598,342

116,477 - 270,447 386,924
(103,939) - (247,491) (351,430)

12,538 - 22,956 35,494

3,622,820 68,377 7,942,639 11,633,836
4,076,819 231,702 9,470,369 13,778,890
1,936,428 39,058 4,091,073 6,066,559

7,215 - 16,330 23,545

- 69,685 8,462 78,147

22,704 228 48,629 71,561

- 2,565 - 2,565

1,966,347 111,536 4,164,494 6,242,377
2,110,472 - 5,299,270 7,409,742

- - 6,605 6,605

- 120,166 - 120,166

26,641,399 1,382,102 52,111,426 80,134,927

$ 28,751,871 $ 1,502,268 $ 57,417,301 87,671,440
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Agency Funds

Fishing, Presque Isle State Park, Erie
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AGENCY FUNDS
DESCRIPTION

Agency funds account for assets held by the Commonwealth as an agent for individuals, private
organizations, or other governmental units.

AGENCY FUNDS

Statutory Liquidator Fund — to convert the remaining assets of insolvent insurance companies to cash for remittance to creditors,
policyholders and stockholders in accordance with the order of distribution established in Article V of the Pennsylvania Insurance
Department Act of 1921 and on a court approved percentage of claim basis.

Medical Care Availability and Reduction of Error Fund — to collect surcharges from health care providers and remit payments
for judgments, awards, or settlements in medical malpractice claims which exceed basic limits of coverage provided in professional
liability insurance policies. Succeeded the Medical Professional Liability Catastrophe Loss Fund effective October 1, 2002.

Medical Professional Liability Catastrophe Loss Fund — to collect surcharges from health care providers and remit payments for
judgments, awards, or settlements in medical malpractice claims which exceed basic limits of coverage provided in professional
liability insurance policies. Replaced by the successor Medical Care Availability and Reduction of Error Fund effective October 1,
2002.

Underground Storage Tank Indemnification Fund — to collect assessments and remit claim payments to owners and operators of
underground storage tanks who incur a liability for taking corrective action, for bodily injury or for property damage caused by a
release from underground storage tanks.

Municipal Pension Aid Fund — to collect foreign (out-of-state) casualty insurance company tax assessments, which are remitted to
municipalities to help defray municipal police and fire pension fund costs.

Fire Insurance Tax Fund — to collect a two-percent premium tax received from foreign (out-of-state) fire insurance companies
conducting business in the Commonwealth, which are remitted to local governments. The municipalities must pay these monies to
the relief, pension or retirement fund of their recognized fire fighting organization.

Agency Custodial Accounts — to account for the assets of patients, residents, inmates and other non-Commonwealth funds for
which the Commonwealth is the account custodian.

Other — to collect and administer funds from various sources for distribution to other state and local governments or the Federal
Government. This other category is an aggregation of six individual agency funds.

Pennsylvania Life and Health Insurance Guaranty Association and Pennsylvania Property and Casualty Insurance Guaranty
Association — are component unit organizations which protect policy owners, insured persons/organizations and others from losses
due to potential insurer failure due to the impairment or insolvency of member insurance carriers.

There are a total of fifteen individual agency funds.
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COMBINING STATEMENT OF FIDUCIARY NET ASSETS
Agency Funds June 30, 2006

L91

COMMONWEALTH OF PENNSYLVANIA
(Expressed in Thousands)
PA Life and Health PA Property and

Medical Medical Underground Insurance Casualty Insurance
Care Availability  Prof. Liability Storage Fire Agency Guaranty Guaranty Total
Statutory & Reduction Catastrophe Tank Municipal Insurance Custodian A iation A iation Agency
Liquidator of Error Loss Indemnification Pension Aid Tax Accounts Other (December 31, 2005) (December 31, 2005) Funds
ASSETS

Cash $ - $ - $ - $ 596 $ - $ - $ 9,446 $ 194 $ 4,562 $ 1,911 $ 16,709
Cash with fiscal agents..........ccoeeeueeuiceeeens 63,869 - - - - - - - - - 63,869
Temporary investments. 174,781 173,083 - 55,742 215,498 87,827 13,393 48,655 244,817 116,183 1,129,979
Long-term investments.. 1,856,381 - - 74,690 - - - - - 7,907 1,938,978
Receivables, net:

Taxe: - - - - - - - 24,682 - - 24,682

Accounts 224,159 5,367 - - - - 2,242 - - 1,125 232,893

Accrued interest 358 - - 480 802 - - 76 - - 1,716

Loans - - - 3,097 - - - - - - 3,097

Investment sale proceeds. - - - 180 - - - - - - 180

Other. - - - - - - - - - 177,371 177,371
Advances to other funds..............ccoeveeveieeeenns - - - 82,500 - - - - - - 82,500
Other assets 1,928,428 - - - - - 3,538 - - 151 1,932,117

TOTAL ASSETS...oovverrrnrnnsesnnssessessennes $ 4,247,976 $ 178,450 $ - $ 217,285 $ 216,300 $ 87,827 $ 28,619 $ 73,607 $ 249,379 $ 304,648 $ 5,604,091

LIABILITIES

Accounts payable and accrued liabilities.......... $ 180 $ 2,373 $ - $ 16,784 $ - $ - $ 7,527 $ 173 $ - $ - $ 27,037
Investment purchases payable.. - - - 151 - - - - - - 151
Securities lending obligation: 19,457 19,817 - 6,786 13,467 5,489 - 3,204 - - 68,220
Due to political subdivisions. - - - 29 202,833 82,338 - 67,462 - - 352,662
Due to other governments. - 9 - 2 - - - - - - 11
Self insurance liabilities - 244 - 41 - - - - - - 285
Other liabilitie: 4,228,339 156,007 - 193,492 - - 21,092 2,768 249,379 304,648 5,155,725

TOTAL LIABILITIES......cooestneersenarsrenne $ 4,247,976 $ 178,450 $ - $ 217,285 $ 216,300 $ 87,827 $ 28,619 $ 73,607 $ 249,379 $ 304,648 $ 5,604,091




COMBINING STATEMENT OF CHANGES IN FIDUCIARY NET ASSETS

Agency Funds

For the Fiscal Year Ended June 30, 2006

COMMONWEALTH OF PENNSYLVANIA

(Expressed in Thousands)

STATUTORY LIQUIDATOR FUND

ASSETS
Cash with fiscal agent:

Temporary investment:
Long-term investment

Receivables, net:

Account:

Accrued interest

Other asset:

TOTAL ASSETS

LIABILITIES

Accounts payable and accrued liabilitie:

Securities lending obligation

Other liabilitie

TOTAL LIABILITIES

MEDICAL CARE AVAILABILITY AND
REDUCTION OF ERROR FUND

ASSETS
Cash

Temporary investment:

Receivables, net:
Account:

TOTAL ASSETS

LIABILITIES

Accounts payable and accrued liabilitie:

Securities lending obligation:

Due to other fund

Due to political subdivision

Due to other government:

Advances from other fund

Self insurance liabilitie

Other liabilitie

TOTAL LIABILITIES

MEDICAL PROFESSIONAL LIABILITY
CATASTROPHE LOSS FUND

ASSETS
Cash

TOTAL ASSETS

LIABILITIES

Accounts payable and accrued liabilitie:

TOTAL LIABILITIES

UNDERGROUND STORAGE TANK
INDEMNIFICATION FUND

ASSETS
Cash

Temporary investment:

Long-term investment
Receivables, net:
Accrued interest

Loan:

Investment sale proceeds

Advances to other fund

TOTAL ASSETS

LIABILITIES

Investment purchases payable.
Securities lending obligations,

Due to other fund

Due to political subdivision

Due to other government:

Self insurance liabilities

Other liabilities.

TOTAL LIABILITIES

Balance

July 1, 2005

$ 137,005
566,351
1,298,675

277,135
225
1,730,605

$ 4,009,996

$ 74

42,261
3,967,661

$ 4,009,996

$ 683
168,826

75,682

$ 245,191

$ 10,948
26,987

8
207,000
248

$ 245,191

$ 893
57,720
87,426

593
3,097

90,000

$ 239,729

$ 17,242

26,366

192

1

40
195,888

239,729

Additions

$ 202,303
52,870
2,893,286

133
704,965

S 3853557

$ 106

19,457
1,928,428

S 1947991

$ 10,436,703
2,882,131

6,052

$ 13,324,886

$ 1,795,980
19,817

58

21

9

291,000

438

227,564

$ 2,334,887

$ 561,022

S 561,022

&

2,637

$ 2,637

$  9,572478
13,655,986
3,194,878

4,270

180

S 26,427,792

$ 428,227

151
12,546
29
1,162

2

45
146,640

$ 588,802

168

Deductions

$ 275,439
444,440
2,335,580
52,976

507,142

S 3615577

$ _
42,261
1,667,750

S 1710011

$ 10,437,386
2,877,874

76,367

$ 13,391,627

$ 1,804,555
26,987

58

21

8

498,000

442

71,557

$ 2,401,628

$ 561,022

S 561,022

$ 2,637

$ 2,637

$ 9,572,775
13,657,964
3,207,614

4,383

7,500

$ 26,450,236

$ 428,685

32,126
29
1,325

1

44
149,036

S 611,246

Balance
June 30, 2006
$ 63,869

174,781

1,856,381

224,159

358

1,928,428

$ 4,247,976

$ 180

19,457

4,228,339

$ 4,247,976

$ -

173,083

5,367

$ 178,450

$ 2,373

19,817

9

244

156,007

$ 178,450

$ -

S N

$ -

S N

$ 596

55,742

74,690

480

3,097

180

82,500

$ 217,285

$ 16,784

151

6,786

29

2

41

193,492

$ 217,285
(continued)



COMBINING STATEMENT OF CHANGES IN FIDUCIARY NET ASSETS
Agency Funds (continued) For the Fiscal Year Ended June 30, 2006

COMMONWEALTH OF PENNSYLVANIA
(Expressed in Thousands)

Balance Balance
July 1, 2005 Additions Deductions June 30, 2006
MUNICIPAL PENSION AID FUND
ASSETS
Cash $ - $ 7,708,687 $ 7,708,687 $ -
Temporary investment 224,546 822,268 831,316 215,498
Receivables, net:
Accrued interest 779 801 778 802
TOTAL ASSETS $ 225,325 $ 8,531,756 $ 8,540,781 $ 216,300
LIABILITIES
Securities lending obligation $ 32,780 $ 19,226 $ 38,539 $ 13,467
Due to political subdivision 192,545 10,288 - 202,833
TOTAL LIABILITIES $ 225,325 $ 29,514 $ 38,539 $ 216,300
FIRE INSURANCE TAX FUND
ASSETS
Cash S - $ 2,221,352 $ 2,221,352 S -
Temporary investment: 98,075 245,847 256,095 87,827
Receivables, net:
Accrued interest 332 - 332 -
TOTAL ASSETS 3 om0 AT 3 aman 3w
LIABILITIES
Securities lending obligation $ 16,412 $ 5,489 $ 16,412 $ 5,489
Due to political subdivision 81,995 10,235 9,892 82,338
TOTAL LIABILITIES $ 98,407 $ 15,724 $ 26,304 $ 87,827
AGENCY CUSTODIAL ACCOUNTS
ASSETS
Cash $ 8,327 $ 7,788 $ 6,669 $ 9,446
Temporary investments. 13,003 10,799 10,409 13,393
Receivables, net:
Account 15,027 14,323 27,108 2,242
Accrued interest 1 - 1 -
Other asset: 4,761 3,426 4,649
TOTAL ASSETS 41,119 $ 36,336 48,836 $
LIABILITIES
Accounts payable and accrued labilities...........ccevereerrrercererrennees $ 6,909 $ 19,606 $ 18,988 $ 7,527
Other liabilities. 34,210 16,730 29,848 21,092
TOTAL LIABILITIES 41,119 $ 36,336 48,836 $ 28,619

(continued)
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COMBINING STATEMENT OF CHANGES IN FIDUCIARY NET ASSETS

Agency Funds (continued)

For the Fiscal Year Ended June 30, 2006

COMMONWEALTH OF PENNSYLVANIA

(Expressed in Thousands)

OTHER FUNDS
ASSETS
Cash

Temporary investment:

Receivables, net:
Taxe

Account:

Accrued interest

TOTAL ASSETS

LIABILITIES

Accounts payable and accrued liabilities.............c.ccocoeuriniicnnnnnns

Securities lending obligations.

Due to other funds.

Due to political subdivision

Other liabilities.

TOTAL LIABILITIES

PENNSYLVANIA LIFE AND HEALTH
INSURANCE GUARANTY ASSOCIATION

ASSETS
Cash

Temporary investment:

TOTAL ASSETS

LIABILITIES
Other liabilitie

TOTAL LIABILITIES

PENNSYLVANIA PROPERTY AND CASUALTY
INSURANCE GUARANTY ASSOCIATION

ASSETS
Cash

Temporary investments.

Long-term investment
Receivables, net:

Account:
Other.

