


- THIS PAGE INTENTIONALLY LEFT BLANK -



Commonwealth of Pennsylvania

Comprehensive Annual Financial Report
For the Fiscal Year Ended June 30, 2014

Tom Corbett, Governor

Prepared By:

Charles B. Zogby, Secretary
Office of the Budget

Peter J. Tartline, Executive Deputy Secretary
Office of the Budget

Anna Maria Kiehl, CPA
Chief Accounting Officer

This document is available on the Office of the Budget homepage on the World Wide Web at:
www.budget.state.pa.us. On our website, click on “Financial Reports” for access to the current and previous reports.




Commonwealth of Pennsylvania
Comprehensive Annual Financial Report
For the Fiscal Year Ended June 30, 2014

TABLE OF CONTENTS
Page
INTRODUCTORY SECTION
LS - To = ST R RPN 1
TADIE OF CONTENTS ...ttt b bbbt bbb e e e s b e se e e b e s ke sbeebe e sebesbesbesbesbeabens 2
LEtter OF TFANSMITLAL.........ciiiicei ettt bt n et ne st nes 5
Commonwealth of Pennsylvania Organization Chart..............ccoeieierieieneine e 9
Office of the Budget-Office of Comptroller Operations Organization Chart..........c.ccocevicerniiencieneen, 10
PrINCIPAI LEAARISNIP. .. ettt bbbttt b s et n et ne st nes 11
Certificate Of ACNIEBVEMENT.......ccv i ettt e e e e s e ntenteeneereeneens 12
FINANCIAL SECTION
REPORT OF INDEPENDENT AUDITORS .....ooiuiiitiiieiiti ettt sttt be ettt st aebesaerasnesnereane e 14
MANAGEMENT’S DISCUSSION AND ANALYSIS ..ottt sttt 19
BASIC FINANCIAL STATEMENTS:
Government-Wide Financial Statements:
StatemeNnt Of NET POSITION......cciiieie ettt re e s ebesbesneeneenes 44
STATEIMENT OF ACTIVITIES. ... eeeie i etiie ettt ettt e ettt e e ettt e e ettt e e e e bt e e e s ebe e e e s b beeesbaeeessbbeeessbebbasesasaneesrraneas 46
Fund Financial Statements:
Balance Sheet-GovernmeENntal FUNUS............ooiiiiiiiii ettt e 48
Reconciliation of the Balance Sheet-Governmental Funds to the Statement of Net Position .............. 49
Statement of Revenues, Expenditures and Changes in Fund Balances-Governmental Funds .............. 50
Reconciliation of the Statement of Revenues, Expenditures, and Changes in Fund Balances-

Governmental Funds to the Statement Of ACHIVITIES...........ccooiiiiiiiieee e 51
Statement of Net PoSition-Proprietary FUNGS............coiiiiiiiicee e e 52
Statement of Revenues, Expenses and Changes in Net Position-Proprietary Funds............ccccoccoeneenee. 54
Statement of Cash FIOWS-Proprietary FUNGS. ... e 56
Statement of Fiduciary Net Position-Fiduciary FUNS...........ccccceiiieiiieccecce e 58
Statement of Changes in Fiduciary Net Position-Fiduciary FUNAS ..........ccccoveviniieiiie e 59
Statement of Net Position-Discretely Presented Component UNitS..........cccovevveverennnieseseeneeriesieseenn 60
Statement of Activities-Discretely Presented COmponent UNItS...........coeviiriiiiniinineneecsees 62

Notes to FINANCIAl STAEMENTS. .......couiiiiiieiee e ettt sne s 63
REQUIRED SUPPLEMENTARY INFORMATION:
Schedules of Funding Progress and Employer CONtribUtioNS ............ccoiiiieiiniiecc e 158
Budgetary Comparison Schedule-Budgeted Major Funds-General FUNd .........c.ccccoceveveveiniesneeenen, 159
Budgetary Comparison Schedule-Budgeted Major Funds-Special Revenue Fund-Motor License ....... 160
Notes to Required Supplementary INFOrMAation ..ot 161
COMBINING FINANCIAL STATEMENTS (including Nonmajor Budgetary Comparison Schedules):
Governmental Funds-Combining Financial Statements:
Combining Balance Sheet-Nonmajor Governmental FUNAS ..........cccooovieeieiecieciescsc e 166
Combining Statement of Revenues, Expenditures and Changes in Fund Balances-
NonmMajor GOVErNMENTAl FUNUS..........ciiieieiese ettt sresre s sreeneeneas 167
Special Revenue Funds-Combining Financial Statements (including Nonmajor Budgetary

Comparison Schedules):

Special Revenue Funds-Description-Nonmajor FUNGS ..o 170
Commonwealth of Pennsylvania 2 Governor's Office of the Budget

WWW.pa.gov www.budget.state.pa.us



Combining Balance Sheet-Nonmajor Governmental Funds-Special Revenue Funds ............cccccoeeeenee. 171
Combining Statement of Revenues, Expenditures and Changes in Fund Balances-
Nonmajor Governmental Funds-Special Revenue FUNGS............ccooiiieriineniineesee e 172

Budgetary Comparison Schedule-Budgeted Nonmajor Funds-Special Revenue Fund-

2 T2V o 1 g T 173
Budgetary Comparison Schedule-Budgeted Nonmajor Funds-Special Revenue Fund-

IVIITK IMBITKETING ..t ettt bbb 174
Budgetary Comparison Schedule-Budgeted Nonmajor Funds-Special Revenue Fund-

Workers’ Compensation AdMINISTraLION ..........cuiiiiiiiiieee e e 175

Debt Service Funds-Combining Financial Statements:

Debt Service Funds-Description-NONMajor FUNGS...........cccviiiiiieicse e 178
Combining Balance Sheet-Nonmajor Governmental Funds-Debt Service FUNAS .........cccccevevereiennnnne. 179
Combining Statement of Revenues, Expenditures and Changes in Fund Balances-

Nonmajor Governmental FuNds-Debt SErvice FUNAS...........ocoiiiiiiiiiiicie e 180

Capital Projects Funds-Combining Financial Statements:

Capital Projects Funds-Description-Nonmajor FUNGS ..o 182
Combining Balance Sheet-Nonmajor Governmental Funds-Capital Projects Funds............cccccccceenuenee. 183
Combining Statement of Revenues, Expenditures and Changes in Fund Balances-

Nonmajor Governmental Funds-Capital Projects FUNAS..........ccccoiviieieiirc e 184

Proprietary Funds-Combining Financial Statements-Enterprise Funds:

Enterprise Funds-Description-NONMAJOr FUNTS. ..........couiiiiiiiiiieieeste s 186
Combining Statement of Net Position-Nonmajor Proprietary Funds-Enterprise FUNdS............c.cccveee. 188
Combining Statement of Revenues, Expenses and Changes in Net Position-

Nonmajor Proprietary FUNAS-ENterprise FUNGS ...........cooiiiiiiiiiiiee e 190
Combining Statement of Cash Flows-Nonmajor Proprietary Funds-Enterprise Funds..............cc.co.v..... 192

Proprietary Funds-Combining Financial Statements-Internal Service Funds:

Internal Service FUNAS-DESCIIPLION .......cviiiiciecctcse st sttt sae e aneereene e 196
Combining Statement of Net Position-Nonmajor Proprietary Funds-Internal Service Funds ............... 197
Combining Statement of Revenues, Expenses and Changes in Net Position-

Nonmajor Proprietary Funds-Internal SErvice FUNS...........couiiiiiiiriiiniieesceese s 198
Combining Statement of Cash Flows-Nonmajor Proprietary Funds-Internal Service Funds ................. 199

Fiduciary Funds-Combining Financial Statements-Pension (and Other Employee Benefit) Trust Funds:

Pension (and Other Employee Benefit) Trust FUNAS-DESCHPLION .......ccccvevevieieiiii e 202

Combining Statement of Fiduciary Net Position-Pension (and Other Employee Benefit) Trust Funds. 203

Combining Statement of Changes in Fiduciary Net Position-

Pension (and Other Employee BEnefit) TrUSt FUNGS ..o 204

Fiduciary Funds-Combining Financial Statements-Agency Funds:

AGENCY FUNAS-DESCIIPLION ...viiviviiiiieiieiiieiesteie ettt bttt et e ne bt rennns 206

Combining Statement of Fiduciary Assets and Liabilities-Agency FUNAS ...........cccooeiiriniiininieieiee, 207

Combining Statement of Changes in Fiduciary Assets and Liabilities-Agency Funds..........c.cccoccevevnenne. 208
Discretely Presented Component Units:

Nonmajor Discretely Presented Component Units-DeSCription ...........ccoeovereinenninensenese e, 214

Combining Statement of Net Position-Nonmajor Discretely Presented Component Units................... 216

Combining Statement of Activities-Nonmajor Discretely Presented Component Units..............cccc...... 218

Commonwealth of Pennsylvania 3 Governor's Office of the Budget

WWW.pa.gov www.budget.state.pa.us



STATISTICAL SECTION

Statistical Section Table Of CONTENTS ... 222
Table 1-Net Position by COMPONENT..........ccviieiiiiie et ettt e e esaesne s ereareanens 224
Table 2-Changes iN NET POSITION ........cviiiiie bbb et 226
Table 3-Governmental Fund Type FUNG BAIANCES ..........couiiiiiiiiiiriceie e 228
Table 4-Revenues by Source and Expenditures by Function-All Governmental Fund Types .................... 230
Table 5-Personal Income Tax-Personal Income by INAUSTIY.........ccooviiiiiiieniieee e 231
Table 6-Personal Income Tax-Personal Income Tax Filers and Liability by Income Level..............c.cccc... 232
Table 7-Sales Tax-Estimated Taxable Sales by Industry Classification of the Vendor ............cccccoceciene 233
Table 8-Sales Tax-Sales Tax Remittances by Major Industry Classification ..............cccoceveveieiienieieseennn, 234
Table 9-Corporate Tax-Corporate NEt INCOME TAX.....uiiiriieieririeiaie ettt snenea 235
Table 10-Corporate Tax-Capital Stock/FOreign FranChiSe TaX........cccvvvierrrereeierienesesesiesessesreeseeeeneens 236
Table 11-Outstanding Debt and Outstanding DEDt RALIOS ...........cuiveriiireineneiee e 237
Table 12-Ratios of General Obligation Bonded Debt OutStanding...........cccvvierriniiieneiesese e 238
Table 13-Computation of Legal DEDT MArgin .........ccoviiiiiiiiiiereei e e e 239
Table 14-Employment by Nonfarm Related INAUSTIY ..o 240
Table 15-Population and Per Capita PErsonal INCOME ..........ccoeiiiirieiienieise et 241
Table 16-Employment INFOrMETION ........cvoiiiiie ettt n e en s 241
Table 17-Commonwealth Employees by FUNction and AGENCY........cccoveveviieieiieice e 242
Table 18-Operating Indicators by FUNCLION aNd AJENCY........oiviiiiiiiieiie e 244
Table 19-Capital Asset Information by FUNCEION aNd AQENCY .........coveierinieieinesee e 246
Commonwealth of Pennsylvania 4 Governor's Office of the Budget

WWW.pa.gov www.budget.state.pa.us



COMMONWEALTH OF PENNSYLVANIA
GOVERNOR’S OFFICE
HARRISBURG

CHARLES B. ZOGBY
SECRETARY
OFFICE OF THE BUDGET

December 19, 2014

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, 2014. The Office of the Budget, Office of Comptroller Operations, prepared this
report, which includes the Basic Financial Statements, 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 Basic Financial Statements 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 and that they are presented in a manner designed to fairly report the Commonwealth’s financial
position, results of operations, and changes in net position/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. 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, there is reasonable, but not absolute,
assurance as to the effectiveness of the internal control system.

The Commonwealth’s June 30, 2014 Basic Financial Statements have been jointly audited by the Department of the Auditor
General and KPMG LLP, an independent public accounting firm. The independent auditors’” unmodified 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 that is included in the Basic Financial Statements.

Management’s Discussion and Analysis (MD&A), which precedes the June 30, 2014 Basic Financial Statements, provides an
overview of the Commonwealth’s financial position and activities thus helping readers to understand the basic financial
statements. This section immediately follows the auditors’ opinion. In addition to the MD&A and Basic Financial
Statements, this CAFR includes: budgetary comparison schedules; combining fund financial statements; other supporting
schedules; narrative information describing individual funds; and statistical tables presenting financial trends, revenue
capacity, debt capacity, demographic and economic information, and operating information as reported over the last ten
fiscal years.

PROFILE OF THE GOVERNMENT

Pennsylvania, also known as the Keystone State, is one of only four Commonwealths in the United States. Pennsylvania
earns the title of Commonwealth as a result of its organization by the common consent of the people during colonial times.
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The Commonwealth of Pennsylvania provides a wide range of services to enhance the quality of life for its 12.8 million
citizens. The Commonwealth divides these essential services into seven broad program categories, consisting of direction
and supportive services, protection of persons and property, health and human services, public education, economic
development, transportation, and recreation and cultural enrichment. This programmatic approach enables Pennsylvania
to effectively serve its citizens.

The Commonwealth of Pennsylvania, aside from the defined primary state government, is also accountable for a number of
legally-separate component unit organizations. The major discretely presented component units in Pennsylvania include
the Pennsylvania Turnpike Commission, the Pennsylvania Housing Finance Agency, the Pennsylvania Higher Education
Assistance Agency, the Pennsylvania Infrastructure Investment Authority, and the State System of Higher Education.
Although the Commonwealth does not directly control or operate these component unit organizations, it is still accountable
for them, and therefore includes them in the Commonwealth’s financial reporting entity and reports them separately
within its government-wide financial statements. The Commonwealth of Pennsylvania also accounts for two additional
component unit organizations, the Commonwealth Financing Authority and the Philadelphia Regional Port Authority. These
organizations function as an integral part of the Commonwealth’s primary government, therefore, their financial
information is “blended” into the Commonwealth’s primary government financial information.

Pennsylvania government has three distinct branches: the legislative branch, the judicial branch, and the executive branch.
The legislative branch, comprised of the Senate and House of Representatives, develops and passes the Commonwealth’s
laws. The judicial branch, made up of the Pennsylvania Supreme Court as well as other specialized courts, serves the
Commonwealth by interpreting the laws put in place by the legislative branch. The executive branch, consisting of the
elected Governor, Auditor General, Attorney General, State Treasurer, and other appointed entities, works to enforce the
laws established by the legislative branch. With these three branches of the Pennsylvania state government, an effective
system of checks and balances is created. The Commonwealth’s principal leadership and organization charts at June 30,
2014 are incorporated immediately following this letter.

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, 2014. 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
91 percent of the non-Federal General Fund budgetary basis revenues.

BUDGET ADOPTION AND LEGAL COMPLIANCE
BUDGETARY COMPARISON SCHEDULE

A discussion of the Commonwealth’s annual budget process is included as Required Supplementary Information (RSI)
immediately following the Notes to the Financial Statements. The legally adopted budget provides statutory control over
spending. Under Commonwealth law, expenditures cannot exceed amounts appropriated. Budgetary control is exercised
by specific, line-item appropriations. The Budgetary Comparison Schedule, included as RSI, provides original budget, final
budget and actual budgetary results for the fiscal year ended June 30, 2014.

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

The following table shows the General Fund’s year-end unreserved/undesignated balance and increases or decreases on a
budgetary basis at the end of the five most recent fiscal years (amounts in millions):
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General Fund-Budgetary Basis
Unreserved/Undesignated Balance
Increase/(Decrease) Last Five Fiscal Years at June 30

Fiscal Year Balance/(Deficit) Increase/(Decrease)
2014 S 81 S (466)
2013 (revised) 547 (126)
2012 (revised) 673 (420)
2011 (revised) 1,093 1,387
2010 (revised) (294) 1,732

During the fiscal year ended June 30, 2014, General Fund total expenditures and other uses exceeded General Fund
revenues, other sources, and a prior year surplus, at June 30, 2014, the Commonwealth reported an
unreserved/undesignated fund balance (budgetary basis) in the General Fund. The budgetary basis results for the fiscal
year ended June 30, 2014 include revenue collections totaling $51,377, less appropriation authorizations totaling $52,270,
plus other net financing sources totaling $427. Included in the $52,270 appropriation authorizations are $173 of state
supplemental appropriations and $219 in Federal supplemental appropriations authorized during the fiscal year ended June
30, 2014 (amounts in millions).

ECONOMIC CONDITION

Pennsylvania benefits from a highly diversified economy with a mix of industries, and no one single employment sector
dominates. Since the turbulent diversification of the Pennsylvania economy during the 1970’s and 1980’s, Pennsylvania has
a much more stable economy which tends to track the national economy but with less volatility. During periods of national
economic contraction, Pennsylvania often will outperform the U.S. in areas such as growth in real gross state product, real
personal income and employment. Pennsylvania’s unemployment rate generally trends below the U.S. rate, and per capita
income levels in the Commonwealth exceed national levels. However, during periods of economic expansion, Pennsylvania
will often lag behind the rate of growth in the national economy.

Because of the diversification of its economy, Pennsylvania’s unemployment rate has traditionally trended at or below the
national average. At its peak during the Great Recession, Pennsylvania’s unemployment rate rose to 9.3% in July 2010 and
the national unemployment rate topped out at 10.1% in October 2010. Since that time, Pennsylvania’s unemployment rate
has been declining, and is expected to steadily improve during 2014 and 2015, as indicated by a reduction to a six-year low
rate of 5.4% in October 2014.

Pennsylvania's economy is expected to add jobs at a 1.3 percent average annual rate between 2013 and 2018. Pennsylvania
will benefit from the continued development of the Marcellus shale natural gas deposit which will provide jobs in the
mining industry. The state may also attract jobs in industries that can benefit from the increase in natural gas supplies,
either for low-cost energy or for inputs into chemical products.

In addition, the construction sector will provide a boost to overall employment over the next five years, especially from
2014 on as the housing recovery hits full stride. The construction sector will also benefit from renewed growth in natural
gas drilling in response to moderately higher prices. Further aiding the construction industry, the November 2013 passage
of the Pennsylvania transportation funding plan will result in an additional annual investment of $2.3 billion for the
Commonwealth’s roads, bridges, transit and multimodal transportation systems by its fifth year of implementation. This
investment will create approximately 50,000 new jobs in construction and related fields.