Other asset

TOTAL ASSETS

LIABILITIES
Other liabilitie:

TOTAL LIABILITIES

Balance

July 1, 2005

145
41,729

26,791

130
68,795

221
6,959

58,954
2,661

68,795

2,529
247,169

249,698

249,698
249,698

6,981
82,933
40,283

2,416
183,671
282

316,566

316,566
316,566

170

Additions

16,003,658
3,721,794

25,823
4,077
123

19,755,475

100,556

3,204
331
65,973
111

170,175

9,616
249,520

259,136

43,608
34,350

1,100

79,058

43,058
43,058

Deductions

16,003,609
3,714,868

27,932
4,077
177

19,750,663

100,604

6,959
331
57,465
4

165,363

7,583
251,872

259,455

319
319

48,678
1,100
32,376

1,291
7,400
131

90,976

54,976
54,976

Balance
June 30, 2006
$ 194

48,655

24,682

76

$ 73,607

$ 173

3,204

67,462

2,768

S 73,607

$ 4,562

244,817

$ 249,379

$ 249,379
3 w3m

$ 1,911

116,183

7,907

1,125

177,371

151

$ 304,648

$ 304,648

S 304,648

(continued)



COMBINING STATEMENT OF CHANGES IN FIDUCIARY NET ASSETS
Agency Funds (continued) For the Fiscal Year Ended June 30, 2006

COMMONWEALTH OF PENNSYLVANIA

(Expressed in Thousands) Balance Balance
July 1, 2005 Additions Deductions June 30, 2006
TOTAL — AGENCY FUNDS
ASSETS

Cash $ 19,558 $ 46,564,912 $ 46,567,761 $ 16,709
Cash with fiscal agent: 137,005 202,303 275,439 63,869
Temporary investment: 1,500,352 21,675,565 22,045,938 1,129,979
Long-term investment: 1,426,384 6,088,164 5,575,570 1,938,978

Receivables, net:
Taxe: 26,791 25,823 27,932 24,682
Account; 370,260 24,452 161,819 232,893
Accrued interest 2,060 5,327 5,671 1,716
Loan 3,097 - - 3,097
Investment sale proceed - 180 - 180
Other. 183,671 1,100 7,400 177,371
Advances to other fund 90,000 - 7,500 82,500
Other asset: 1,735,648 708,391 511,922 1,932,117
TOTAL ASSETS $ 5,494,826 $ 75,296,217 $ 75,186,952 $ 5,604,091

LIABILITIES

Accounts payable and accrued liabilitie: $ 35,394 $ 2,347,112 $ 2,355,469 $ 27,037
Investment purchases payable - 151 - 151
Securities lending obligation 151,765 79,739 163,284 68,220
Due to other funds. - 418 418 -
Due to political subdivision 333,686 87,679 68,703 352,662
Due to other governments. 9 11 9 11
Advances from other fund 207,000 291,000 498,000 -
Self insurance liabilitie 288 483 486 285
Other liabilities. 4,766,684 2,362,531 1,973,490 5,155,725
TOTAL LIABILITIES $ 5,494,826 $ 5,169,124 $ 5,059,859 $ 5,604,091
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NONMAJOR DISCRETELY PRESENTED COMPONENT UNITS
DESCRIPTION

Component units are legally separate organizations for which the elected officials of the primary
government are financially accountable, or other organizations for which the nature and
significance of the relationship with the primary government are such that exclusion would cause
the reporting entity’s financial statements to be misleading.

State Public School Building Authority (SPSBA) — issues limited obligation revenue bonds, the proceeds of which are used
to finance the construction of facilities for school districts. These bonds are repaid solely from lease/loan payments from the
schools.

Philadelphia Shipyard Development Corporation (PSDC) — assists the primary government (PG) and other governmental
entities in financing a shipbuilding facility at the former Philadelphia Naval Shipyard. For the purposes of this report, the
PSDC has a December 31, 2005 fiscal year end.

Ben Franklin Technology Development Authority (BFTDA) — promotes economic development through interaction of
technology development, modernization and training programs. Industrial resource centers and technology centers,
established through the PTDA, also increase Pennsylvania business competitiveness.

Insurance Fraud Prevention Authority (IFPA) — assists in the prevention, discovery, investigation and prosecution of
insurance fraud. The IFPA is funded through assessments paid by the insurance industry and through certain criminal and
civil fines, penalties and awards.

Pennsylvania Higher Educational Facilities Authority (PHEFA) — issues limited obligation revenue bonds, the proceeds
of which are used to finance the construction of facilities for public/private colleges and universities. These bonds are repaid
solely from lease/loan payments from the colleges and universities.

Patient Safety Trust Authority (PSTA) — takes steps to reduce and eliminate medical errors by identifying problems and
recommending solutions that promote patient safety in hospitals, ambulatory surgical facilities and birthing centers.

Port of Pittsburgh Commission (PPC) — promotes economic development throughout waterways in southwestern
Pennsylvania by constructing and/or financing transportation and recreation facilities.

Pennsylvania Industrial Development Authority (PIDA) — collaborates with local industrial development corporations to
make loans that help preserve or expand the work force, assist targeted economic areas or assist specific companies.

Philadelphia Regional Port Authority (PRPA) — operates a port facility and manages port-related activities to promote
commerce and economic development in southeastern Pennsylvania.

Commonwealth Financing Authority (CFA) — administers and funds economic stimulus programs.

Thaddeus Stevens College of Technology (College) — presents a financial burden to the PG, as the PG appropriates monies
for College operations. The College was financially reported as part of the PG through and including the fiscal year ended
June 30, 2003; legislation effective July 1, 2003 made the College a legally separate entity.

There are a total of twenty-two component units; sixteen are discretely presented. The State Employees’ Retirement System
(SERS) and Public School Employee’s Retirement System (PSERS) are reported as Pension Trust Funds in the Statement of
Fiduciary Net Assets, while the Pennsylvania Life and Health Insurance Guaranty Association (PLHIGA) and Pennsylvania
Property and Casualty Insurance Guaranty Association (PPCIGA) are reported as Agency Funds. The Pennsylvania
Turnpike Commission (PTC), Pennsylvania Housing Finance Agency (PHFA), Pennsylvania Higher Education
Assistance Agency (PHEAA), Pennsylvania Infrastructure Investment Authority (PENNVEST), and State System of
Higher Education (SSHE) are reported as major component units. The Pennsylvania Economic Development Financing
Authority (PEDFA) and Pennsylvania Energy Development Authority (PEDA) are not reported because their only activities
involve conduit debt.
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COMBINING STATEMENT OF NET ASSETS
Nonmajor Discretely Presented Component Units

COMMONWEALTH OF PENNSYLVANIA
(Expressed in Thousands)
State Public
School
Building
Authority

Philadelphia
Shipyard
Development
Corporation
(December 31, 2005)

Ben Franklin
Technology
Development
Authority

Pennsylvania
Insurance Higher
Fraud Educational
Prevention Facilities
Authority Authority

ASSETS
Current assets:
Cash $ -
Temporary investment: 17,493
Receivables:
Accounts -
Accrued interest. 147
Loan 2,847
Lease rental -
Other -
Due from primary government -
Due from other governments -
Inventory -
Prepaid and deferred expense: -
Other asset:

$ 6,769

31,197

36,657

Total current assets 20,487

7,408

Noncurrent assets:
Long-term investment 8,290
Receivables (net):
Loan: 3,617
Lease rental -
Non-depreciable capital assets:
Land -
Construction in progre: -
Depreciable capital assets:
Buildings and building improvement: -
Machinery and equipment 506
Library book -
Other capital asset: -
Less: accumulated depreciation (447)

27,115

161

Net depreciable capital asset 59

Other asset -

Total noncurrent assets 11,966

TOTAL ASSETS. 32,453

LIABILITIES

Current liabilities:
Accounts payable and accrued liabilitie: 815
Securities lending obligation: -
Due to primary government -
Due to other government: -
Interest payable -
Unearned revenue 40
Notes payable. -
Revenue bonds payable -
Compensated absence: 48
Other liabilitie 63

Total current liabilitie 966

16,893

Non-current liabilities:
Unearned revenue -
Notes payable. -
Revenue bond payable. -
Capital lease/installment purchase obligations...........c.coccvveueueuenee. -
Compensated absence: 187
Other liabilitie: 692

27,115

Total non-current liabilitie 879

27,115

TOTAL LIABILITIES 1,845

28,726

16,893

NET ASSETS:
Invested in capital assets, net of related debt...........c.ccvvreiccnenne 59
Restricted for:
Capital project: -
Other purpose: 30,549
Unrestricted -

161

5,797

50,961

TOTAL NET ASSETS $ 30,608

$ 5,958

50,961
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June 30, 2006

Patient Pennsylvania Philadelphia Thaddeus
Safety Port of Industrial Regional Commonwealth Stevens
Trust Pittsburgh Development Port Financing College of
Authority C issi Authority Authority Authority Technology Total
- 4 994 887 $ 315911 2,131 $ 329,637
5,112 2,092 126,883 - - - 182,777
- 2 - 794 - 95 915
- 8 2,330 - 56 - 2,541
- 327 57,191 - 998 - 98,020
- - 3,565 621 - - 4,186
- 27 615 - - 641 1,545
- - 63 - - - 63
- - - - - - 474
- - - - - 310 310
- - - - - 65 128
- - - 742 - - 742
5,112 2,460 191,641 3,044 316,965 3,242 621,338
- - 69,401 - - 867 78,558
- - 472,645 - 38,482 - 541,859
- - 14,075 - - - 14,075
- - - - - - 161
- - - 6,066 - - 6,066
- - - 139,992 - 565 140,557
- 2,106 - 33,321 - 3,103 39,108
- - - - - 477 477
- - - 2,629 - 151 2,780
- (564) - (88,955) - (2,190) (92,195)
- 1,542 - 86,987 - 2,106 90,727
- - 8,011 10,282 4,223 784 23,304
- 1,542 564,132 103,335 42,705 3,757 754,750
5,112 4,002 755,773 106,379 359,670 6,999 1,376,088
605 71 46 5219 294 1,647 24,367
585 - - - - - 4,157
5 - - - - 2 7
1 - - - - - 1
- - 12,528 - - - 12,528
- - 193 9 - 142 384
- - - 378 - - 378
- - 28,040 2,000 10,280 - 40,320
- - 210 - - 317 575
- - 206 351 - 15 1,260
1,196 71 41,223 7,957 10,574 2,123 83,977
- - - 89 - - 89
- - - 2,790 - - 29,905
- - 439,525 43,900 369,253 - 852,678
- 2,000 - - - - 2,000
- 34 - 579 - 911 1,711
- - 8,408 3,305 - 382 12,787
- 2,034 447,933 50,663 369,253 1,293 899,170
1,196 2,105 489,156 58,620 379,827 3,416 983,147
- (458) - 41,705 - 2,106 43,606
- - - 5,762 - - 5,762
3,916 2,355 - 292 - 1,477 97,113
- - 266,617 - (20,157) - 246,460
3916 1,897 266,617 47,759 N (20,157) 3,583 $ 392,941
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COMBINING STATEMENT OF ACTIVITIES
Nonmajor Discretely Presented Component Units

COMMONWEALTH OF PENNSYLVANIA

(Expressed in Thousands) Philadelphia Pennsylvania
State Public Shipyard Ben Franklin Insurance Higher
School Development Technology Fraud Educational
Building Corporation Development Prevention Facilities
Authority (December 31, 2005) Authority Authority Authority
Expenses $ 2297 § 6,452 § 49,540 $ 11,087 § 1,206
Program revenues:
Charges for goods and services 1,415 - 601 10,287 1,206
Operating grants and contributions.............cceeeeveerveennns 836 5,032 52,612 277 -
Capital grants and contributions............cccoeevereeerieenennne - - - - -
Total program revenues 2,251 5,032 53,213 10,564 1,206
Net (expense) revenue (46) (1,420) 3,673 (523) -

General revenues:
Taxes and other general revenues............oceeveerveerieenens - - - - -

Change in net assets, (46) (1,420) 3,673 (523) -
Net assets, July 1, 2005 30,654 7,378 47,288 2,322 -
Net assets, June 30, 2006 $ 30,608 $ 5958  $ 50,961 $ 1,799 $ -
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For the Fiscal Year Ended June 30, 2006

Patient Pennsylvania Philadelphia Thaddeus
Safety Port of Industrial Regional Commonwealth Stevens
Trust Pittsburgh Development Port Financing College of
Authority Commission Authority Authority Authority Technology Total
3266 § 1,173 § 28,377 25,038  § 30,694 § 15,781  § 174,911
- 73 25,328 5,506 150 3,361 47,927
2,949 1,201 9,596 11,494 10,387 11,664 106,048
- - - 13,233 - - 13,233
2,949 1,274 34,924 30,233 10,537 15,025 167,208
317) 101 6,547 5,195 (20,157) (756) (7,703)
- 137 - 1,675 - - 1,812
(317) 238 6,547 6,870 (20,157) (756) (5,891)
4,233 1,659 260,070 40,889 - 4,339 398,832
3916  § 1,897 § 266,617 47,759  § (20,157) $ 3,583  § 392,941
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Financial Trends

These tables illustrate how the Commonwealth’s financial position has changed over time by providing
information on the Commonwealth’s net assets, change in net assets, fund balance and changes in fund
balance.
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Revenue Capacity

These tables contain information on the factors that affect the Commonwealth’s ability to generate its
own-source revenues. The Commonwealth's largest source of revenues is taxes. Information for the
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Operating Information
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relating financial statement information to the Commonwealth’s economic condition.
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FINANCIAL TRENDS TABLE 1
Net Assets by Component For the Last Five Fiscal Years Ended June 30

COMMONWEALTH OF PENNSYLVANIA
(Accrual basis of accounting-expressed in thousands)