LONG TERM FINANCIAL PLANNING

Each year, the Governor’s Executive Budget includes estimates of total revenues, available balances carried forward and
expenditures for all Commonwealth funds for one budget year and four subsequent fiscal years. These multi-year
projections illustrate expected revenue and spending changes, which inform the state’s policy makers about the status of
the Commonwealth’s budget. Based on the enacted budget for the 2014-2015 fiscal year, the Commonwealth expects to

Commonwealth of Pennsylvania 7 Governor's Office of the Budget
WWW.pa.gov www.budget.state.pa.us



receive General Fund revenues and transfers of $29,036 million and to spend $29,026 million from the Commonwealth’s
General Fund. The following chart presents a five year summary of projected revenue and expenditures for the General
Fund.

GENERAL FUND
(Amounts in thousands)

Enacted Budget

2014-15 2015-16 2016-17 2017-18 2018-19
Beginning BalanCe..........cccceuvuuuuuuiiiiiiiieiiiiieeeserrennennnnns S 80,631 S 7,189 S 14,548 S 15,050 S 20,043
ReVENUES.......iiiiiiiiiiii 30,180,555 31,563,300 32,415,800 33,533,700 34,674,100
AGUSEMENES. ettt ettt e ee e eee e (1,225,000) (1,355,000) (1,410,000) (1,465,000) (1,500,000)
Funds Available..........cooouiiiiiiiiiiiiii e 29,036,186 30,215,489 31,020,348 32,083,750 33,194,143
Total State Expenditure... (29,026,601) (30,196,092)  (31,000,281) (32,057,026) (33,162,767)
Preliminary BalanCe........ovvivviieiiiiie e 9,585 19,397 20,067 26,724 31,376
Less transfer to Budget Stabilization Reserve Fund (2,396) (4,849) (5,017) (6,681) (7,844)
ENAiNG BalanCe.......uvvvvviiiiiiiiieiieieieeieeeeeeeeeeeeee e S 7,189 S 14,548 S 15,050 S 20,043 S 23,532

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 CAFR as of
and for the fiscal year ended June 30, 2013. This represents the twenty-eighth 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 CAFR,
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 CAFR of the
Commonwealth of Pennsylvania as of and for the fiscal year ended June 30, 2014 conforms to the GFOA’s award criteria.

ACKNOWLEDGMENTS

We wish to express our appreciation to the staff of the Office of the Budget, Office of Comptroller Operations and
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.

Sincerely,
% Cna WMania Kookl
i .
Charles B. Zogby Peter J. Tartline Anna Maria Kiehl, CPA
Secretary Executive Deputy Secretary Chief Accounting Officer
Office of the Budget Office of the Budget Office of the Budget
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The Henorable Tom Corbett

audit 100 percent of the total assets and 95 percent of the total additions of the Pension
and Other Employee Benefit Trust Funds and 100 percent of the total assets and 100
percent of the total additions of the Investment and Private Purpose Trust Funds, which,
in total, comprise 85 percent of total assets and 70 percent of total additions/revenues of
the aggregate remaining fund information. The financial statements of the Philadelphia
Regional Port Authority, the State Stores Fund, the Tuition Payment IFund, the
Commonwealth Financing Authority, the discretely presented component units, and the
Pension and Other Employee Benefit, the Investment, and the Privaie Purpose Trust
Funds were audited by other auditors, including KPMG LLP and the Department of the
Auditor General acting separately, whose reports thereon have been furnished to us, and
our opinions, insofar as they relate to the amounts included for the Philadelphia Regional
Port Authority, the State Stores Fund, the Tuition Payment Fund, the Commonwealth
Financing Authority, the discretely presented component units, and the Pension and
Other Employee Benefit, the Investment, and the Private Purpose Trust Funds, are based
solely on the reports of the other auditors. We conducted our audit in accordance with
auditing standards generally accepted in the United States of America. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether
the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditors’
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the Commonwealth’s preparation and fair
presentation of the financial statements in order to design 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. Accordingly, we express no such
opinion. An audit also includes evaluating the appropriateness of accounting policies
used and the reasonableness of significant accounting estimates made by management, as
well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our audit opinions.

Opinions

In our opinion, based on our audit and the reports of other auditors, the financial
statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities, the business-type activities, the
aggregate discretely presented component units, each major fund, and the aggregate
remaining fund information of the Commonwealth of Pennsylvania as of June 30, 2014,
and the respective changes in financial position and, where applicable, cash flows thereof
for the year then ended in accordance with U.S generally accepted accounting principles.
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The Honorable Tom Corbett

Emphasis of Matter

Pennsylvania Turnpike Commission

As discussed in Note S to the financial statements, the Pennsylvania Turnpike
Commission, a discretely presented component unit, has committed to making significant
payments under an Amended Lease and Funding Agreement as required under the terms
of Act 44 of 2007 and Act 89 of 2013. The Pennsylvania Turnpike Commission’s ability
to make such payments is dependent on its continuing capability to issue bonds to fund
such payments and ultimately to raise tolls sufficient to repay its bonded debt and current
lease payments. Our opinion is not modified with respect to this matter.

Change in Accounting Principle Resulting from the Adoption of a New Accounting
Pronouncement

As discussed in Note B to the financial statements, effective July 1, 2013, the
Commonwealth adopted the provisions of Governmental Accounting Standards Board’s
Statement No. 65, “Items Previously Reported as Assets and Liabilities.” Our opinion is
not modified with respect to this matter.

Other Muatters

Required Supplementary Information

U.S. generally accepted accounting principles require that the management’s discussion
and analysis, schedules of funding progress and employer contributions of other
postemployment benefit plans, and budgetary comparison information on pages 19
through 39 and 157 through 163 be presented to supplement the basic financial
statements. Such information, although not a part of the basic financial statements, is
required by the Governmental Accounting Standards Board who considers it to be an
essential part of financial reporting for placing the basic financial statements in an
appropriate operational, economic, or historical context. We have applied certain limited
procedures to the required supplementary information in accordance with auditing
standards generally accepted in the United States of America, which consisted of
inquiries of management about the methods of preparing the information and comparing
the information for consistency with management’s responses to our inquiries, the basic
financial statements, and other knowledge we obtained during our audit of the basic
financial statements. We do not express an opinion or provide any assurance on the
information because the limited procedures do not provide us with sufficient evidence to
express an opinion or provide any assurance.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

June 30, 2014

The Management’s Discussion and Analysis (MD&A) of
the  Commonwealth  of  Pennsylvania’'s  (The
Commonwealth’s) Comprehensive Annual Financial
Report (CAFR) is presented as Required Supplementary
Information and provides a review and analysis of the
Commonwealth’s financial statements for the fiscal year
ended June 30, 2014 and a comparison to the prior fiscal
year. The MD&A should be reviewed in conjunction with
the Letter of Transmittal, which begins on page 5 of this
report, and with the Commonwealth’s financial
statements, which follow.
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Section A: Understanding Government Financial Statements

Three questions are the focal points of the financial
data in this report:

1) Near-term financing: Will the government be able to
pay its bills (both expected and unexpected) on time?

2) Financial position: Is the government’s financial health
improving or deteriorating?

3) Economic condition: Is it likely that today’s financial
position will improve or deteriorate?

To assist the reader in answering these questions and
others, the Commonwealth presents both government-
wide financial statements and fund financial statements.

Government-wide Financial Statements are designed to
provide a broad overview of the Commonwealth’s
finances, in a manner similar to a private-sector business.
All of the Commonwealth’s activities are reported in the
government-wide statements except for activities
accounted for in the fiduciary funds.

Fund Financial Statements focus on accountability of
resources versus the government-wide financial’s focus

on the ability to meet financial obligations.

Gover nment-wide Statements Fund Financial Statements
Governmental Business- Discretely Governmental Proprietary Funds Fiduciary Funds
Activities Type Presented Funds (seenote2) (seenote 3)
S tel
Activities | Components (seenote1)
Units
Scope of Activitiesgeneraly | Activities Legally separate » Genera Fund « Enterprise Funds « Agency Funds
report and financed through financed in organizations for « Specia Revenue « Internal Service Funds « Pension Trust Funds
Fund taxes, wholeor partby | which the elected Funds *Activities that focus on the « Investment Trust Funds
un intergovernmental fees charged to officials of the « Debt Service Funds determination of operating « Private-purpose Trust Funds
Types d oth o parti . « Capital Projects income, changesin net *Activities held in atrustee or
revenues, and other | external parties primary Funds position (cost recovery), agency capacity for others and
nonexchange for QOOdS and government are *Generally used to financial position and cash which therefore cannot be
revenues services financially account for tax- flow used to support the
accountable or it supported activities government’s own programs
would be
misleading to
exclude them
Required -Statement (Stmt) of Net Position (1) « Balance Sheet (3)  Stmt of Net Position (1) « Stmt Fiduciary Net Position
Financial  Stmt of Revenues, © Stmt of Revenues, (6)
-Stmt of Activities (2) Expenditures and Expenses and Changesin « Stmt of Changesin
statements Changesin Fund Net Position (8) Fiduciary Net Position (7)
Balances (4) o Stmt of Cash Flows (5)
Accounting Accrua and economic resource measurement focus Modified accrua and Accrua and economic Accrua
M ethods current financial resource measurement focus
(see Note A for resource measurement
definitions) focus
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(1) Statement of Net Position is a government-wide
financial statement that reports the difference
between assets, deferred outflows, liabilities and
deferred inflows as net position, not fund balances
or equity.

(2) Statement of Activities is a government-wide
financial statement that reports the net (expense)
revenue of its individual functions.

(3) Balance Sheet presents a comprehensive
statement of the assets, deferred outflows,
liabilities, deferred inflows and fund balances of the
government at a point in time.