(Restated)
2002 2003 2004 2005 2006
GOVERNMENTAL ACTIVITIES
Invested in capital assets, net of related debt..........oocceviieeniieeiniicecieene $ 14,806,435 § 16,106,064 $ 16,944913  § 18,258,125  § 19,068,573
Restricted for:
Smoking cessation and other health-related programs...........c.cccccoeveveerrrereeennnns N/A N/A N/A 1,215,291 1,320,703
Transportation.... 605,606 553,212 775,900 990,743 1,578,753
Capital projects.. 3,937 301,628 245,926 173,790 196,301
Debt service - 32,685 61,029 83,885 8,118
Unemployment/worker's COMPensation..............cceeeiueueiiiieueiiciereinicerenniens 141,678 48,847 - - 29,754
ELderly PrOZrams........ccoeurivieieirueieieieieieieietteeetses ettt et sebesesenene 1,434 111,659 90,713 92,531 32,327
Environmental and conservation programs 480,182 445,350 430,071 420,600 435,976
Economic stimulu N/A N/A N/A N/A 18,171
Gaming licensing/regUlation...........c.ceueveveeiriiririnieieirieeer et N/A N/A N/A N/A 2,128
Administrative and internal SEIVICES..........cc.ovvevvervevveieeereereeeeeeeee e eaeeeea N/A N/A N/A N/A 133,934
Emergency support N/A N/A N/A N/A 56,543
Other purposes 384,027 1,003,117 1,366,072 303,409 82,770
Unrestricted (deficit) 1,312,334 (603,472) (228,981) (739,160) (372,089)
TOTAL GOVERNMENTAL ACTIVITIES NET ASSETS......ccceceevereens 17,735,633 17,999,090 19,685,643 20,799,214 22,591,962
BUSINESS-TYPE ACTIVITIES
Invested in capital assets, net of related debt..........ccccevevivrivnnrneecceccccene 30,426 42,421 45,927 46,567 82,694
Restricted for:
Smoking cessation and other health-related programs.............cccoeveveeverrirerecrenenes N/A N/A N/A - 4,814
Transportation 30,336 31,742 33,227 50,433 52,960
Unemployment/worker's compensation 2,836,069 1,960,499 1,506,877 1,808,170 2,397,720
Elderly program 180,814 142,284 158,343 291,329 325,925
ECONOMIC SLIMUIUS. .......ooviiiiieiieiiiieieiei ettt ettt ee e e s eaenes N/A N/A N/A N/A 212,792
EMEIENCY SUPPOIL....vvvieiiiririniiriririeteteteieteteteiesesese ettt ebe e st e sees N/A N/A N/A N/A 126,505
OhET PUIPOSES. ... cvererieeeiirerieteteieteseieiei ettt ettt et bbbttt st e s b b esesenene 422,971 361,993 403,527 450,961 152,629
Unrestricted (AefiCit)......oiiiiiiiiirrerreeeeee e (26,005) (71,756) (47,849) (43,812) -
TOTAL BUSINESS-TYPE ACTIVITIES NET ASSETS.....cceeverererccennes 3,474,611 2,467,183 2,100,052 2,603,648 3,356,039
PRIMARY GOVERNMENT
Invested in capital assets, net of related debt..........cccccoeivrivnnrriieccccccee 14,836,861 16,148,485 16,990,840 18,304,692 19,151,267
Restricted for:
Smoking cessation and other health-related programs.............cccoevevieeerrrereerennnns N/A N/A N/A 1,215,291 1,325,517
Transportation.... 635,942 584,954 809,127 1,041,176 1,631,713
Capital projects 3,937 301,628 245,926 173,790 196,301
Debt service.... - 32,685 61,029 83,885 8,118
Unemployment/worker's compensation 2,977,747 2,009,346 1,506,877 1,808,170 2,427,474
ELderly Programs........ccccouvivieveieieieieieieieetiiest sttt 182,248 253,943 249,056 383,860 358,252
Environmental and conservation program 480,182 445,350 430,071 420,600 435,976
Economic stimulu N/A N/A N/A N/A 230,963
Gaming licensing/re@ulation............ceoivieveiriririeieieieieeieeeeecee sttt N/A N/A N/A N/A 2,128
Administrative and internal services. N/A N/A N/A N/A 133,934
Emergency support N/A N/A N/A N/A 183,048
Other purposes.......... 806,998 1,365,110 1,769,599 754,370 235,399
Unrestricted (AEfICIt)......cviiriririiiriririeeieicceieeee e 1,286,329 (675,228) (276,830) (782,972) (372,089)
TOTAL PRIMARY GOVERNMENT NET ASSETS......cccceununeinenseeniaens $ 21210244 $ 20,466,273 § 21,785,695 § 23,402,862 § 25,948,001

Source: Statement of Net Assets, as presented in the Commonwealth's Comprehensive Annual Financial Report for the applicable fiscal year.

Note: This schedule presents information beginning with the 2002 fiscal year, when the Commonwealth implemented GASB Statement 34. Also, since implementation additional
restricted net asset categories have been created to provide a more refined description of the restrictions. These restrictions were not applied retroactively and are marked with N/A
in the years prior to the creation of the new restricted net asset category. These new categories were created either for new funds or funds previously reported in the "Other
purposes” category. The "Gaming licensing/regulation" category was created for a new fund, the Gaming Fund, in the 2006 fiscal year. The most significant fund previously
reported in the "Other purposes" category that is now being reported in a new classification is the Tobacco Settlement Fund, a major governmental fund type, which beginning with
the 2005 fiscal year is now being reported in the "Smoking cessation and other health-related programs" category. Other notable funds being reported in new categories are the
Internal Service funds-reported in the "Administrative and internal services" category; Machinery and Equipment Loan Fund and Small Business First Fund (both Proprietary fund
types)-reported in the "Economic Stimulus" category; and the Volunteer Companies Loan fund (a Proprietary Fund Type)-reported in the "Emergency support" category.
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FINANCIAL TRENDS
Changes in Net Assets

TABLE 2
For the Last Five Fiscal Years

COMMONWEALTH OF PENNSYLVANIA
(Accrual basis of accounting-expressed in thousands)

GOVERNMENTAL ACTIVITIES:
Expenses:

Direction and SUPPOIIVE SEIVICES.......c.vueuvereremruerreeirieerieseeescieneneneaeneens

Protection of persons and property
Public education

Health and human Services...........cceeueurririninnininieicecceeieeieneeesee s

Economic development

Transportation
Recreation and cultural enrichment..
Interest

Total exp

Program revenues:
Charges for sales and services:
Direction and supportive services

Protection of persons and property
Public education...................
Health and human services...

Economic development..............ccveucueueeeriueriininnininineieeceeieneneneeenns

Transportation
Recreation and cultural enrichment...
Operating grants and contributions
Capital grants and contributions

Total program revenues,

Total governmental activities net program revenues/(expenses)
General revenues and other changes in net assets

General revenues:
Taxes:
Personal income..
Sales and use

Corporation

Liquid fuels and motor CaITiers...........coevreeieuceeueiemeierienirsrseseeeeeaes

Inheritance

Cigarette....
Real estate.
Other

Total taxes.

Investment income

Total general revenues

Special item-revenues from component Unit...........cevevveeereeeniececuenens

Transfers from business-type activitie

Net general revenues, special items and transfers..........oeeeeeeueueresnne

Total governmental activities change in net assets....

$

(Restated)
2002

1,262,359
3,758,867
9,642,272
18,893,434
1,416,557
2,581,898
481,948
344,482

38,381,817

393,856
373,329
6,043
2,095,669
145,119
956,406
188,829
13,122,608
125,502

17,407,361

(20,974,456)

6,713,861
7,419,373
3,160,714
1,696,418
N/A
N/A
N/A
1,642,731

20.633.097_

15,394
20,648,491
256,206
481,022

21,385,719

411,263

2003

$ 1,024,071
3,921,413
10,219,211
20,454,323
1,455,272
2,998,824
435,864
370,284

40,879,262

347,910
627,529
2,049,640
142,914
914,129
143,221
14,574,283
136,140

18,935,766

(21,943,496)

6,691,957
7,511,233
3,418,599
1,666,795
634,365
N/A

N/A
1,616,368

21,539,317

115,829

21,655,146

551,807

22206953

263,457

2004 2005 2006
2,034,883 $ 2,229,850 $ 2,162,552
3,873,972 4,244,332 4,439,794

10,571,307 11,428,452 11,816,608
21,750,153 24,166,791 24,139,762
1,340,015 1,314,636 1,409,506
3,164,086 3,261,642 3,229,351
394,273 448,585 520,330
341,455 296,267 337,142
13,470,144 47,390,555 48,055,045
1,097,730 1,377,293 991,541
925,502 831,785 1,080,708
3,514 1,702 13,161
1,297,338 2,871,487 1,913,377
1,011 11,028 16,373
1,008,886 1,029,406 949,533
138,750 153,641 166,750
16,556,717 16,773,012 16,532,924
30,473 14,944 55,761
21,059,921 23,064,298 21,720,128
(22,410,223 (24,326,257) (26,334,917)
7,352,877 8,312,440 9,093,338
7,654,405 7,917,396 8,381,262
4,004,112 4,400,995 5,074,730
1,723,816 1,863,223 2,033,227
726,605 668,992 793,279
933,973 811,578 1,033,099
N/A N/A 646,870
893,589 992,343 418,110
23,289,377 24,966,967 27473915
199,151 131,629 188,750
23,488,528 25,098,596 27,662,665
422,786 341,232 465,000
23,911,314 25,439,828 28,127,665
1,501,091 1,113,571 1,792,748
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FINANCIAL TRENDS TABLE 2
Changes in Net Assets For the Last Five Fiscal Years

COMMONWEALTH OF PENNSYLVANIA
(Accrual basis of accounting-expressed in thousands)

(Restated)
2002 2003 2004 2005 2006
BUSINESS-TYPE ACTIVITIES
Expenses
State lottery. 1,682,675 1,827,306 2,051,646 2,298,417 2,704,265
State workers' insurance.. 174,929 225,483 435,429 449,880 412,104
Tuition payment.............. 191,188 288,118 293,737 192,802 138,275
Unemployment compensation... 2,819,878 3,470,257 2,563,318 1,774,676 1,998,613
Liquor control 907,261 954,763 1,024,365 1,088,875 1,178,434
Economic development and other. . 16,820 12,663 13,980 16,456 18,433
Total exp 5,792,751 6,778,590 6,382,475 5,821,106 6,450,124
Program revenues
Charges for sales and services:
State lottery. 1,955,820 2,103,644 2,349,644 2,644,407 3,047,978
State workers' insurance 149,688 180,664 266,551 355,883 427,970
TUIION PAYMENL......eveiierieriieirieirieere ettt eseeene 151,149 234,460 206,739 141,817 113,831
Unemployment compensation. 1,862,530 1,532,213 1,628,215 1,961,085 2,373,163
Liquor control 975,300 1,025,813 1,121,853 1,183,667 1,272,101
Economic development and other.. 24,031 15,878 21,467 17,201 17,585
Operating grants and contributions.. 463,554 1,223,591 840,763 361,874 414,887
Capital grants and cONtribUtIONS.........c.c.eevveerrieiriieiceiceeieeieeereeees - 6,706 1,121 - -
Total program revenues. 5,582,072 6,322,969 6,436,353 6,665,934 7,667,515
Total business-type activities net program revenues/(expenses)......... (210,679) (455,621) 53,878 844,828 1,217,391
Other changes in net assets
Transfers to governmental aCtiVities.........c.ceeuereurrrerrrrririnireeececeienas (481,022) (551,807) (422,786) (341,232) (465,000)
Total business-type activities change in net assets.... (691,701) (1,007,428) (368,908) 503,596 752,391
Total primary government change in net assets $ (280,438) $ (743,971) $ 1,132,183 $ 1,617,167 $ 2,545,139

Source: Statement of Activities, as presented in the Commonwealth's Comprehensive Annual Financial Report for the applicable fiscal year.

Note: This schedule presents information beginning with the 2002 fiscal year, when the Commonwealth implemented GASB Statement 34. With the original implementation, inheritance, cigarette and real estate taxes were reported
within the "Other" taxes category. To provide a more refined description of the Commonwealth's taxes, separate captions were created in the Statement of Activities for these taxes in succeeding fiscal years. Beginning with the 2003
fiscal year, inheritance taxes were reported separately; in the 2004 fiscal year, cigarette taxes were reported separately; and in the 2006 fiscal year, real estate taxes were reported separately. These captions are marked with N/A in the
fiscal years prior to when the particular tax was reported separate from the "Other" taxes category.
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FINANCIAL TRENDS

Governmental Fund Type Fund Balances

TABLE 3
For the Last Ten Fiscal Years Ended June 30

COMMONWEALTH OF PENNSYLVANIA

(Modified accrual basis of accounting-expressed in thousands)

GENERAL FUND
Reserved for:
ENCUMDIANCES.....c.cvevviiiiiieicicicieieieieeeesee e
Advance
Loans receivable
Tax Stabilization/Budget Stabilization Reserve (2)....
Other.
Unreserved:
Designated for:
Budget Stabilization Reserve Fund...

Undesignated.
TOTAL GENERAL FUN

ALL OTHER GOVERNMENTAL FUNDS
Reserved for:
Encumbrances
AVANCES......vniieeiiiciicieieiee s
Loans receivable.

Unreserved:
Designated for:
Capital projects

Debt service:
Retirement of general obligation bonds..
Highways...