(4) Statement of Revenues, Expenditures, and
Changes in Fund Balances presents the flows of
resources in and out, as well as fund balance at the
beginning and end of the financial period.

(5) Statement of Cash Flows provides relevant
information about the cash receipts and cash
payments during a period.

(6) Statement of Fiduciary Net Position presents
information about the assets, liabilities, and net
position for each fiduciary fund type.

(7) Statement of Changes in Fiduciary Net Position
presents additions and deductions in net position,
as well as net position at the beginning and end of
the financial period.

(8) Statement of Revenues, Expenses, and Changes in
Net Position presents the inflows, outflows, and
balances of current financial resources as well as
net position at the beginning and end of the
financial period.

Note 1. Governmental Funds focus primarily on the
sources, uses and balances of current financial resources

Commonwealth of Pennsylvania
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and often have a budgetary focus. Thus, the
governmental fund statements provide a detailed short-
term view that helps to determine whether there are
more or less financial resources that can be spent in the
near future to finance the Commonwealth’s programs.

Note 2: Proprietary Funds focus on the determination of
operating income, changes in net position (or cost
recovery), financial position, and cash flows. The
proprietary fund category includes enterprise and
internal service funds. Enterprise funds are used in
situations where a fund provides services primarily to
external customers. Internal service funds are designed
to function on a cost-reimbursement basis primarily
providing benefits to other funds, departments or
agencies of the government.

Note 3: Fiduciary Funds account for resources held for
the benefit of parties outside the government and retired
government employees. These activities have been
excluded from the Commonwealth’s government-wide
financial statements because the assets are not available
to finance its operations.

For further accounting policy explanations see Note A in
the “Notes to Financial Statements” section of the CAFR.

All amounts in the MD&A are stated in millions unless
otherwise indicated. There may be rounding differences
between amounts reported in the MD&A section and
amounts reported in other sections of the
Comprehensive Annual Financial Report (CAFR).

Governor's Office of the Budget
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Section B: Condensed Financial Information

Government-wide Statement of Net Position as of June 30, 2014 and 2013

(Amounts in millions)

Governmental Activities Business-Type Activities ~ Total Primary Government
2014 2013 2014 2013 2014 2013

Assets:

CashandinvesStmMEeNtS..........ccevvveiieiieeiiiieeeiieeeeiieeens $ 9,023 $ 9,818 $ 6,259 $ 5,815 $ 15,282 $ 15,633

Capital assets (Net).........ccccvvveiiiiirieiieiiiicee e, 33,865 33,162 499 480 34,364 33,642

P\ | o) € [=T = E Y=Y £ 8,163 7,776 1,792 1,978 9,955 9,754
TOTAl ASSETS....eeeeeiiie ettt 51,051 50,756 8,550 8,273 59,601 59,029
Total deferred outflows.............ooooeeiii, 175 2 - 177 -
Liabilities

Accounts payable.........ccoooeiiiiiiiiii 6,212 6,268 801 908 7,013 7,176

All other current liabilities...........ccoovevviiiiiiieeiiineenn, 4,165 3,604 1,239 1,033 5,404 4,637

Bonds payable, non-current..........cccccccvvviiiieiiniinnnnnn, 12,264 11,224 4,230 4,754 16,494 15,978

All other long-term liabilities 5,704 5,337 2,817 2,777 8,521 8,114
Total liabilities.........ccuviviiiiiicc e 28,345 26,433 9,087 9,472 37,432 35,905
Net position

Netinvestmentin capital assets.... 28,345 27,775 489 465 28,834 28,240

RESTICEEA. ... it 2,195 2,235 938 748 3,133 2,983

DEfiCit. i (7,659) (5,687) (1,962) (2,412) (9,621) (8,099)
Total Net POSITION......ccoiiiiiiiiiiiiiiiiieeeee, $ 22,881 $ 24,323 $ (535) $ (1,199) $ 22,346 $ 23,124

Statement of Net Position Variance Analysis Year Over Year
(A discussion of significant activities)

Cash and investments net decrease:

Governmental Activities total cash and investments
overall decreased by $795. Temporary and long-term
investments decreased $840, while cash and cash
with fiscal agent increased $45. Overall, the PG’s
expenditures exceeded revenue during the fiscal
year, due to increases in mandated spending
without corresponding increases in the related net
revenues. Health and Human Services showed the
largest increase in expenses, particularly in the
medical assistance programs.

Business-Type Activities total cash and investments
increased $444. A contributing factor was the Tuition
Payment Fund change in asset allocation, resulting in
increased participation in the securities lending
program. In addition, a significant portion of the
increase is directly related to the increase in
customer tuition credit deposits and continued
market value appreciation. Additionally, the cash on
hand at the Unemployment Compensation Trust
Fund increased due to the overall decrease in the
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unemployment rate, resulting in less benefits paid
out as employer assessments continued to be
collected.

Capital assets net increase:

Governmental Activities capital assets increased
$703 primarily as a result of capitalizing
improvements to the Commonwealth’s bridge and
roadway system, which represents the largest
portion of the Commonwealth’s investment in
capital assets.

All other assets net increase: (Items reported in this

cate

gory include taxes receivable, due from other

governments, accounts receivable, inventory, supplies

and

other assets.)

Governmental Activities reported an overall net
increase of $387. This increase was primarily due to
an increase in taxes receivable as a result of the
implementation of a new corporate tax system
which provides additional data now built into the

Governor's Office of the Budget
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methodology to calculate taxes
receivable.

e Business-Type Activities decrease of $186 is
primarily  attributable to activity in the
Unemployment Compensation Fund. There was an
overall decrease in unemployment activity and thus

a corresponding lower tax assessment receivable.

corporate

Deferred outflows of resources increase:

e The increase of $177 represents the recognition of
aggregated net losses on bond refundings as
deferred outflows of resources in accordance with
GASB Statement No. 65, which was implemented in
the current fiscal year. GASB Statement No. 65
reclassified certain items that were previously
reported as assets and liabilities as deferred
outflows of resources, deferred inflows of resources,
revenues or expenses/expenditures.

Accounts payable (A/P) decrease: (A/P reports the
outstanding short term debt to creditors incurred during
the normal course of business.)

e Business-Type Activities A/P decrease of $107 is
primarily attributable to the State Lottery Fund’s
change in methodology for calculating the unpaid
instant prize liability that now incorporates the
ability to account for tickets that have expired and
can no longer be presented for payment.

All other current liabilities increase: (Items reported in
this category include tax refunds payable, due to other
governments and political subdivisions, bonds payable
and other current liabilities.)

e Governmental Activities increase of $561 is primarily
due to an increase in tax refunds payable resulting
from the implementation of a new corporate tax
system which provides additional data now built into
the methodology for calculating corporate tax
amounts subject to refunds.

e Business-Type Activities increase of $206 was
primarily due to changes in the asset allocation for
the Tuition Payment Fund which resulted in
increased participation in the securities lending
program, as well as an increase in tuition benefits
payable.
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Bonds payable, non-current net increase: (Bonds
Payable reports debt instruments that have been issued
as payment for long-term debt.)

e Governmental Activities Bonds Payable increased
$1,040 primarily due to a general obligation bond
issuance for capital facilities.

e Business-Type activities decreased $524 as a result
of Unemployment Compensation Fund revenue
bonds being redeemed throughout the year.

All other long-term liabilities increase: (Liabilities
reported in this category are due in periods beyond
twelve months from the close of the fiscal year and will
be repaid with future resources. Reported items include
compensated absences, self-insurance, other
postemployment benefit obligations and other long-term
liabilities.)
e Governmental Activities increased $367 primarily
due to an increase in the other postemployment
benefit liability.

Net position is one way of measuring the health of the
Commonwealth’s finances. An overall surplus is reported
for Governmental Activities, however, the majority of the
surplus is related to net investment in capital assets
which are unavailable to utilize in satisfying the
Commonwealth’s day-to-day expenses. Other significant
items to consider relative to net position include:

e The overall increase of $594 in net investment in
capital assets reflects the Commonwealth’s
investment in highway and bridge infrastructure, as
well as investment in the land, building, right-of-way
and waterway improvements.

e The decrease of $1,442 in Governmental Activities
total net position is a result of numerous factors.
Significant factors include a tax revenues remained
level coupled with expense increases. The largest
expense increases occurred for medical assistance
programs, support for public education and higher
personnel benefit costs. The increase of $664 in the
Business-Type activities total net position is primarily
due to growth in Lottery sales and an increasing
participation in purchasing higher education credits
and an increase in investment income in the Tuition
Payment Fund.

Governor's Office of the Budget
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Statement of Activities for the Fiscal Years Ended June 30, 2014 and 2013
(Amounts in millions)

Total Primary
Governmental Activities Business-Type Activities Government
Revenues 2014 2013 2014 2013 2014 2013
Program Revenues
Charges for sales and services $ 4718 $ 4683 $ 8,922 $ 8,847 $ 13,640 $13,530
Operating grants and contributions 22,862 22,794 1,049 2,167 23,911 24,961
Capital grants and contributions 42 91 - 1 42 92
Total program revenues 27,622 27,568 9,971 11,015 37,593 38,583
General revenues: taxes & investment income 31,973 31,790 - - 31,973 31,790
Total revenues 59,595 59,358 9,971 11,015 69,566 70,373
Expenses
Governmental Activities
Direction & supportive services 1,619 1,529 - - 1,619 1,529
Protection of persons & property 6,216 6,014 - - 6,216 6,014
Public education 14,205 13,885 - - 14,205 13,885
Health & human services 31,634 30,496 - - 31,634 30,496
Economic development 1,006 1,033 - - 1,006 1,033
Transportation 5,205 4,764 - - 5,205 4,764
Recreation and cultural enrichment 523 519 - - 523 519
Interest 494 489 - - 494 489
Business-Type Activities
State lottery - - 3,721 3,732 3,721 3,732
Unemployment compensation - - 3,189 4,498 3,189 4,498
Liquor control - - 1,683 1,618 1,683 1,618
Commonwealth financing - - 190 261 190 261
State workers'insurance - - 268 366 268 366
Tuition payment, economic development and other - - 324 290 324 290
Total expenses 60,902 58,729 9,375 10,765 70,277 69,494
Excess/(deficiency) before transfers (1,307) 629 596 250 (711) 879
Transfers (103) 17 103 17) - -
Increase (decrease) in net position (1,410) 646 699 233 (711) 879
Net position-beginning 24,323 23,683 (1,199) (1,158) 23,124 22,525
Restated Note B (32) (6) (35) (274) (67) (280)
Net position-ending $22,881 $ 24323 $ (535) $ (1,199) $ 22,346 $23,124
Commonwealth of Pennsylvania 24 Governor's Office of the Budget
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Statement of Activities Revenue Variance Analysis Year-Over-Year
(A discussion of significant activities)

Charges for sales and services for the PG increased $110
for the fiscal year ended June 30, 2014. Governmental
Activities reflected an increase. While the General Fund
reported an overall decline in fee revenue, this was
offset by an increase of rent, royalty and fee revenue
from the Marcellus Shale industry. Increases in Lottery
ticket sales and wine and spirit sales, offset by a decrease
in unemployment compensation assessments, resulted in
an overall increase for Business-Type Activities.

Operating grants and contributions experienced a net
decrease of $1,050. The Governmental Activities
increased as a result of increased federal Human Service
grants offset by decreases in federal Education and
Emergency Services grants. Business-Type Activities
experienced a decrease. Unemployment Compensation
was the primary factor in this decrease, resulting from a
reduction in claims and the corresponding reduction in

federal grants. State Workers Insurance Fund (SWIF) also
experienced a reduction in investment return.

Capital grants and contributions reported an overall
decrease of $50 related in large part to the winding down
and discontinuance of the American Recovery and
Reinvestment Act (ARRA) grant dollars used by the
Department of Military and Veterans Affairs to fund
construction projects.

Taxes and investment income net increase of $183 in
Governmental Activities is primarily a result of the
increase in liquid fuels and carrier tax, sales tax and the
enhanced revenue collection program, offset by a
decrease in corporate tax income as a result of the
implementation of a new corporate tax system, which
changes the methodology to calculate corporate taxes
receivable and the corresponding accrued tax revenue.

Statement of Activities Expense Variance Analysis Year-Over-Year
(A discussion of significant activities)

Governmental Activities

Direction and supportive services increased $90. A
prime factor contributing to the increase was the
expensing of construction project amounts not meeting
Commonwealth asset capitalization policy requirements.
Another factor was the disbursement of a new grant to
the City of Philadelphia for the Philadelphia School
District.

Protection of persons and property increased $202
primarily due to increases in personnel benefits for the
Department of Corrections and the State Police.
Offsetting these increases were reductions in grants
disbursed by the Pennsylvania Emergency Management
Agency.

Public education increased $320 primarily due to an
increase in  basic education funding and the
Commonwealth’s contributions for school employee
pension costs.

Health and human services increased $1,138 primarily
due to an increase in grants and payments to individuals
issued by the Department of Public Welfare, particularly
in the medical assistance programs.
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Transportation increased $441 primarily as a result of
expensing of road construction project amounts not
meeting Commonwealth asset capitalization policy
requirements.

Business-Type Activities

Unemployment  Compensation (V[9)) program
expenditures declined $1,309. The decline was primarily
due to the overall decline in unemployment benefits and
claims.

Liquor Control Board (LCB) increased $65 primarily as a
result of an increase in cost of goods sold, operating
expenses and personnel costs.

Commonwealth Financing Authority (CFA), a blended
component unit (see Note A for the definition), expenses
decreased $71 primarily due to a decrease in grant
disbursements.

State Workers’ Insurance expenses decreased $98
primarily due to a less unfavorable year-over-year
development of reserves based on actuary estimates,
which reduces the cost of sales and services.

Governor's Office of the Budget
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MANAGEMENT’S DISCUSSION AND ANALYSIS June 30, 2014

Section C: Commonwealth’s Overall Financial Activity

Government-wide Revenue Total By Categories

(amounts in millions)

The revenue for all Governmental and Business-Type supporting infrastructure development, Department of
Activities contributing toward the Commonwealth’s Health supporting an effective public health system and
operating programs is displayed on this statement. the Department of Education funding basic and higher

education programs.

Tax revenue is the largest share of revenue reported by

the Commonwealth. The majority of the tax revenue is Charges for sales and services report the sales, fees
deposited into the General Fund, the | and assessments charged for lottery
Commonwealth’s largest operating fund. tickets, licenses, permits and various
Significant tax revenue is also reported registration  requirements  that
in the Motor License Fund and is Charges for sales support many of the
utilized to fund the and services, Commonwealth’s services and
Commonwealth’s highway and $13,640 20% programs. The largest portion
bridge infrastructure of charges for sales and
improvements and services is reported by the
enhancements.  The gaming State Lottery Fund and the
taxes provide funding for Unemployment
several initiatives, most notably Compensation  Fund; the
the Commonwealth’s property profits from lottery ticket
tax relief program. sales are utilized to support
programs for the elderly.

Operating grants and contributions

include the revenue from the federal
government in the form of grants. The
Department of Public Welfare receives the

Capital grants and contributions
makes up a small percentage of the
Commonwealth’s total revenue. The
grant revenue reported here is received

most federal funds for medical assistance and other from the federal government and supports
social service programs. Other agencies that receive construction projects for transportation and military
significant federal funds include the Department of Labor affairs.

and Industry  supporting the  Unemployment
Compensation program, Department of Transportation
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Government-wide Expense Total By Categories

(amounts in millions)

The expense for all Governmental and Business-Type justice system and the mitigation of the effects of
Activities is shown on this statement. Year-over-year, disasters. The State Police, Attorney General,
the biggest change in program expense was an increase Department of Corrections, Department of Military and
in medical assistance programs and contributions to the Veterans Affairs and the Pennsylvania Emergency
retirement system. In order to meet the growing Management Agency are some of the agencies that
demands of health and human services and education support these programs.

programs, along with the Economic Recreation and Interest, $494

rising cost of the “'Pme™ $1,006Wem, / CFA and SWIF, $456 Transportation reports the
employers’ contribution to ,, SESE — N Tuition payment, expenses in support of the
the pension systems, the $1,619 Qiher. $324 Commonwealth’s road and
Commonwealth continues Liguor control boad bridge infrastructure

$1,683 (2% .
@ improvements and enhancements

as well as the costs to provide
licensing and highway safety
programs.

to streamline state
government  operations  to
achieve efficiencies.

Health and human
services programs are the
responsibility  of  the
Departments of  Public
Welfare, Health, Aging and
Drug and Alcohol programs.
Some agencies include these
programs to ensure access to
medical care for all citizens,
support citizens seeking self-
sufficiency and maximize citizen’s
opportunities to participate in
society.

State lottery expenses
report the cost of sales and
services to manage and
maintain the
Commonwealth’s lottery
program. All profits from
the lottery program benefit
the elderly population
through the funding of
programs ensuring reduced
costs on prescriptions, access to
public transportation, and property
tax and rent rebate programs.

Public education programs are managed

primarily by the Department of Education. The Unemployment compensation reports the

Commonwealth strives to provide a system of learning expenses for payments made to unemployed individuals.

experiences and opportunities through quality basic,

special, technical and higher education programs. Other expenses reported include those for economic
development, recreation and cultural enrichment,

Protection of persons and property addresses the interest, liquor control, workers’ compensation and the

substantive areas of consumer and environmental tuition payment fund program.

protection, certain regulatory activities, the criminal
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Section D: Individual Funds Analysis

General Fund Assets, Liabilities, Deferred Inflows and Fund Balance

Condensed, comparative, financial information (amounts in millions)

The General Fund, the Commonwealth’s largest fund,
accounts for approximately 79% of the total
governmental fund type revenues and other financing
sources and 80% of the total governmental fund type

expenditures and other financing uses. The General
Fund collects approximately 85% of the total tax
revenues and is the primary funding source for most
Commonwealth expenditures.

2014 2013

Assets:

Cashand inveStmMENTS........ccovvviiiiiiiiiiiie e $ 3,434 $ 4,680

Receivables, Net...........oooiiiiiiiiicccc e 4,476 4,028

Due from other funds/governments/advances/other................. 2,814 2,849
TOTAL ASSETES. . uvvvriiiiieeeeeeee ettt e e e e e e e e e e e e e e e $ 10,724 $ 11,557
Liabilities:

Accounts payable and tax refunds payable..............cccccoeevnnnnnnn. $ 6,259 $ 5,835

Securities lendingobligations............ccccceviiiiiiiiiiiiiiiiee 7 6

Due to other funds/governments/advances/other..................... 2,353 2,005

UNEAINEA FEVENUE......oiiiiiiiiiiiitiii ettt e et e e e 37 2,145
Total Habilities. .....cooiiiiiiiiiie e 8,656 9,991
Total deferred INflows Of reSOUICES.........uuvvveiiiiiiiiiiiiiiiiiiiieeeeee, 2,634 -
Fund Balance:
Total fund balance.............ooviiiiiiiiiiii (566) 1,566
Total liabilities, deferred inflows of resources and fund balance..... $ 10,724 $ 11,557

Cash and investments decreased by $1,246. Total
revenue, primarily tax revenue and federal grant
revenue, decreased while total expenditures supporting
medical assistance programs and public education
programs increased.