Unreserved: Undesignated, reported in:
Special Revenue funds..........cceveeevvnnevcicccnienns
Debt Service funds (deficit)
Capital Projects funds (deficit)
TOTAL ALL OTHER
GOVERNMENTAL FUNDS.....cccecveusurcncnsenenee

(Restated)
1997 1998 1999 2000 2001 2002 (1) 2003 2004 2005 2006

242435  § 224929 § 279912 § 397,827 $ 426,956 $ 479,314  $ 341,881 § 259,178  $ 617,861 § 709,115
74,808 74,808 74,808 20,808 52,808 29,111 114,108 114,108 114,108 114,108

- - - - - - 9,470 6,283 4,496 10,953

- - 944,031 1,104,954 1,093,213 - - - 70,303 171,362

27,918 17,502 329,014 362,027 308,125 286,711 307,974 501,901 621,004 454,639

- - - - - 300,000 - 70,303 - -

832,435 1,144,001 180,490 677,897 1,079,047 323,884 269,775 421,415 514,174 719,414
187,304 497,641 1,055,165 1,700,128 1,524,846 1,603,822 1,314,505 1,633,326 927,163 789,958
1,364,900 1,958,881 2,863,420 4,263,641 4,484,995 3,022,842 2,357,713 3,006,514 2,869,109 2,969,549
611,276 1,041,392 916,662 1,233,014 1,220,710 1,336,227 1,168,535 1,444,875 1,454,129 1,630,382
3,000 3,000 3,000 3,000 3,000 3,000 3,000 223,000 210,000 3,000
77,956 70,803 60,483 68,834 56,264 39,963 38,186 39,804 32,065 32,684
138,203 16,976 31,754 38,020 38,050 407,029 445,411 560,284 817,668 857,253
67,846 86,981 81,817 86,644 79,867 79,286 54,026 96,787 133,024 131,026
116,028 195,691 396,847 409,762 152,085 21,887 32,685 61,029 83,885 8,118
169,444 223,234 213,622 250,743 182,670 175,249 215,946 209,647 218,885 203,118
29,064 33,552 275 264 264 12 - - 4,355 4,528
688,295 891,798 983,723 992,985 970,427 1,791,400 1,703,534 1,520,236 1,631,980 2,412,047
- (40) - (53) ®) (3,782) - - - -
(365,079) (730,438) (399,809) (710,378) (668,091) (494,795) (398,644) (368,295) (473,110) (601,823)
1,536,033 $ 1,832,949  §$ 2,288,374  $ 2,372,835 $ 2,035,238 $ 3,355,476  $ 3,262,679 $ 3,787,367  $ 4,112,881 $ 4,680,333

Notes:

governmental fund type classification.

Source: The Commonwealth's Comprehensive Annual Financial Report, as presented for the applicable fiscal year. For fiscal years 1997-2001, the information can be found in the Combined Balance Sheet-All Fund Types, Account Groups and
Discretely Presented Component Units statement. Beginning with the 2002 fiscal year, the information can be found in the Balance Sheet-Governmental Funds statement.

(1)-Beginning with the 2002 fiscal year, the Commonwealth implemented GASB Statement 34. As a result, two funds (State Lottery Fund and Historical Preservation Fund) were reclassified from the Special Revenue governmental fund type
classification to a Proprietary fund type classification. Two additional funds (Workmen's Compensation Security Trust Fund and Catastrophic Loss Trust Fund) were reclassified from an Expendable Trust fund type classification to a Special Revenue

(2)-The Tax Stabilization Fund was abolished and its last year of existence was the 2001 fiscal year. In the 2002 fiscal year, the new Budget Stabilization Reserve Fund was created by Act 91 of 2002. The reservations for both funds are reported on the
same line because they are considered to be the Commonwealth's Rainy Day Fund within the General Fund. Note A in the Notes to the Financial Statements provides additional details.
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FINANCIAL TRENDS TABLE 4
Revenues by Source and Expenditures by Function-All Governmental Fund Types For the Last Ten Fiscal Years Ended June 30

COMMONWEALTH OF PENNSYLVANIA
(Modified accrual basis of accounting-expressed in thousands)

(Restated)
1997 1998 1999 2000 2001 2002 (1) 2003 2004 2005 2006
REVENUES BY SOURCE
Taxe $ 18,168,581 § 19,043,735 $ 20,105276 $ 20,956,743 $ 21,232,196 $ 20,636,762 $ 21,469,170 § 23,237,117 § 24973,125 § 27,117,823
Licenses and fee 804,429 1,004,050 1,019,256 1,143,789 1,172,372 1,246,232 1,350,016 1,475,948 1,568,659 1,611,868
Intergovernmental 9,499,083 9,669,407 10,563,455 11,093,738 12,086,372 13,259,463 14,575,716 16,379,096 16,585,336 16,347,975
Charges for sales and services 1,516,527 1,697,933 2,057,375 2,489,196 2,388,536 2,535,775 2,019,842 2,068,019 4,027,745 2,970,585
Investment income 174,604 225,805 258,525 396,499 307,202 29,615 249,791 402,132 322,199 425,356
Lottery receipts (2) 1,722,558 1,684,015 1,659,305 1,695,371 1,788,333 N/A N/A N/A N/A N/A
Other (3) 187,592 178,042 214,254 656,086 539,830 755,226 837,918 957,494 552,422 576,180
TOTAL REVENUES 32,073,374 33,502,987 35,877,446 38,431,422 39,514,841 38,463,073 40,502,453 44,519,806 48,029,486 49,049,787
EXPENDITURES BY FUNCTION
Direction and SUpportive SEIvices ...........cccceeeuvecuricuriennnenes 2,468,746 2,586,529 2,722,917 2,817,426 3,292,188 968,563 914,794 1,538,729 2,134,421 2,337,112
Protection of persons and property.............oceceurieurereueeneens 2,462,026 2,613,021 2,785,269 2,933,612 3,044,074 3,876,449 3,882,843 3,886,666 3,892,572 4,410,969
Health and human service: 13,907,167 14,341,539 15,320,410 16,486,542 17,483,315 18,990,802 20,510,849 21,689,392 24,118,288 24,103,077
Public education 7,397,274 7,714,443 7,842,732 8,283,144 8,677,284 8,814,273 10,198,076 10,529,504 11,400,985 11,731,884
Recreation and cultural enrichment 369,467 396,087 436,601 510,732 568,757 480,245 471,920 382,179 442,783 447,264
Economic development 300,310 338,984 469,005 539,068 745,143 1,245,292 1,507,584 1,334,071 1,310,093 1,413,995
Transportation 2,912,583 3,243,334 3,654,269 3,679,188 4,065,124 4,003,291 3,935,785 2,310,434 2,607,793 2,448,165
Capital outlay 253,758 360,238 582,863 586,801 655,248 694,219 407,080 2,008,141 1,805,913 2,082,644
Debt service:
Principal retirement. 437,880 435,090 443,675 479,350 477,001 479,395 998,396 455,890 478,112 492,355
Interest and fiscal charge: 287,866 263,356 262,669 277,044 281,590 278,428 313,681 311,686 320,887 348,418
TOTAL EXPENDITURES 30,797,077 32,292,621 34,520,410 36,592,907 39,289,724 39,830,957 43,141,008 44,446,692 48,511,847 49,815,883
EXCESS OF REVENUES OVER
(UNDER) EXPENDITURES 1,276,297 1,210,366 1,357,036 1,838,515 225,117 (1,367,884) (2,638,555) 73,114 (482,361) (766,096)
OTHER FINANCING SOURCES/(USES)
Bonds issued 189,629 415,135 856,839 590,731 663,919 1,042,813 1,324,167 625,247 401,816 914,000
Refunding bonds issued 364,785 - - - - 376,854 837,991 459,223 1,468,439 -
Premium on bonds/refunding bonds issued.... - - - - - - - 88,006 197,291 54,420
Transfers in 1,169,730 1,179,051 1,344,985 1,372,501 1,097,698 2,272,414 1,729,539 1,337,090 1,276,443 1,408,351
Transfers out (1,101,389) (1,126,251) (1,292,832) (1,320,181) (1,056,533) (1,791,392) (1,177,733) (914,304) (1,035,211) (943,351)
Transfers from component units (4)..........cocoeceeeverernnrrnnne - - - - - 256,206 N/A N/A N/A N/A
Transfers to component units (4) (717,517) (760,758) (781,636) (833,976) (877,609) (1,079,197) N/A N/A N/A N/A
Payment to refunded bond escrow agent. (364,785) - - - - (376,854) (837,991) (511,884) (1,639,510) -
Capital lease and installment purchase obligations................ 5,283 5,250 28,835 14,556 6,607 5,767 4,656 1,535 1,202 568
TOTAL OTHER FINANCING SOURCES/(USES)..... (454,264) (287,573) 156,191 (176,369) (165,918) 706,611 1,880,629 1,084,913 670,470 1,433,988
NET CHANGE IN FUND BALANCES.........coevurervunenee $ 822,033 $ 922,793 $ 1,513227 § 1,662,146 $ 59,199 § (661,273) § (757,926) $ 1,158,027 § 188,109 § 667,892
Debt Service as a Percentage of Noncapital Expenditures.... 2.38% 2.19% 2.08% 2.10% 1.96% 1.94% 3.07% 1.81% 1.71% 1.76%

Source: The Commonwealth's Comprehensive Annual Financial Report, as presented for the applicable fiscal year. For fiscal years 1997-2001, the information can be found in the Combined Statement of Revenues, Expenditures and Changes in
Fund Balance statement. Beginning with the 2002 fiscal year, the information can be found in the Statement of Revenues, Expenditures, and Changes in Fund Balances-Governmental Funds statement.

Notes:

(1)-Beginning with the 2002 fiscal year, the Commonwealth implemented GASB Statement 34. As a result, two funds (State Lottery Fund and Historical Preservation Fund) were reclassified from the Special Revenue governmental fund type
classification to a Proprietary fund type classification. Two additional funds (Workmen's Compensation Security Trust Fund and Catastrophic Loss Trust Fund) were reclassified from an Expendable Trust fund type classification to a Special
Revenue governmental fund type classification.

(2)-The change in the State Lottery fund type classification was not retroactively applied, thus the lottery receipts are reported in the Governmental Fund Types through the 2001 fiscal year. Subsequent years after the reclassification are marked
with an N/A.

(3)-Other revenues include immaterial amounts of lease rentals revenues and interest on notes and loans.

(4)-With the implementation of GASB Statement 34, the Commonwealth was required to begin reporting transfers from and to component units as ordinary revenues and expenditures. These changes were made to the Commonwealth's
accounting system beginning with the 2003 fiscal year and were not retroactively applied. Subsequent fiscal years are marked with a N/A.
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REVENUE CAPACITY-PERSONAL INCOME TAX
Personal Income by Industry

TABLE 5

For the Last Ten Calendar Years

COMMONWEALTH OF PENNSYLVANIA

(Expressed in Millions)

Personal income by industry provided by U.S. Department of Commerce, Bureau of Economic Analysis (http://www.bea.gov/bea/regional/spi/default.cfm).

Total personal income subject to the direct tax rate and the direct personal income tax rate are provided by the Pennsylvania Department of Revenue.

Notes:

(1)-Other earning/deductions include dividends, interest and miscellaneous employee/employer contributions/deductions.

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
TOTAL PERSONAL INCOME BY INDUSTRY
‘Workplace Earnings:
Farm Earni 1,128 786 921 881 1,148 943 675 $ 1,090 1,371 1,297
Nonfarm Earnings:
Private earnings:
Forestry, fishing/hunting, agriculture...................... 351 359 416 445 509 553 466 451 426 433
Mining 1,419 1,552 1,475 1,463 1,406 1,703 1,517 1,659 1,897 2,169
Utilitie: 2,702 2,730 2,821 2,912 3,153 3,311 3,593 3,515 3,544 3,504
Construction 11,642 12,358 13,188 15,007 15,258 16,019 16,406 17,193 18,102 19,716
Manufacturing 39,937 41,486 43,083 44,471 47,143 45,299 45,458 44,752 46,793 48,449
Wholesale trade 10,083 10,602 11,557 12,128 12,936 13,273 13,680 14,495 15,769 16,807
Retail trade. 15,251 16,067 17,014 17,874 18,213 19,174 19,391 20,067 20,441 21,009
Transportation and warehousing 7,577 8,025 8,706 9,265 9,874 10,485 10,606 10,688 11,361 11,637
Broadcasting/publishing/internet technology. 6,173 6,619 7,362 8,125 8,798 9,007 8,511 8,925 8,937 8,837
Finance and insurance 13,934 14,655 16,063 17,144 18,678 18,792 19,708 20,512 21,577 22,144
Real estate and rental and leasin, 3,073 3,613 5313 4,869 5,872 5,504 5,652 6,224 6,572 6,970
Professional and technical services.. 16,781 18,530 21,172 23,602 25,184 25,716 25,726 26,226 28,745 30,969
Management of companies and enterpris: 4,632 4,875 4,168 4,540 4,205 4,726 5,144 6,182 7,085 8,202
Administrative services 6,366 7,079 7,601 8,080 8,498 8,514 8,364 8,789 9,529 9,985
Educational service: 5,070 5,289 5,622 5,897 6,342 6,837 7,332 7,722 8,150 8,624
Health care and social assistance...............ccccocee.ce. 25,876 26,774 27,991 29,109 30,410 31,467 33,702 35,462 38,051 40,135
Arts, entertainment, and recreation... 1,746 1,828 1,987 2,130 2,359 2,330 2,473 2,663 2,670 2,765
Accommodation and food services... 4,741 5,086 5,310 5,576 5,873 6,129 6,470 6,693 6,998 7,293
Other services, except public administration........... 6,871 7,112 7,580 7,846 8,285 8,242 8,889 9,160 9,430 9,801
Total private earni 184,225 194,639 208,429 220,483 232,996 237,081 243,588 251,378 266,127 279,449
Government:
Federal, civilian 6,698 6,794 6,842 7,005 7,460 7,633 7,971 8,196 8,825 9,101
Military 864 842 830 863 882 992 1,198 1,623 1,698 1,910
State government. 6,717 6,494 6,659 6,833 7,089 7,422 7,900 8,430 8,905 9,040
Local government. 16,425 17,016 18,156 17,928 18,593 19,327 20,429 21,464 22,538 23,083
Total government €arnings........eeeeeccsesesessssenees 30,704 31,146 32,487 32,629 34,024 35,374 37,498 39,713 41,966 43,134
Total nonfarm earni 214,929 225,785 240,916 253,112 267,020 272,455 281,086 291,091 308,093 322,583
Total workplace earni 216,057 226,571 241,837 253,993 268,168 273,398 281,761 292,181 309,464 323,880
Other earnings/deductions (1).......ccoeueeeusenensenensenens 81,437 84,936 88,324 88,619 96,669 98,941 100,491 101,556 104,105 109,269
Total personal i 297,494 311,507 330,161 342,612 364,837 372,339 382,252 $ 393,737 413,569 433,149
Total personal income subject
to the direct personal income tax rate (2)(3)........ 186,216 202,024 215,027 224,591 237,070 230,926 229,685 $ 237,961 N/A N/A
Direct personal i tax rate, 2.80% 2.80% 2.80% 2.80% 2.80% 2.80% 2.80% 2.80% 3.07% 3.07%
Sources:

(2)-Total personal income subject to the direct personal income tax rate consists of taxable compensation, interest, dividends, net profits and other income, prior to the application of various tax credits. This amount is self-assessed by the taxpayer on their tax returns
for the tax year. Due to the complexity and length of the tax return filing and review process, the total compilation is not yet available for release by the Pennsylvania Department of Revenue for the 2004 and 2005 tax years.
(3)-This information is presented by tax year, rather than by calendar year, as the personal income by industry is presented. An individual filer's tax year is defined as that period for which that person must file a tax return. Generally, many filers have the last day of
their filing year fall on December 31st; however, for various reasons, other filers have a filing year that falls on a different date (i.e. March 31st). The information presented is based on those returns of the filers whose tax year ended during the the applicable

calendar year.




REVENUE CAPACITY-PERSONAL INCOME TAX TABLE 6
Personal Income Tax Filers and Liability by Income Level 1994 and 2003 Tax Years

COMMONWEALTH OF PENNSYLVANIA
(Liability Expressed in Thousands)

1994 Tax Year (1)(2)(3) 2003 Tax Year (1)(2)(3)
Personal Personal
Number Percentage Income Percentage Number Percentage Income Percentage

Taxable of of Tax of Taxable of of Tax of
Income Level Filers Total Liability(4) Total Income Level Filers Total Liability(4) Total

$0 65,794 1.19% $ - 0.00%  $0 77,101 1.37%  $ - 0.00%
$1-999 475,625 8.60% 5,865 0.13%  $1-999 428,393 7.59% 4,728 0.07%
$1,000-2,999 553,235 10.01% 29,832 0.64%  $1,000-2,999 434,731 7.70% 23,528 0.35%
$3,000-4,999 389,066 7.04% 43,030 0.93%  $3,000-4,999 322,067 5.70% 35,664 0.54%
$5,000-6,999 300,106 5.43% 50,052 1.08%  $5,000-6,999 255,931 4.53% 42,722 0.64%
$7,000-8,999 234,106 4.23% 52,284 1.13%  $7,000-8,999 209,817 3.72% 46,821 0.70%
$9,000-10,999 201,841 3.65% 56,375 1.22%  $9,000-10,999 182,753 3.24% 51,090 0.77%
$11,000-12,999 184,294 3.33% 61,860 1.33%  $11,000-12,999 166,412 2.95% 55,838 0.84%
$13,000-14,999 173,556 3.14% 67,989 1.47%  $13,000-14,999 154,418 2.74% 60,490 0.91%
$15,000-16,999 165,982 3.00% 74,314 1.60%  $15,000-16,999 150,622 2.67% 67,439 1.01%
$17,000-18,999 159,157 2.88% 80,176 1.73%  $17,000-18,999 145,360 2.57% 73,249 1.10%
$19,000-21,999 225,674 4.08% 129,416 2.79%  $19,000-21,999 213,523 3.78% 122,501 1.84%
$22,000-24,999 208,167 3.76% 136,854 2.95%  $22,000-24,999 202,539 3.59% 133,203 2.00%
$25,000-29,999 310,320 5.61% 238,383 5.14%  $25,000-29,999 308,944 5.47% 237,437 3.56%
$30,000-34,999 274,224 4.96% 249,137 5.37%  $30,000-34,999 272,333 4.82% 247,331 3.71%
$35,000-39,999 245,478 4.44% 257,410 5.55%  $35,000-39,999 237,356 4.20% 248,912 3.74%
$40,000-49,999 404,495 7.32% 506,919 10.93%  $40,000-49,999 396,318 7.02% 497,194 7.46%
$50,000-74,999 560,284 10.13% 948,750 20.46%  $50,000-74,999 676,010 11.97% 1,160,147 17.41%
$75,000-99,999 201,284 3.64% 481,427 10.38%  $75,000-99,999 355,904 6.30% 857,455 12.87%
$100,000-149,999 114,785 2.08% 382,121 8.24%  $100,000-149,999 268,179 4.75% 898,570 13.49%
$150,000 or more 81,792 1.48% 785,905 16.94%  $150,000 or more 187,102 3.31% 1,798,594 26.99%
Total 5,529,265 100.00% $ 4,638,100 100.00%  Total 5,645,813 100.00% $ 6,662,913 100.00%

Sources:
The number of filers per taxable income level, the personal income subject to the direct personal income tax rate per income level (used in the Personal
Income Tax Liabilty estimation) and the direct personal income tax rate are provided by the Pennsylvania Department of Revenue.

Notes:

(1)-Due to statutory requirements protecting taxpayer identification (confidentiality provisions), the Commonwealth can not disclose the names of the ten
largest personal income tax filers. Therefore, this schedule is presented as an alternative comparison regarding the sources of the Commonwealth's personal
income tax revenue.

(2)-An individual filer's tax year is defined as that period for which that person must file a tax return. Generally, many filers have the last day of their filing
year fall on December 31st; however, for various reasons, other filers have a filing year that falls on a different date (i.e. March 31st). This table presents
information based on all filers whose tax year ended during the the 1994 or 2003 calendar years.

(3)-Also, due to the complexity and length of the tax return filing and review process, the total compilation of personal income subject to the direct tax rate
per income level was not yet available for release by the Pennsylvania Department of Revenue for the 2004 and 2005 tax years. This compilation is used in
the calculation of the estimated personal income tax liability. Therefore, the 1994 and 2003 tax years are presented as an alternative comparison.

(4)-The estimated total personal income tax liability is calculated by multiplying the total personal income (as self-assessed by the individual tax filer) for
the income level by the tax rate applicable during the tax year. The estimated liability is presented before any applicable tax credits were applied. For both
the 1994 and 2003 tax years, the direct tax rate in effect was 2.80% for all income levels.
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REVENUE CAPACITY-SALES TAX
Estimated Taxable Sales by Industry Classification of the Vendor

TABLE 7

For the Last Ten Fiscal Years Ended June 30

COMMONWEALTH OF PENNSYLVANIA
(Expressed in Thousands)

Estimated Taxable Sales by Industry (1)
Manufacturing.
Public utilitie
Wholesale trade
Building material
General merchandise.
Food stores, eating establishment:
Automotive dealers/service stations..
Furniture and appliances
Other retail store:
Service
Other.
Government.
Unclassified
Motor vehicle.
Liquor sale:

Total sales tax estimated base.......c.oeeeueeererrerrenes

Total direct sales tax rate.......coeceeererrererenereeeeenes

By S.I.C. Group (2)

By N.A.L.C.S. Group (2)

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 3)
5538900  § 5842000 $ 6,060,783 S 6698400 § 6812867  $ 6241417 $ 5712633  $ 5637267 $ 6,386,100 6,858,033
7,843,217 8,321,367 8,521,333 9,287,767 9,736,283 3,991,083 3,920,667 3,972,750 4229717 4,473,817
3,613,017 3,723,517 3,743,100 3,868,450 4,037,633 10,142,600 9,687,583 10,004,233 7,987,583 9,112,350
5,462,367 6,320,167 5,048,183 6,298,083 6,741,133 6,654,533 6,969,217 7,123,617 8,209,967 8,719,850
7,020,400 7,482,583 7,472,933 7,961,050 8,262,033 9,039,983 9,295,667 9,532,667 9,882,933 10,026,217
11,416,183 11,899,567 12,059,150 12,950,617 13,337,550 12,875,267 12,986,033 13,202,583 13,626,333 14,633,133
2,392,933 2,765,667 2,860,067 3,211,517 3,418,567 4,994,600 5,016,000 5,234,900 5,566,450 5,838,300
3,411,100 3,605,550 3,568,050 3,864,200 4,021,383 2,544,383 2,576,667 2,611,500 2,902,017 2,975,367
13,734,350 13,676,000 13,919,900 14,950,433 15,571,467 13,929,117 14,288,783 14,540,283 15,593,583 15,857,017
14,582,350 15,983,300 16,223,233 17,909,917 18,881,667 22,357,250 22,490,800 23,324,350 23,778,200 25,177,850
2,255,033 2,685,600 2,802,067 3,109,783 3,160,300 6,484,767 5,953,483 5,491,017 5,728,600 5,968,767
81,483 88,617 69,567 105,850 105,650 298,483 264,517 285,050 278,833 296,717
3,447,300 3,676,583 3,542,817 3,448,283 4,481,200 1,457,483 1,911,367 2,345,883 2,228,017 1,505,067
13,101,300 13,688,767 14,861,183 15,490,150 17,495,383 18,000,200 19,362,583 20,764,767 21,144,917 20,506,467
805,917 848,633 883,900 941,283 1,005,367 1,051,300 1,105,533 1,254,933 1,265,800 1,383,583
04705850 $_ 100607917 S _ 102536267 S 110095783 $ 117068483 S 120062467 $ 121541533 $ 125325800 _§ _ 128.809.050 133,332,533
6.0% 6.0% 6.0% 6.0% 6.0% 6.0% 6.0% 6.0% 6.0% 6.0%

Sources:

Notes:

Sales tax remittances by industry and total direct sales tax rate (both used in the calculation of estimated taxable sales by industry) are provided by the Pennsylvania Department of Revenue.

(1)-Estimated taxable sales are calculated based on sales tax remittances (made by vendors with their tax returns processed during the fiscal year) divided by the direct sales tax rate of 6%.
(2)-Estimated taxable sales are organized by major industrial activity of the vendor and do not represent sales by product type. Fiscal years 1996 through 1999 are presented by Standard
Industrial Classification (S.I.C. Group). Beginning with the 2000 fiscal year, the Commonwealth began reporting under the North American Industry Classification System (N.A.I.C.S. Group).
The two classifications are similar, but not 100% comparable.
(3)-Due to the complexity and length of the tax return filing and review process, the total compilation of sales tax remittances was not yet available for release by the Pennsylvania Department of
Revenue for the 2006 fiscal year. Therefore, fiscal years 1996 through 2005 are presented as an alternative comparison.




REVENUE CAPACITY-SALES TAX TABLE 8

Sales Tax Remittances by
Major Industry Classification Fiscal Years Ended June 30, 1996 and June 30, 2005

COMMONWEALTH OF PENNSYLVANIA
($ Expressed in Thousands)

June 30, 1996 (1)(2) June 30, 2005 (1)(2)
Sales(3) Percentage Sales(3) Percentage
Tax of Tax of

Industry (S.1.C. Group)(4) Liability Total Industry (N.A.L.C.S. Group)(4) Liability Total
Manufacturing..........coceeeeeeevenenenenennns $ 332,334 5.85% Manufacturing........c.cceeeeeveerenenennne. $ 411,482 5.14%
Public utilities 470,593 8.28% Public utilities 268,429 3.36%
Wholesale trade... 216,781 3.81% Wholesale trade.. 546,741 6.83%
Building materials.........cccoeceeceinnnnnne 327,742 5.77% Building materials............ccccccooeeennnnn. 523,191 6.54%
General merchandise.........c..cccevennn. 421,224 7.41% General merchandise...........ccoevvvenneen. 601,573 7.52%
Food stores, eating establishments...... 684,971 12.05% Food stores, eating establishments....... 877,988 10.97%
Automotive dealers/service stations.... 143,576 2.53% Automotive dealers/service stations..... 350,298 4.38%
Furniture and appliances.............c........ 204,666 3.60% Furniture and appliances...................... 178,522 2.23%
Other retail stores 824,061 14.50% Otbher retail stores 951,421 11.89%
874,941 15.40% 1,510,671 18.88%
135,302 2.38% 358,126 4.48%
4,889 0.09% 17,803 0.22%
206,838 3.64% 90,304 1.13%
786,078 13.83% 1,230,388 15.38%
48,355 0.85% 83,015 1.04%
TOtal e $ 5,682,351 100.00%  Total..c.oeeeeieeeieeeeeeee e $ 7,999,952 100.00%

Sales Tax Licenses (5).....ccoceereeereeenuenens 234,215 Sales Tax Licenses (5).....ccocervrereeenieennne 246,212

Sources:
Sales tax remittances by industry and the number of sales tax licenses are provided by the Pennsylvania Department of Revenue.