Receivables, net increased by $448 primarily due to an
increase in taxes receivable as a result of the
implementation of a new corporate tax system which
provides additional data now built into the methodology
for calculating corporate taxes, as well as an increase in
the receivable for personal income tax.

Accounts payable and tax refunds payable increased by
$424. The largest increase is attributable to tax refunds
payable, as a result of the implementation of a new
corporate tax system which provides additional data now

Commonwealth of Pennsylvania
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built into the methodology for calculating the payables
related to corporate taxes.

Unearned revenue and deferred inflows of resources
net increase of $526 was primarily due to a new
corporate tax system implementation, which changed
the methodology for calculating corporate tax
receivables, combined with the implementation of a new
accounting and financial reporting standard where
certain unearned revenue was reclassified to deferred
inflows of resources.

Total fund balance decreased $2,132 primarily as health
and human services expenditures increased by $1,481
and education expenditures increased by $256, coupled
with a total revenue decrease of $622.

Governor's Office of the Budget
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General Fund

Condensed, comparative, financial information (amounts in millions)

2014 2013
Revenues:
Taxes, net of refunds
Personal iNCOME........ccuuviieiiiieee e eeee e a e $ 10,689 $ 10,763
SalES ANA USE..ccoiiiiiiiiiiiieee e 8,923 8,676
(00] 0 To] =11 (o] o P PP PUP 4,086 4,725
Inheritance... 860 799
Cigarette....ccccceeeeeeiiiiiiiiiiieeeen, 948 1,018
Realty transfer. 374 337
GAIMING. ettt 93 89
Other....cccoovviiiiiiiiiiiiiins 1,303 1,167
Total taxes, net of refunds 27,276 27,574
Intergovernmental...........coooiiiiiiiiiiiii 19,997 20,152
Charges for sales and services 1,494 1,452
Licenses/fees/investment and otherincome...................... 785 996
TOLAl FEVENUES. ...ceeiiiiiiiiiiiiiie ettt e e 49,552 50,174
Expenditures:
Direction and SUPPOItiVe SEIVICES. .....cuuiiiieeeeeiiiiiiiiiiiiieeeen. 902 889
Protection of persons and property 4,424 4,344
Health and human SEerviCes...........ccovvvieiieeiiiiieeeeiiiiee e 31,251 29,770
Public education.........cccccouiiiiiiiiiiiii e 13,481 13,225
Recreation and cultural enrichment.... 261 235
Economic development...........oooiviiiiiiiiieeiiiie 459 473
TraNSPOIrtAtiON. .....uuiiiiiiie e 53 14
Capital outlay 104 123
Other eXpPenditUres..........uuuuuuriiieiiieee et 25 25
Total eXPeNditUIeS. ....... e 50,960 49,098
Revenues over expenditures (1,408) 1,076
Other financing sources (uses):
TrANSTEIS 1N ittt e 486 450
Transfers out (1,211) (1,215)
Capital lease and installment purchase obligations.... 1 1
Net other finanCiNQUSES........coooviiiiiiiiiiiiiiieie e (724) (764)
Net change infund balance..............ccccccceiiiiiiiiiiiii, (2,132) 312
Fund balance, beginning..........cccooeiiiiii e 1,566 1,260
Restated NOTE B........ccooiiiiiiiiiiie e - 6)
Fund balance (deficit), ending...........ccccvveiriiieeriiiiee s $  (566) $ 1,566

Taxes, net of refunds decrease of $298 is primarily
attributable to a decrease in corporate tax revenues, as a
result of the implementation of a new corporate tax
system which provides additional data now built into the
methodology for calculating corporate tax refunds due to
taxpayers.

Intergovernmental revenues $155 decrease related to
lower federal grant revenues. The largest decreases were
in the high-risk health insurance grant program that was
discontinued, and a slowdown in the distribution of
education related grant entitlements due to a change in
application processing. There was also a drop in
emergency management related grants, Medicare Part D
and early retiree reinsurance rebates.
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Licenses/fees/investment and other income $211
decrease primarily reflects a reduction in other income
related to the Pennsylvania Infrastructure Investment
Authority bond proceeds receivable. Additionally, there
was a one-time payment received related to the
Homeowner Assistance Settlement Fund that was
reported in the prior fiscal year.

Total expenditures increased by a net $1,862. The
largest increases were for grants and payments to
individuals and personnel benefit costs, reflected in the
health and human services, public education and
protection of persons and property categories.

Health and human services experienced an increase of
$1,481 in expenditures due primarily to the expansion of
contracts with managed care organizations and counties
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to provide health care services to medical assistance
recipients.

Public education expenditures increased $256 primarily
with respect to increases in basic education funding and
state contributions for school employee pension costs.

Protection of persons and property experienced an
increase of $80 largely due to an increase in the

Commonwealth’s employers’ share of retirement
contributions. This increase was offset by a decrease in
contracted services within corrections programs and
federally funded grant programs, particularly in
emergency management services and environmental
protection programs.

Motor License Fund
Condensed, comparative, financial information (amounts in millions)

2014 2013
Description
Cash and investments............ccccoevvevveeveirecreeveenenns $ 1240 $ 1,190
Other assetS....ccueiiiiiiiiiiie e 602 581
TOtAl ASSETS.....vevvevereriereeiere et $ 1842 $ 1,771
Accounts payable.........cccooeviiiiiiiieiice e $ 536 $ 541
Securities lending obligations...........ccccoceviiieine 18 19
Other liabilities........ccoooverviieieiree e 164 146
Total liabilities........ccveeveveereeieeceeceeeciee e 718 706
Total fund balance...................... : 1,124 1,065
Total liabilitiesand fund balance $ 1,842 $ 1,771
TAXTEVENUEBS.....eecvveveeeieeeeeeeeeeeeeete e e s eve e ans $ 2,350 $ 2,058
Licenses and fees.......covuvviiiiiiiniiieiiie e 874 921
Intergovernmental 1,949 1,935
Other reVeNUES.........ccovvvieeiiiiiee e 196 185
Total FeVENUES......vvevveeviceecireeee e 5,369 5,099
Direction and supportive Services...........ccceevenee. 26 32
Protection of persons and property............c......... 781 743
Transportation.........coceevveenieiiiieeniie e 2,225 2,036
Capital outlay.......ccccooveviiiiiiiiiic 2,228 2,384
Other expenditures..... 4 1
Total expenditures 5,264 5,196
Net other financinguSes............ccoveveverevereenninnes (45) (31)
Net change in fund balances.............ccoeevveriennee $ 60 $ (128)

Fund Description: The Motor License Fund receives
revenues from various taxes, fees, federal aid and aid
from various political entities. The Motor License Fund
incurs  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.
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Cash and investments increased $50 primarily to
investments valuation appreciation over the valuation at
the same time last year, indicating an improvement in
the investment market during the year.

Tax revenues increased $292 primarily due to the
passage of Act 89 of 2013. Under Act 89, the average
wholesale price of all taxable liquid fuels was raised to
$1.87 from $1.25, effectively raising the gas tax per
gallon by 9.5 cents and the diesel tax per gallon by 12.9
cents. The increase went into effect January 1, 2014.
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Licenses and fees revenues decreased $47 primarily to
Act 71 of 2013 redirecting fines, forfeitures and penalties
for vehicle offenses payable under 42 Pa.C.5.83571(b)
from the Motor License Fund to the General Fund.

Transportation and Capital Outlay expenditure net
increase of $33 relates to a number of factors. Personnel
costs increased mostly due to an increase in personnel
benefit costs. Funds moved from the Capital Facilities

Fund for eligible bridge project expenses, as established
by Act 96 of 2008, decreased, as those funds were
exhausted, leaving the Motor License Fund to absorb
additional costs in the current fiscal year. These
increases were offset by a decrease in overall
expenditures in operational and highway project costs as
funds were diverted to cover increased personnel costs.

Unemployment Compensation Fund

Condensed, comparative, financial information (amounts in millions)

Description

Cashandinvestments........ccccoceeeniniiiiiieiee,
Unemployment assessments receivable.............
Other assetS.......ocivuieiiiiieiiie e
Total @SSEtS.....veiveiiiiicc e
Accounts payable..........cccooiiiiiiiiien
Other liabilities.........ccoovviiiiice
Total liabilities.......c.ooerveiiiiniciieciee e
Restated NOtE B.........ccovvviieriiiiiiiccc
Total Net POSItioN.......ccccevviieieieciccee
Total operating revenues: Sales and services.......
Total operating expenses: Cost of sales and services................
Operatingloss........coueviieiiieiiiieiie e
Nonoperating revenues...........cccovvveevenvenieeninenne
Income before transfers...........ccccoovvvvvviiinenn,
TraANSTer...coiii i
Increase iNNet position.........cccocvveeveeeiiieeiiinnnne

2014 2013

..................... $ 763 $ 650
...................... 705 822
...................... 555 572
,,,,,,,,,,,,,,,,,,,,, 2,023 2,044
..................... 97 129
..................... 2,937 3,292
,,,,,,,,,,,,,,,,,,,,,, 3,034 3,421
..................... (13)
..................... $ (1,011) $ (1,390)
..................... $ 2901 $ 3,031

3,145 4,460
...................... (244) (1,429)
,,,,,,,,,,,,,,,,,,,,,, 663 1,764
,,,,,,,,,,,,,,,,,,,,,, 419 335
...................... (40) (1)
..................... $ 379 $ 334

Fund Description: The Unemployment Compensation
(UC) Fund collects employer assessments for
unemployment compensation and transfers the
assessments to the federal government for deposit in the
UC Trust Fund. These funds are drawn down to pay
unemployment compensation payments to claimants as
needed.