Notes:

(1)-Due to statutory requirements protecting taxpayer identification (confidentiality provisions), the Commonwealth can not disclose the names of the ten
largest sales tax filers. Therefore, this schedule is presented as an alternative comparison regarding the sources of the Commonwealth's sales tax revenue.
(2)-Also, due to the complexity and length of the tax return filing and review process, the total compilation of sales tax remittances was not yet available for
release by the Pennsylvania Department of Revenue for the 2006 fiscal year. Therefore, fiscal years 1996 and 2005 are presented as an alternative comparison.
(3)-Sales tax liability is based on sales tax remittances made with tax returns processed during the fiscal year. The direct sales tax rate applicable to both years
is 6%.

(4)-Sales tax remittances are organized by major industrial activity of the vendor and does not represent sales by product type. The 1996 fiscal year is presented
using the Standard Industrial Classification (S.I.C. Group), and the 2005 fiscal year is presented using the North American Industry Classification System
(N.A.L.C.S. Group). The two classifications are similar, but not 100% comparable.

(5)-The Commonwealth does not maintain a list of sales tax filers by either the S.I.C. or N.A.I.C.S. standard industry grouping, and as noted in Note (1), can not
disclose the names of the largest filers. Therefore, the number of sales tax licenses are presented to indicate the potential number of filers during the applicable
fiscal year.
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REVENUE CAPACITY - CORPORATE TAX
Corporate Net Income Tax

TABLE 9
For the Last Ten Tax Years

COMMONWEALTH OF PENNSYLVANIA

1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
ESTIMATED CORPORATE NET INCOME TAXABLE BASE (1)(2)
Corporate Tax Report Compilation (expressed in thousands).................. $ 13,893,688 $ 13,396,710 S 16,440,187 $ 14,407,934 $ 15,667,338 $ 15,304,130 $ 14,164,465 $ 12,367,911 $ 13,280,711 $ 13,600,085
NUMBER OF FILERS BY CORPORATE NET
INCOME TAX LIABILITY RANGE (3)

$0 74,243 94,830 92,518 89,790 83,935 89,482 98,121 96,637 99,587 90,423
$1-300. 15,255 9,772 11,161 11,502 13,125 12,364 11,746 11,128 10,210 9,526
$301-500. 4,683 2,551 3,019 3,148 3,529 3,319 3,038 2,900 2,803 2,428
$501-1,000. 8,279 4,945 5,464 5,677 6,410 6,297 5,808 4,768 4,376 3,921
$1,001-5,000 17,266 10,578 12,235 12,813 14,080 13,136 12,354 11,060 10,324 9,131
$5,001-10,000. 5,748 3,450 4,017 4,421 4,807 4,532 4,058 3,741 3,370 2,917
$10,001-25,000. 4,389 2,756 3,211 3,486 3,646 3,485 3,116 2,751 2,690 2,393
$25,001-50,000. 1,897 1,396 1,538 1,650 1,780 1,653 1,480 1,413 1,309 1,240
$50,001-100,000. 1,261 929 1,124 1,135 1,238 1,172 1,053 903 906 863
$100,001-250,000. 977 806 890 954 990 916 880 756 770 720
$250,001-500,000. 451 353 391 413 398 370 332 313 304 346
$500,001-1,000,000. 227 194 186 206 209 195 201 162 176 166
>$1,000,000. 199 172 177 184 190 191 201 184 188 197

Total corporate net income tax filers (4)(5).... 134,875 132,732 135,931 135,379 134,337 137,112 142,388 136,716 137,013 124,271
Total direct corporate net income tax rate.........ccceeesereerereenes 11.99% 9.99% 9.99% 9.99% 9.99% 9.99% 9.99% 9.99% 9.99% 9.99%

Sources:
Information provided by the Pennsylvania Department of Revenue.

Notes:

(1)-Pennsylvania is one of only a few states that levy a tax on corporate net income (corporate net income tax - CNIT) as well as capital stock (capital stock/foreign franchise tax - CSFT). Recent
legislation will gradually eliminate the capital stock tax so that the last year for which a tax will apply will be the 2010 tax year. This table presents the positive corporate net income tax base, as well

as the number of filers associated with this tax by liability range. It also presents the statutory corporate net income tax rate.

(2)-The CNIT is based on separate company Federal taxable income and includes a number of additions to/subtractions from that base. This table shows the compilation of all reported taxable
income (Federal income adjusted to the PA base and then apportioned). Many corporations report negative federal taxable income. In addition, the net operating loss deductions that Pennsylvania
allows reduce otherwise profitable corporations’ incomes below $0.

(3)-Due to statutory requirements protecting taxpayer identification (confidentiality provisions), the Commonwealth can not disclose the names of the ten largest corporate net income tax filers.
Therefore, the schedule of the number of filers by corporate net income tax liability range is presented as an alternative comparison regarding the sources of the Commonwealth's corporate net income
tax revenue. Those filers that report negative state taxable income are reported in the tax liability range of $0, which accounts for the large number of filers within that range.

(4)-Also, due to the complexity and length of the tax return filing and review process, the total compilation of corporate net income subject to the direct corporate tax rate was not yet available for
release by the Pennsylvania Department of Revenue for the 2004 and 2005 tax years. Therefore, tax years 1994 through 2003 are presented as an alternative comparison.

(5)-The corporate filer's tax year is defined as that period for which it must file a tax return. Though some filers have the last day of their filing year fall on December 31st, many filers have a filing

year that falls on a different date (i.e. March 31st). This table presents information based on all filers whose tax year ended during the associated calendar years.
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REVENUE CAPACITY - CORPORATE TAX TABLE 10
Capital Stock/Foreign Franchise Tax For the Last Ten Tax Years

COMMONWEALTH OF PENNSYLVANIA

1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
CAPITAL STOCK AND FRANCHISE TAXABLE BASE (1)(2)
Apportioned Capital Stock Value Compilation (expressed in thousands)................... $ 64,741,542 $ 72,654,892 $ 79,854,213 $ 84,640,644 $ 98,094,135 $ 108,450,000 $ 123,400,000 $ 128,540,000 $ 137,650,000 $ 139,620,000
NUMBER OF FILERS BY CAPITAL STOCK/
FOREIGN FRANCHISE TAX LIABILITY RANGE (3)
$0-300. 146,713 154,773 159,124 166,014 177,957 187,654 199,147 212,381 218,220 221,399
$301-500 6,812 6,374 6,951 6,593 7,166 5815 6,294 7.234 7,104 7,106
$501-1,000. 10,401 9,697 10,089 9,605 10,262 11,494 12,337 12,523 13,522 13,399
$1,001-5,000 21,977 21,380 22,789 22,606 24,645 25,983 26,701 26,440 27,250 27,040
$5,001-10,000. 6,047 6,186 6,635 6,936 7,506 7,804 7,152 6,883 7,016 6,890
$10,001-25,000 4,671 4852 5,325 5,641 6,017 6,190 5,783 5219 5,281 5,324
$25,001-50,000 1,826 2,000 2,184 2,426 2,506 2,601 2,369 2,112 2,164 2,093
$50,001-100,000. 1,004 1,085 1,199 1,300 1,416 1,353 1,222 1,103 1,126 1,091
$100,001-250,000. 632 680 721 851 902 897 814 686 713 735
$250,001-500,000. 218 219 253 282 287 303 275 253 272 228
$500,001-1,000,000. 85 101 106 127 145 140 114 100 112 122
>$1,000,000. 90 89 95 110 104 109 117 103 100 79
Total capital stock and franchise tax filers (4)(5).....ccceceururerecusuensunnnen 200,476 207,436 215,471 222,491 238,913 250,343 262,325 275,037 282,880 285,506
Total direct capital stock and franchise tax rate. 12.75 mills 12.75 mills 12.75 mills 12.75 mills 11.99 mills 10.99 mills 8.99 mills 7.49 mills 7.24 mills 7.24 mills

Sources:
Information provided by the Pennsylvania Department of Revenue.

Notes:

(1)-Pennsylvania is one of only a few states that levy a tax on corporate net income (corporate net income tax - CNIT) as well as capital stock (capital stock/foreign franchise tax - CSFT). Recent legislation
will gradually eliminate the capital stock tax so that the last year for which a tax will apply will be the 2010 tax year. This table presents the capital stock/foreign franchise apportioned tax base, as well as
the number of filers associated with this tax by filing class. It also presents the statutory capital stock/foreign franchise tax rate.

(2)-The CSFT is based on a fixed formula involving net worth and average book income. This schedule shows the compilation of all reported taxable capital stock value, as reported by corporate taxpayers
required to file a tax return with the Commonwealth.

(3)-Due to statutory requirements protecting taxpayer identification (confidentiality provisions), the Commonwealth can not disclose the names of the ten largest capital stock/foreign franchise tax filers.
Therefore, the schedule of the number of filers by capital stock/foreign franchise tax liability range is presented as an alternative comparison regarding the sources of the Commonwealth's capital
stock/foreign franchise tax revenue. All corporate filers were required to pay a statutory minimum tax of $300 through 1998 and $200 in 1999, which accounts for the large number of filers within the range
of $0-$300. This minimum does not apply to tax years 2000 and after.

(4)-Also, due to the complexity and length of the tax return filing and review process, the total compilation of all reported taxable capital stock value subject to the statutory capital stock/foreign franchise tax
rate was not yet available for release by the Pennsylvania Department of Revenue for the 2004 and 2005 tax years. Therefore, tax years 1994 through 2003 are presented as an alternative comparison.
(5)-The corporate filer's tax year is defined as that period for which it must file a tax return. Though some filers have the last day of their filing year fall on December 3 1st, many filers have a filing year that
falls on a different date (i.e. March 31st). This table presents information based on all filers whose tax year ended during the the associated calendar years.
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DEBT CAPACITY
Outstanding Debt and Outstanding Debt Ratios

COMMONWEALTH OF PENNSYLVANIA
(Expressed in Thousands, Except Debt per Capita)

TABLE 11

For the Last Five Fiscal Years Ended June 30

(Restated)
PRIMARY GOVERNMENT (1)(2) 2002 2003 2004 2005 2006
Governmental activities:

General obligation bonds $ 6,134,761 $ 7,030,618 $ 7,225,165 7,150,667 $ 7,657,674

Capital leases/installment purchase obligations..........c.c..cccoo..... 629,437 62,131 53,951 47,276 42,059

Other financing obligation - - 100,000 90,000 82,500

Total governmental 6,764,198 7,092,749 7,379,116 7,287,943 7,782,233
Business-type activities:

Capital leases/installment purchase obligations..........c.c..cccoe..... - - - - 28,259
TOTAL PRIMARY GOVERNMENT $ 6,764,198 $ 7,092,749 $ 7,379,116 7,287,943 $ 7,810,492
Debt as a Percentage of Personal I 3)4) 1.82% 1.86% 1.87% 1.76% 1.80%
Amount of Debt per Capita (3)(4). $ 550 $ 576 $ 597 588 $ 628

Source: Statement of Net Assets, as presented in the Commonwealth's Comprehensive Annual Financial Report for the applicable fiscal year.

Notes:

(1)-Each caption includes the reported current and noncurrent amounts of the outstanding debt.
(2)-Details on the Commonwealth's total outstanding debt for June 30, 2006 can be found in Note K.

(3)-See Table 15 for summarized totals for personal income and population data that were used in the calculations of these ratios. Personal income detail is presented in Table 5.

(4)-Debt ratios use total outstanding debt which is presented by fiscal year ended June 30, while the personal income and population data used in the calculations are presented by calendar year.




DEBT CAPACITY TABLE 12

Ratios of Net General Bonded Debt Outstanding

For the Last Five Fiscal Years Ended June 30

COMMONWEALTH OF PENNSYLVANIA

(Expressed in Thousands) Total
?2) Net A3
0} Less: General Percentage
General Amounts Bonded of Actual “4)
Obligation Restricted to Debt Tax Per
Fiscal Year Bonds Paying Principal Outstanding Revenues Capita
2002 6,134,761 $ - $ 6,134,761 29.73% 499
2003 7,030,618 (32,685) 6,997,933 32.49% 568
2004 7,225,165 (61,029) 7,164,136 30.76% 579
2005 7,150,667 (83,885) 7,066,782 28.30% 570
2006 7,657,674 (8,118) 7,649,556 27.84% 615
Sources:

Information was obtained from the Commonwealth's Comprehensive Annual Financial Report for the
applicable fiscal year. General obligation bonds can be found in the Statement of Net Assets, and the tax
revenues used in the percentage of actual tax revenues can be found in the Statement of Activities.

Notes:

(1)-General obligation bonds include the reported current and noncurrent amounts.

(2)-Amounts restricted to paying principal equal the amount restricted for debt service in the Statement of
Net Assets.

(3)-The Commonwealth's general obligation bonds are expected to be repaid with general tax revenue.
Therefore, the total taxes shown in the Governmental Activities sections of the Statement of Activities is
used in this calculation.

(4)-Total net general bonded debt outstanding used in the per capita calculation is presented as of the fiscal
year. The population data used in the calculation is shown in Table 15, and is as of July 1 of the applicable
fiscal year.
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DEBT CAPACITY TABLE 13
Computation of Legal Debt Margin As of August 31 for the last ten years

COMMONWEALTH OF PENNSYLVANIA

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Average annual tax

revenues deposited in the

previous five fiscal years.............c.c....... $ 19,590,066,226 $ 20,392,050,801 $ 21,241,970,890 $ 22,097,372,526 $ 23,008,382,095 $ 23,661,031,603 $ 24,285,747,191 $  25,091,013,830 $  26,141,233,164 $ 27,536,515,720
Constitutional factor...........cccoeerevveirienns X 1.75 x 1.75 x 1.75 x 1.75 x 1.75 x 1.75 x 1.75 x 1.75 x 1.75 x 1.75

Constitutional debt limit
for debt incurred without

the approval of the electors (A)............ 34,282,615,896 35,686,088,902 37,173,449,058 38,670,401,921 40,264,668,666 41,406,805,305 42,500,057,585 43,909,274,203 45,747,158,037 48,188,902,510
Less outstanding net debt

(non-electorate approved).............ccc.... 3,674,814,671 3,682,944,258 3,882,412,712 4,106,897,637 4,554,304,562 5,257,508,994 6,021,247,141 6,230,365,064 6,146,947,312 6,399,655,454

Legal debt margin (B).

$ 30,607,801,225 $ 32,003,144,644 $ 33,291,036,346 $ 34,563,504,284 $ 35,710,364,104 $ 36,149,296,311 $ 36,478,810,444 $  37,678,909,139 $ 39,600,210,725 $ 41,789,247,056

Total ling net debt applicabl
to the constitutional limit as a percentage
of the constitutional limit..........cceeueenes 10.72% 10.32% 10.44% 10.62% 11.31% 12.70% 14.17% 14.19% 13.44% 13.28%

Source: The Governor's Office of the Budget

Notes:

(A)-The formula for the legal debt limit is contained in Article VIII, Section 7(a) of the Pennsylvania Constitution, which provides:

No debt shall be incurred by or on behalf of the Commonwealth except by law and in accordance with the provisions of this section.

(1) Debt may be incurred without limit to suppress insurrection, rehabilitate areas affected by man-made or natural disaster, or to implement unissued authority by the electors prior to the adoption of this article.

(2)The Governor, State Treasurer and Auditor General, acting jointly, may (i) issue tax anticipation notes having a maturity within the fiscal year of issue and payable exclusively from revenues received in the same fiscal year, and (ii) incur debt for the purpose of
refunding other debt, if such refunding debt matures within the term of the original debt.

(3) Debt may be incurred without limit for purposes specifically itemized in the law authorizing such debt, if the question whether the debt shall be incurred has been submitted to the electors and approved by a majority of those voting on the question.

(4) Debt may be incurred without the approval of the electors for capital projects specifically itemized in a capital budget if such debt will not cause the amount of all net debt outstanding to exceed one and three-quarters times the average of the annual tax revenues
deposited in the previous five fiscal years as certified by the Auditor General. For the purposes of this subsection, debt outstanding shall not include debt incurred under clauses (1) and (2)(i), or debt incurred under clause (2)(ii) if the original debt would not be so
considered, or debt incurred under subsection (3) unless the General Assembly shall so provide in the law authorizing such debt.

(B)-Each of the above figures used in the calculation of the legal debt margin are abstracted from a certification of the Auditor General dated August 31 of the subsequent fiscal year.
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DEMOGRAPHIC AND ECONOMIC

Employment by Industry

TABLE 14
For the Last Ten Calendar Years

COMMONWEALTH OF PENNSYLVANIA

Employment by nonfarm related industry:
Private earnings:
Goods producing:
Natural resources and mining .............cooeeeveuenee
Construction
Manufacturing
Total goods pr

q

Service providing:
Trade.
Information
Financial activities ...........cccoceveirivcucnniciecienanns
Professional and business services
Education and health services .
Leisure and hospitality .
Other services

Total service provi

Total private earni

Government

Total nonfarm

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
19,400 20,400 20,800 20,300 19,400 19,500 18,800 17,900 18,700 19,600
203,400 213,500 220,800 234,500 247,300 249,900 248,100 245,700 249,200 253,800
864,800 868,800 871,800 862,400 862,300 820,600 758,900 711,600 690,100 681,800
1,087,600 1,102,700 1,113,400 1,117,200 1,129,000 1,090,000 1,025,800 975,200 958,000 955,200
1,058,300 1,073,600 1,084,400 1,109,500 1,136,500 1,129,900 1,119,500 1,114,600 1,119,800 1,124,800
113,700 118,700 123,100 128,700 135,700 135,400 128,200 120,400 112,100 109,300
323,600 322,600 329,800 335,200 338,100 338,300 336,200 337,900 335,700 335,600
510,200 539,000 571,100 594,100 611,200 612,300 604,600 609,400 637,200 656,200
859,900 879,700 897,100 903,500 917,000 939,100 963,400 979,000 997,900 1,028,100
413,100 422,700 429,200 440,300 448,800 454,400 465,200 469,400 475,700 484,500
227,300 232,800 235,200 242,000 249,900 254,800 259,000 259,800 263,400 264,700
3,506,100 3,589,100 3,669,900 3,753,300 3,837,200 3,864,200 3,876,100 3,890,500 3,941,800 4,003,200
4,593,700 4,691,800 4,783,300 4,870,500 4,966,200 4,954,200 4,901,900 4,865,700 4,899,800 4,958,400
712,500 714,600 711,500 715,600 725,100 728,300 738,900 745,600 744,400 745,300
5,306,200 5,406,400 5,494,800 5,586,100 5,691,300 5,682,500 5,640,800 5,611,300 5,644,200 5,703,700

Source: Information provided by the Pennsylvania Department of Labor and Industry.

Notes: Due to statutory requirements (confidentiality provisions), the Commonwealth can not disclose the number employed by the ten largest employers. As an alternative comparison, this schedule presents the number employed by nonfarm related
industries. The ten largest employers are nonfarm related; therefore, the number employed by those employers could be expected to fall within this schedule. Farming related employment is not included on this schedule because most farms are not large
enough to be required to provide the necessary data to the Pennsylvania Department of Labor and Industry.




DEMOGRAPHIC AND ECONOMIC TABLE 15
Population and Per Capita Personal Income For the Last Ten Calendar Years

COMMONWEALTH OF PENNSYLVANIA

Population Personal Income Per Capita
(Expressed in thousands) (Expressed in millions) Personal Income
Pennsylvania
United Pennsylvania United Pennsylvania United percentage
Pennsylvania States as % of U.S.  Pennsylvania States as % of U.S.  Pennsylvania States above/(below) U.S.
Calendar Year
1996 12,220 269,394 4.54% $ 297,494 $ 6,512,485 457%  $ 24,344 $ 24,175 0.70%
1997 12,228 272,647 4.48% 311,507 6,907,332 4.51% 25,475 25,334 0.56%
1998 12,246 275,854 4.44% 330,161 7,415,709 4.45% 26,961 26,883 0.29%
1999 12,264 279,040 4.40% 342,612 7,796,137 4.39% 27,937 27,939 -0.01%
2000 12,286 282,193 4.35% 364,837 8,422,074 4.33% 29,695 29,845 -0.50%
2001 12,296 285,108 4.31% 372,339 8,716,992 4.27% 30,281 30,574 -0.96%
2002 12,324 287,985 4.28% 382,252 8,872,871 4.31% 31,016 30,810 0.67%
2003 12,365 290,850 4.25% 393,737 9,150,908 4.30% 31,843 31,463 1.21%
2004 12,394 293,657 4.22% 413,569 9,717,173 4.26% 33,367 33,090 0.84%
2005 12,430 296,410 4.19% 433,149 10,224,761 4.24% 34,848 34,495 1.02%
Sources: Population data is obtained from the U.S. Census website (http://www.census.gov/popest/states/). Personal income details can be found in Table 5.
Notes: Population data is presented as of July 1 of the calendar year, and personal income data is provided as of the calendar year.
DEMOGRAPHIC AND ECONOMIC TABLE 16
Employment Information For the Last Ten Calendar Years
COMMONWEALTH OF PENNSYLVANIA
(Expressed in Thousands)
Pennsylvania United States
PA rate
Civilian Civilian percentage
Labor Unemployment Labor Unemployment Above/(Below)
Force Employed Unemployed Rate Force Employed Unemployed Rate U.S. Rate
Calendar Year
1996 5,988 5,662 326 5.4 133,943 126,708 7,236 5.4 0.00%
1997 6,086 5,775 311 5.1 136,297 129,558 6,739 49 4.08%
1998 6,068 5,788 281 4.6 137,673 131,463 6,210 45 2.22%
1999 6,078 5,810 268 4.4 139,368 133,488 5,880 42 4.76%
2000 6,086 5,831 255 42 142,583 136,891 5,692 4.0 5.00%
2001 6,168 5,874 293 4.8 143,734 136,933 6,801 4.7 2.13%
2002 6,235 5,886 349 5.6 144,863 136,485 8,378 58 -3.45%
2003 6,189 5,837 352 5.7 146,510 137,736 8,774 6.0 -5.00%
2004 6,249 5,909 341 5.4 147,401 139,252 8,149 5.5 -1.82%
2005 6,292 5,980 312 5.0 149,320 141,730 7,591 5.1 -1.96%

Sources: Employment data was provided by the Pennsylvania Department of Labor and Industry, Center for Workforce Information & Analysis in cooperation with the
United States Department of Labor, Bureau of Labor Statistics.

196
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OPERATING INFORMATION TABLE 17
Commonwealth Employees by Function and Agency For the Last Ten Fiscal Years Ended June 30

COMMONWEALTH OF PENNSYLVANIA

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
Direction and supportive services
Legislative 1,131 2,937 2,751 3,018 3,040 3,095 3,161 3,206 3,268 3,336
Revenue. 2,377 2,385 2,406 2,454 2,519 2,421 2,382 2,272 2,322 2,377
Executive Office: 2,404 2,457 2,508 2,521 2,569 2,611 2,513 1,986 1,962 1,990
General Service: 1,266 1,273 1,249 1,267 1,338 1,319 1,313 1,242 1,255 1,295
Auditor General 800 774 780 793 799 785 770 768 736 740
Treasurer. 525 525 517 551 543 537 524 511 497 534
Other. 541 601 600 556 602 643 361 425 379 376
Total direction and SUppoOrtive Services......oceuereererceserenens 9,044 10,952 10,811 11,160 11,410 11,411 11,024 10,410 10,419 10,648
Protection of persons and property
Corrections. 11,944 12,333 12,831 13,707 14,421 14,612 14,323 14,384 14,826 15,301
State Police 5,296 5,352 5,507 5,564 5,648 5,673 5,705 5,790 6,039 6,191
Liquor Control Board 3,873 3,825 3,860 3,941 4,032 4,146 4205 4,407 4,580 4,772
Environmental Protection 2,953 2,912 2,890 2,965 3,022 3,016 2,938 2,836 2,831 2,890
Judiciary. 1,668 1,740 1,775 1,940 1,962 2,048 2,031 2,100 2,102 2,140
Transportation - - - - - - - 1,208 1,253 1,251
Agriculture 776 805 809 815 903 973 950 997 968 1,032
Probation and Parole Board 841 876 892 917 951 975 966 972 1,001 1,008
Attorney General 867 904 955 971 1,017 990 952 944 886 919
Public Utility Commission 524 515 499 502 509 503 494 467 469 529
Military and Veterans Affair - - - - - - - 459 489 529
Other. 1,085 1,085 1,103 1,110 1,139 1,170 1,310 2,012 2,025 2,106
Total protection of persons and property... 29,827 30,347 31,121 32,432 33,604 34,106 33,874 36,576 37,469 38,668
Public education
Education 1,180 1,219 1,230 861 908 873 852 624 672 674
Other. 21 20 20 19 22 21 20 20 18 18
Total public education 1,201 1,239 1,250 880 930 894 872 644 690 692
Health and human services
Public Welfare 24,122 23,475 22,322 21,575 21,480 21,115 20,189 19,773 19,769 19,655
Labor and Industry 5,958 5,815 5,585 5,480 5,557 5,841 5,821 4,431 4,370 4,462
Military and Veterans Affair: 1,635 1,827 1,868 1,964 2,053 2,106 2,262 1,939 2,015 2,060
Health 1,293 1,242 1,258 1,305 1,347 1,399 1,444 1,404 1,429 1,524
Other. 100 100 103 101 107 108 104 99 109 112
Total health and human Services......ooeuveueerereereseeesserersesenne 33,108 32,459 31,136 30,425 30,544 30,569 29,820 27,646 27,692 27,813
Economic development
Labor and Industry. - - - - - - - 923 911 960
Community and Economic Development.............ccccueeeuennnnes 289 299 313 322 325 327 296 298 324 336
Total ic develop t. 289 299 313 322 325 327 296 1,221 1,235 1,296
Transportation
Transportation 12,165 12,195 12,094 12,302 12,360 12,393 12,086 10,645 10,578 10,810
Total transportation 12,165 12,195 12,094 12,302 12,360 12,393 12,086 10,645 10,578 10,810
Recreation and cultural enrichment
Conservation and Natural RESOUICES.........c.vvreiurueverreririreenenns 2,597 2,674 2,690 2,742 2,775 2,768 2,707 2,632 2,608 2,639
Game Commission 679 679 692 747 810 769 754 758 734 732
Fish and Boat Commission 530 530 521 522 537 514 468 482 492 497
Historical and Museum COmmission.............cccccuveuvicuriennane 433 438 462 480 494 504 503 488 444 435
Other. 19 20 20 20 20 20 20 116 111 114
Total recreation and cultural enrichment.. 4,258 4,341 4,385 4,511 4,636 4,575 4,452 4,476 4,389 4,417
Total Commonwealth Employ 89.892 91,832 91,110 92,032 93.809 94275 92,424 91,618 92,472 94.344

Source: Employees for the Legislature, Judiciary, Auditor General, Treasury and Attorney General were provided by the individual agency. All other agencies fall within the Governor's jurisdiction and were provided by the Office of
Administration.