Cash and investments increased $113 primarily due to
an increase in UC-covered employment resulting from an
improving labor market coupled with a state UC law
change that increased the taxable wage base starting on
January 1, 2013. In addition, there was an increase in
funds collected from Interstate Receipts as a result of
new programs implemented.

Unemployment Assessments Receivable decreased
$117 due to an overall decrease in tax assessment
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receivable. A successful amnesty campaign contributed
as well to the lower receivable.

Other liabilities decreased $355 as a result of UC
revenue bonds being redeemed throughout the year.

Sales and services decrease of $130 represents several
components, the largest of which was the overall
decrease in unemployment activity and rates. A
decrease in claims resulted in fewer federal drawdowns
and lower employer contribution rates, both of which
contributed to lower revenue.

Cost of sales and services and nonoperating revenue
decreased $2,416 primarily due to the continued phase
out of the extended unemployment benefits program
and the overall decline in unemployment benefits and
claims.
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State Workers Insurance Fund (SWIF)

For the Fiscal Years Ended December 31
Condensed, comparative, financial information (amounts in millions)

Description

Unearnedrevenue..................
Insurance loss liability
Other liabilities

Cash and short-terminvestments.......................
Long-term investments.........cccceeeevivveeeeeesiinnnnns.
Other assetsS......couvviiiiiiiiiiiiiiiie,

Total @SSetS...cvvviiiiiiiiiiiiiii
Securities lendingobligations...........cccccccoeeee.

Total liabilities. ...
NET POSITION. ...uuiiiiiiiiii e

Sales and ServiCes.......ccoouuviiiiieeeiieiiiiiee e
Provision for uncollectible accounts....................
Total operating revenues............cccouuveieeeeeeeen.
Total operating expenses: Cost of sales and services....
OperatingloSS......ccooveeiiiiiiiiiiee
INVeStMENTINCOME......uuiiiiiiiiiiiiiiiiiiiiiiiiiiiiieeiies
INvestment eXPENSE.........cvvvveeiiiiiiiieeeiiinieeeennn
Net nonoperatingrevenue.............cccccveeeevenns
Decrease in net position............cccceeeeeeieneeeennnns

2013 2012
....................... $ 161 $ 176
....................... 1,380 1,436
...................... 86 75
....................... 1,627 1,687
....................... 82 82
90 81
1,578 1,587
....................... 50 39
...................... 1,800 1,789
....................... $ (173) $ (102
....................... $ 207 178
...................... ) )
....................... 202 169
....... 259 352
...................... (57) (183)
....................... 9) 91
...................... ) @)
....................... (13) 87
....................... $ (70) $  (96)

Fund Description: The SWIF operates for the purpose of
providing workers’ compensation insurance to
employers, including those refused policies by private
insurance firms.

Long term investments decreased $56 due to the
rotation of securities held and use of investments to fund
immediate cash flow needs during the year.

Cost of sales and service decreased $93 due to a less
unfavorable year-over-year development of reserves
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based on actuary estimates, which reduces the cost of
sales and services.

Investment income decreased $100 primarily due to an
adjustment in net asset value. This is due to a rotation of
investments held (which increases cost), coupled with
the use of investments to fund immediate cash flow
needs, whereby reducing investment income.
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State Lottery Fund

Condensed, comparative, financial information (amounts in millions)

2014 2013
Description
Cash and short-terminvestments.............ccccceveeveaneae $ 263 $ 253
Long-term investments 63 57
Other @SSETS...cuviiiiiieeiie ettt 76 70
TOtAl @SSELS...vivivreeeieeeceeee e 402 380
Accounts payable..........cccooviviiiiiiiii s 378 461
Securities lending obligations..............ccccooveveiveeiennas 2 2
Other liabilities...........cccocoueenne. 38 52
Total liabilities 418 515
NEE POSITION. ...e.vevieeeiieietecieiecie e $ (16) $ (135)
Total operatingrevenues: Sales and services............. $ 3,801 $ 3,701
Costofsalesand ServiCes.......ccoouvvvvieiiiieeiieeiiieiineans 3,607 3,623
Other EXPENSES. ..ccvviiiieiiiieiie ittt 114 112
Total operating expenses... 3,721 3,735
Operatingincome (10SS) ......couvuveervieiiieeeiiee e, 80 (34)
Nonoperating revenues, Net..........ccccceeeiveeiveennnen. 95 81
Income before transfers.........cocceevvvieieiiiiie e, 175 47
TranSTErS IN..cciiiiiei e 167 167
TranSTerS OUt........covviiiiicieie e (223) (281)
TransSfers, NEt......coii i (56) (114)
Increase (decrease) in net position.............c.c........ $ 119 $ 67)

Fund Description: The State Lottery Fund receives the
proceeds of all lottery sales and designates all of its net
proceeds to programs that benefit older Pennsylvanians.

Accounts Payable decreased $83 primarily as a result of
a change in the methodology for calculating the unpaid
instant prize liability as of fiscal year ended June 30,
2014.

Sales and services increased $100 primarily as the result
of increased instant game sales during the fiscal year.
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Year-over-year growth for instant tickets has been
dramatic over the last four fiscal years. This has been
driven mostly by growth in the $20 and above price
points. The first $30 instant game was introduced, adding
incremental growth to the higher price point instant
category. Consumer appetite for the higher payout and
higher top prize games continues to grow nationally as
well as in Pennsylvania.
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Tuition Payment Fund

Condensed, comparative, financial information (amounts in millions)

2014 2013
Description
Cash and short-term investments............ccooveereinieeneeieesenns $ 473 $ 316
LONG-term inVeSTMENTS.....ccvviiiieiie e 1,351 1,267
OthEr @SSEES ... uiiiiii ittt 20 16
TOLAI ASSEES.....vvveieieieietce et 1,844 1,599
Securities lending obligations..........ccoovevieeiiiiiiie e 126 60
Tuition benefits payable.........ccccooiiiii 1,540 1,481
Other [1abilities. ......ooiiiiiiei e 22 29
Total liabilities 1,688 1,570
NET POSITION.....viitiiviiiiieite ettt e e eneens $ 156  $ 29
Total operating revenues: Sales and SEIVICeS........c..covvrviiiinnnne $ 192 % 182
Total operating expenses: Cost ofsales and services.................. 273 244
OPEFAtiNGIOSS......oveveeveeeeie et te et (81) (62)
Nonoperating revenues, Net........cccoceeveveeeeereeeereeennes 208 133
INCrease iNNEL POSItION. ........coviivieriere e $ 127§ 71

Fund Description: The fund is administered by the
Tuition Account Guaranteed Savings Program Bureau, an
office within the State Treasury. The fund provides
Commonwealth residents the opportunity to prepay
college tuition towards future education expenses at
eligible educational institutions.

Cash and short-term investments increased $157 due to
changes in the asset allocation. A portion of the Tuition
Payment Fund long-term investments were shifted to
short-term investments due to a change/rebalancing of
their asset allocation to an increased participation in the
securities lending program.

Long-term investments increased $84 primarily due to
the increase in customer tuition credit deposits and
continued market value appreciation.
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Securities lending obligations increased $66 due to a
change in the asset allocation described in the preceding
cash and short-term investments narrative.

Tuition benefits payable increased $59 primarily due to
an increase in purchased tuition credits. The tuition
benefit payable is an actuarially determined present
value of future tuition obligations payable by the fund.
The present value is based on several assumptions,
including those related to tuition cost increases,
investment  experience, income from account
maintenance fees, and program expenses.

Non-operating revenues, net increased $75 primarily
due to market appreciation for equity.

Governor's Office of the Budget
www.budget.state.pa.us



MANAGEMENT’S DISCUSSION AND ANALYSIS

June 30, 2014

Commonwealth Financing Authority

Condensed, comparative, financial information (amounts in millions)

2014 2013
Description
CUMTENE ASSETS..eeeiiiiieeiiieciiie e $ 652 $ 660
LoNg-term assetsS.......coovuviiiiiiiiiiieeeeeeeeeeeeeeiiei 284 306
TOLAl BSSELS...ceveereveeeereveeeeeeee et e 936 966
Currentliabilities............cccccceiiininii, 71 68
Long-term liabilities..........cccccccvininiiiiiiiiiieeen. 1,601 1,658
Total labilitiesS.......cc.cooveeveeiicieceeeer e 1,672 1,726
Restated NOte B........cccoooveveeviieiiiieieneeieinna = (21)
Total Net POSItION.........ccveeeciieeeieceiie e, $ (736) % (781)
Operating revenues net ofuncollectibles.......... $ 9 9
Operating eXPenSesS........ocuuvviiiiiiiieeeeeieiiiiiiieee 105 174
INtErest EXPENSE....cciviiiiiiiiiiiiiiiiiieeee e 85 81
Nonoperating (revenue) expense, net................ (1) 4
Total net expenditures...........cccoceevveeeveeeinneenns 189 259
Loss before transfers.........cccooveeeviieiiiiiiiniinn, (180) (250)
Transters iN.. ... 226 133
Increase (decrease)in net position................... $ 46 $ (117)

Fund Description: The purpose of CFA is to engage in
financial assistance in the form of loans, loan guarantees,
grants and private equity participating loans to promote
the health, safety, employment, business opportunities
and economic activity of the Commonwealth.