Notes: Beginning with the 2004 fiscal year, employee data was available both by function and agency and is shown appropriately in the table. For the fiscal years prior to 2004 employee data was only available by agency. For purposes of
this table, the complement for fiscal years 1997 through 2003 is reported by function based on the agency's most prevalent functional activity.
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OPERATING INFORMATION
Operating Indicators by Function and Agency

TABLE 18

For the Last Ten Fiscal Years Ended June 30

COMMONWEALTH OF PENNSYLVANIA

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 (9)
GOVERNMENTAL ACTIVITIES
Direction and supportive services:
Executive Offices
Contact hours of briefings/training for Human Resource professionals/others.... N/A N/A N/A N/A N/A N/A N/A N/A 14,778 18,000
Treasury
Disbursements - check: N/A N/A 6,400,000 6,317,110 8,454,206 5,831,568 6,012,497 5,217,339 5,000,249 4,078,226
Disbursements - wire N/A N/A 3,300,000 3,628,047 3,947,535 4,269,328 4,571,640 5,355,924 6,047,788 5,967,512
Total disbursement 9,820,764 10,006,950 9,700,000 9,945,157 12,401,741 10,100,896 10,584,137 10,573,263 11,048,037 10,045,738
Legislature
General and appropriation acts (1) N/A 320 N/A 291 N/A 433 N/A 385 N/A 136
House/Senate bills introduced (1). N/A 4,571 N/A 4,481 N/A 4,613 N/A 4,242 N/A 3,358
Protection of persons and property:
Corrections
Inmates (2) 34,739 34,964 36,377 36,384 36,810 37,995 40,090 40,817 40,965 42,446
Inmates enrolled in academic ed 1 programs (2) 8,613 8,884 9,190 9,162 10,357 10,600 11,286 11,749 11,680 13,457
Environmental Protection
Inspections completed N/A N/A N/A N/A N/A N/A N/A 100,042 104,237 100,532
Revenue
Total - electronic. N/A N/A N/A N/A N/A N/A N/A 2,272,861 2,520,663 2,450,000
Total - paper. N/A N/A N/A N/A N/A N/A N/A 3,494,305 3,288,166 3,450,000
Total personal income tax returns p d 5,740,593 5,797,000 5,704,755 5,707,558 5,895,045 5,901,402 5,862,231 5,767,166 5,808,829 5,900,000
State Police
Traffic citations issued 440,007 461,998 486,104 449,430 484,749 503,352 484,602 438,328 451,160 462,552
Criminal arrests for crimes against persons or property (3) 11,105 11,946 12,440 11,534 12,288 12,600 12,122 12,030 13,024 12,743
Background Checks:
Firearms checks d d for the purcl of a firearm. N/A N/A N/A N/A N/A N/A N/A 10,406 514,287 540,894
Criminal history checks for employment purpoSes.............o....oeevvervveerrisesreenns N/A N/A N/A N/A N/A N/A N/A 964,507 1,074,325 1,089,527
Judiciary
Caseload (cases filed/reopened/appeals) (2). 3,174,591 3,465,108 3,726,054 3,581,305 3,709,824 3,813,843 3,789,239 3,598,042 3,790,068 3,768,706
Public education:
Education
PreK-12 EDUCATION (BASIC EDUCATION):
Public school enrollment (preK-12) (4). 1,804,256 1,815,151 1,816,566 1,816,716 1,814,311 1,821,627 1,816,747 1,821,146 1,828,089 1,817,380
HIGHER EDUCATION:
Full-Time Equivalent Enrollments at State-Supported Institutions of Higher Education:
State System of Higher Education 86,044 87,286 88,160 89,010 89,924 93,520 96,235 95,523 98,657 99,667
C ity College: 63,735 63,913 64,808 64,394 67,030 75,088 80,874 86,935 88,494 91,236
State-Related Universitie 124,757 127,822 128,967 130,805 133,200 136,581 140,375 140,806 140,697 140,825
Non-State Related Universities and College: 33232 33,608 35,034 36,626 38,199 39,399 39,741 41,678 43,106 43,823
Health and human services:
Aging
Comprehensive PACE/PACENET Program:
Older Pennsylvanians enrolled (average) 272,867 266,787 251,314 240,298 232,372 230,949 223,119 242,755 290,482 296,440
Total prescriptions per year. 8,887,148 8,989,455 9,140,390 9,530,401 9,744,249 10,228,661 10,672,686 10,888,090 12,794,090 13,402,729
Health
Surveys completed in a timely manner by facility type:
Hospitals within 24 months N/A N/A N/A N/A N/A N/A 115 115 115 115
Nursing homes surveys completed within 15 months............ccc.coervvrerivenrieennins N/A N/A N/A N/A N/A N/A 744 735 736 740
Intermediate care facilities/MR within 12 month N/A N/A N/A N/A N/A N/A 186 186 194 214
Home health ies within 12 month: N/A N/A N/A N/A N/A N/A 364 364 364 364
Vital events (births, deaths, fetal deaths) regi dand p d(5) 388,470 393,500 390,367 397,495 390,134 328,033 272,860 274,664 273,432 273,800
Total number of encounters by State Health Care Centers..............coo.vrervvenreennns N/A N/A N/A N/A N/A N/A N/A N/A N/A 402,114
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OPERATING INFORMATION
Operating Indicators by Function and Agency

TABLE 18
For the Last Ten Fiscal Years Ended June 30

COMMONWEALTH OF PENNSYLVANIA

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 (9)
Public Welfare
Persons participating in Medical Assistance (monthly average)................cco....... 1,532,072 1,457,151 1,419,562 1,409,095 1,433,228 1,476,708 1,533,024 1,621,901 1,747,615 1,839,540
Persons receiving cash assistance (monthly average) 527,567 417,976 333,740 272,990 242,214 229,660 225,396 250,581 278,474 284,378
Children participating in subsidized child care (und N/A N/A N/A N/A N/A N/A 182,102 185,971 195,211 204,217
Total persons provided mental health services (6). 204,929 203,089 204,076 200,732 203,812 207,269 202,460 208,345 398,590 412,725
Persons receiving Mental Retardation services during fiscal year (7).........c.cc...... 68,926 71,575 73,900 74,000 76,988 82,220 85,000 89,985 72,538 73,486
Economic development:
C ity and E ic D
Jobs pledged to be created in Business and Technology Development N/A N/A N/A N/A N/A N/A N/A 63,870 78,500 69,473
Jobs retained in Busi and Technol. Devel N/A N/A N/A N/A N/A N/A N/A 54,209 108,864 64,905
Total Jobs created/retained in Business and Technology Development (8).......... 139,481 139,372 150,969 185,520 249,876 N/A N/A N/A N/A N/A
Businesses Assisted in Business and Technology Development. 2,479 2,560 2,451 2,662 2,739 8,243 9,113 22,305 19,781 19,773
Local Governments assisted. 326 573 664 675 420 475 594 766 711 680
Persons participating in Community Services Block Grant. 546,575 633,991 330,000 244,844 243,497 272,983 270,006 324,436 339,564 275,000
Labor and Industry
Total public health and safety inspections performed............oo..oovvverrverrrreeniinnns 129,787 139,321 131,215 131,365 135,590 135,567 134,352 122,584 117,056 107,000
Total Vocational Rehabilitation Caseload 68,996 68,808 74,999 78,138 77,622 81,391 83,696 82,262 86,814 85,681
Transportation:
Transportation
Miles of State maintained higt 40,327 40,244 40,162 40,101 40,051 39,935 39,906 39,893 39,890 39,880
Passengers carried by State-assisted operators (millions annually).................... 292.7 284.4 2825 293.7 310.1 301.8 301.9 303.5 310.0 313.3
Safety and Emissions inspection: 11,780,000 12,340,200 12,657,225 12,641,070 13,603,449 13,589,000 13,617,103 15,000,000 17,100,000 17,300,000
Registrations:
Registrations-Total New and Renewed 9,511,311 9,990,000 9,921,000 10,015,000 10,052,000 9,825,000 10,099,000 9,978,000 10,017,000 10,036,000
Licensed drivers-Total New and Renewed 2,196,998 2,337,300 2,259,500 2,284,900 2,320,900 2,130,859 2,302,100 2,476,213 2,377,057 2,400,000
Recreation and cultural enrichment:
Conservation and Natural Resources
State park attendance (visitor days per calendar year).............cooo...ccoorrvvverrenrnenees 37,000,000 36,400,000 34,700,000 36,712,000 36,438,000 36,627,000 36,031,000 34,692,000 35,095,476 35,270,953
Fish and Boat Commission
Fishing licenses sold. 974,179 995,659 978,925 934,723 953,032 935,845 907,313 909,053 834,877 836,000
Game Commission
Hunting licenses sold. 1,088,733 1,063,366 961,662 1,033,315 1,038,846 1,047,820 1,017,154 1,018,248 1,007,613 987,000
Historical and Museum Commission
Records maintained by the State Records Center., N/A N/A N/A N/A N/A N/A N/A 709,821 726,747 747,747
Annual visits to commission historical sites and museums (in thousand: 1,591 1377 1,244 1,273 1,295 1,406 1,517 1,528 1,477 1,516
BUSINESS-TYPE ACTIVITIES
Labor and Industry
Number of new unemployment compensation claims. 1,218,496 1,101,409 1,138,641 1,036,558 983,951 1,309,511 1,314,267 1,341,118 1,177,499 1,148,256

Sources: Governor's Office of the Budget, comptroller offices, various agencies

Notes:

(1) Legislation acts and bills are presented per the Legislature's two-year session. Amounts presented for the 2005-2006 session are not final, since that session has yet to be completed.
(2) Amounts are presented as of December 31.

(3) Arrests per 100,000 population in State Police jurisdiction areas.

(4) PreK enrollment is not included through the 2003 fiscal year.

(5) The decrease in Vital Events from 2001 to 2002 is due to Act 82 of 2001, which elimi d some requi: for the p of marriage and divorce records.

(6) Beginning with the 2005 fiscal year, this amount was revised to include individuals receiving services from community mental health funds, Medical Assistance expenditures, and BHSI funds.
(7) Beginning with the 2005 fiscal year, this amount was revised to remove those receiving Early Intervention services.

(8) Beginning with the 2002 fiscal year, this category was reevaluated and then no longer measured in its current form. Subsequent years are then marked with N/A.

(9) For the 2006 fiscal year, a majority of the indicators presented are estimates.
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OPERATING INFORMATION
Capital Asset Information by Function and Agency

TABLE 19
For the Last Ten Fiscal Years Ended June 30

COMMONWEALTH OF PENNSYLVANIA

Direction and Supportive Services
Department of General Services
Number of buildings (1)

Total pieces of machinery and equipment (2),

Active construction project

Protection of persons and property
Department of Corrections

State Correctional Institutions (3).

State Police
Patrol vehicle:

Police stations and/or troop headquarters (3)

Department of Military and Veterans Affairs
Number of armorie:

Public education
State System of Higher Education (SSHE)-Component Unit (4)
Number of SSHE universities using Commonwealth owned buildings and land.
Health and human services
Department of Public Welfare

Total number of hospital or treatment center complexes (1)(3)......ccccevevvenvunnunnns

Transportation
Department of Transportation

Total pieces of equipment.
Total lane miles of highways (state or locally maintained)

Recreational and cultural enrichment
Department of Conservation and Natural Resources

Acres of land in state parks and forests (in millions).

Game Commission
Acres of game lands (in millions)

Fish Commission
Public boat launche:

Total number of fish hatcherie:

Historical and Museum Commission
Museums and historic site

Economic Development
Department of Labor and Industry
Square footage of rehabilitation centers owned by the Commonwealth.

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
32 32 33 33 33 33 36 36 36 85
N/A 56 58 71 80 48 164 137 137 137
12 12 14 13 15 15 15 16 17 18
24 24 25 25 25 26 26 26 27 26
1,803 1,848 1,914 2,009 2,199 2,215 2,207 2,188 2,282 2,316
19 20 20 20 20 20 20 21 23 23
105 105 96 96 97 97 97 96 117 117
14 14 14 14 14 14 14 14 14 14
26 26 25 23 22 22 22 22 21 19
N/A N/A N/A N/A 25,211 20,434 21,281 21,256 20,858 20,434
113,349 115,308 115,467 115,677 115,939 116,282 116,570 115,402 116,055 116,290
24 2.4 2.4 24 2.4 24 24 24 24 2.4
1.3 1.3 1.36 1.36 1.36 1.41 1.41 1.4 1.4 1.4
N/A N/A N/A N/A N/A N/A N/A N/A N/A 178
15 15 15 15 15 15 15 15 15 15
28 28 28 28 26 26 26 26 26 25
444,035 444,035 444,035 444,035 444,035 444,035 444,035 444,035 444,035 444,035

Notes:

buildings).

Sources: Governor's Office of the Budget, Comptroller Offices and various agencies.

(2)-Beginning with the 2003 fiscal year, the reported machinery and equipment includes assets that were depreciated in full.

(3)-State Correctional Institutions, police station/troop headquarters and hospital/treatment center complexes include nondepreciable capital assets (i.e. land) and depreciable assets (i.e. machinery and equipment, buildings, improvements, etc.).

(4)-The State System of Higher Education (SSHE) is a discretely presented component unit. However, each of its universities uses land, buildings, and improvements which were purchased by the Commonwealth and are still reported as governmental activities capital assets
in the Commonwealth's Statement of Net Assets. See Note A in the Notes to the Financial Statements for a detailed description of this relationship.

(1)-Beginning with the 2006 fiscal year, the control of the Harrisburg State Hospital was transferred from the Department of Public Welfare (reducing the reported number of hospital complexes) to the Department of General Services (increasing the reported number of
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