Total liabilities decreased $54 primarily because there
were no new bond issuances and principal payments
were made in the fiscal year.

Operating expenses decreased $69 primarily due to a
decrease in grant disbursements.

Transfers in increased $93 primarily due to a transfer
into the Local Share Account, and a transfer into the Act
13 program account, both from the Commonwealth.
Both transfers provide funding necessary to make
disbursements for each respective program.

Section E: Budget Analysis Overview

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, 2014 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 2013-

14 supplemental appropriations passed on June 30, 2014
by Act 1-A.

Final budgeted Tax Revenues were $3 higher than the
original budget, primarily due to projected increases of
$63 in corporation taxes and $60 net decrease in other
taxes revenue.

General Fund Budgetary Basis
Comparison between final budgeted and actual results

Actual total state revenues were $509 less than the final
budgeted state revenues primarily due to decreases in
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corporate tax revenues actually received but were offset
by the $170 reduction in refunds for a net decrease of
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$339. The $587 increase in departmental services is
mainly attributable to authorized transfers of
augmenting revenues from the Motor License Fund for
state police protection of Commonwealth highways,
resulting in the net increase of $249 in state program
revenues.

Actual federal revenues and corresponding expenditures
were $510 less than budgeted due to decreases of $399,
$86, and $34 in the Department of Public Welfare,
Department of Health and Department of Insurance
respectively, offset primarily by a $9 federal grant within
the PA eHealth Partnership Authority.

Section F: Capital Asset And Long-term Debt Activity

Capital Asset Overview and Explanation

Throughout the fiscal year, Commonwealth agencies
acquire or construct capital assets. In governmental fund
financial statements, expenditures for capital assets are
typically reported as capital outlay. General capital
assets of the Commonwealth are those used in the
performance of specific governmental functions with
useful lives greater than one year. General capital assets
are reported as part of governmental activities in
government-wide financial statements. Capital assets of
proprietary funds are reported in both proprietary fund
financial statements and government-wide financial
statements. Fiduciary fund capital assets are reported in
fiduciary fund financial statements; fiduciary funds are
not included in government-wide financial statements.

Funding for construction of buildings and related
improvements is almost entirely provided by proceeds of
general obligation (GO) bonds issued; such proceeds are
generally accounted for in capital projects funds in
governmental fund financial statements as an other
financing source. In the government-wide financial
statements, bond proceeds are reported as additions to
long-term GO bond liabilities. Construction project
expenditures and cumulative construction-in-progress
expenditures at fiscal year-end are reported as part of
general capital assets. Highway and bridge infrastructure
assets are typically funded with Motor License Fund
taxes, license and registration fees, transfers from the
Pennsylvania  Turnpike Commission, and federal
revenues. The Motor License Fund reports
transportation and capital outlay expenditures in its

governmental fund financial statements; a portion of
such expenditures are reported as additions to capital
assets in government-wide financial statements.

In government-wide and proprietary fund financial
statements, depreciation expense for capital assets is
reported to recognize the cost of “using up” capital
assets over their estimated useful lives. In other words,
depreciation expense is an allocation of an asset’s cost
over its estimated useful life and is reported in the
government-wide financial statements. This treatment
differs from reporting capital outlay as ‘current
expenditures’ in governmental fund financial statements.
Depreciation expense of highway and bridge
infrastructure and other capital assets is not related to
the quality or relative value of these assets; rather, as
previously mentioned, it is a specific accounting
treatment to recognize the cost of “using up” the assets
over periods of time. The estimated useful lives of
highway and bridge infrastructure capital assets are 25
years for highways and 50 years for bridges. Neither land
nor construction-in-progress assets is considered
depreciable; therefore, no depreciation expense is
reported for those assets.

Note A to the financial statements discusses capital
assets significant accounting policies.

Note E to the financial statements provides more
information on capital asset activities during the fiscal
year ended June 30, 2014.

Long-term Debt Graph and Explanations

(Amounts in millions)

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
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of the annual tax revenues deposited in all funds during
the previous five fiscal years. 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
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$61.3 billion as of August 31, 2014, with net debt
outstanding after credit for refunded debt of $9.96
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 principal indebtedness
outstanding at June 30, 2014 was $11.4 billion. During
the fiscal year ended June 30, 2014, total debt service
fund transfers were paid from General Fund of $1.1
billion, Motor License Fund of $64 and Gaming Economic
Development and Tourism Fund of $47 to make principal
and interest payments to bondholders.

Debt Overview - fiscal year ending June 30, 2014

At June 30, 2014, the PG had total General Obligation
Bonds principal outstanding of $11.4 billion for the
following purposes:

$7,434 Capital Facilities Bonds

$2,886 Refunding Bonds

$1,097 Electorate Approved Debt (various)

Over the six-year period ended June 30, 2014, total net
outstanding general obligation debt increased at an
average annual rate of 5.8% as reflected in the graph to
the right.

Note K in the Notes to the financial statements provides
more details on long-term debt balances and activity.

General Obligation Bond Debt By Year
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Debt Administration — fiscal year ending June 30, 2015

During the fiscal year ending June 30, 2015, the Office of
the Budget currently plans general obligation bond
issuances, excluding refundings, amounting to $1,346.
This is an increase of $51 when compared to actual new
money bond issuances of $1,295, which excludes
refunding issuance of $290, during the fiscal year ended
June 30, 2014. This plan reflects the need to make
continued investments in the Commonwealth’s capital
infrastructure, local capital projects and mass
transportation infrastructure. Debt principal retirements
of $733 are currently planned for the fiscal year ending
June 30, 2015.

The Commonwealth continues to evaluate refunding
opportunities for its outstanding bonds to reduce
interest costs.

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
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General Fund and the Motor License Fund. They may not
exceed 20 percent of the funds’ estimated revenues for
the fiscal 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 any
such notes through November 2014 but, instead, has
borrowed $1,450 from the Pennsylvania Treasury
Department through a short-term line of credit
agreement. All monies drawn using the line of credit
must be repaid with interest in the same fiscal year in
which the draw occurred.

There were no debt limitations, restrictions or
commitments during the fiscal year ended June 30, 2014
that may affect the Commonwealth’s plans during the
fiscal year ending June 30, 2015.
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Section G: Currently Known Facts

Job Creation

The Commonwealth continues its efforts to focus on
economic development and tax policy changes that will
foster an improved climate for job growth. Pennsylvania
First continues to be an important program to assist job
creators looking to relocate or expand in Pennsylvania.
Since the creation of Pennsylvania First, more than
10,000 new jobs have been created and more than
40,000 jobs have been retained.

Additionally, Pennsylvania First supported the training of
more than 175,000 employees. To close the skills gap,
the Pennsylvania Targeted Industry Program is providing
financial aid grants to meet workforce needs. To date,
grants have been awarded to more than 1,200 students —
including veterans — enrolled in certification programs in
high-demand industries such as energy, advanced
materials and diversified manufacturing, and agriculture
and food production.

Transportation Funding

In November 2013, House Bill 1060 was enacted. The
transportation plan will invest an additional $2.3 billion
over five years into the Commonwealth’s roads, bridges,
transit and multimodal transportation systems. By its
fifth year of implementation, approximately 50,000 new
jobs are projected to be created.

Pension Accounting and Financial Reporting Standard
On June 25, 2012, the Governmental Accounting
Standards Board (GASB) issued GASB Statement No. 68,
“Accounting and Financial Reporting for Pensions, an
amendment of GASB Statement No. 27”. The primary
objective of this statement is to improve accounting and
financial reporting by state and local governments for
pensions. The statement is effective for the fiscal year
ending June 30, 2015. The statement will require the
Commonwealth to report in the statement of net
position a significant pension liability. As of the issuance
date of this report, the Commonwealth has not prepared
an estimate in accordance with GASB Statement No. 68
of the impact that reporting a pension liability will have
on its financial statements.
Tobacco Settlement Fund - Master Settlement
Agreement (MSA) Litigation

On September 11, 2013, an arbitration panel under the
Tobacco Master Settlement Agreement (MSA) issued a
decision that the Commonwealth and five other states
did not diligently enforce provisions of the MSA during
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calendar year 2003. As a result, it was ruled that the
Commonwealth would receive about $150 from the MSA
agreement in 2014, rather than the $330 typically
received annually. In anticipation of the reduction, the
Commonwealth reduced funding for programs such as
Commonwealth Universal Research Enhancement (CURE)
grants. Commonwealth attorneys appealed the ruling by
arguing in Pennsylvania Common Pleas Court that the
ruling should be overturned, claiming the state did a
proper job enforcing the law and that the panel failed to
follow a common set of standards in defining diligence.
The motion to vacate the arbitrators’ decision was
denied. However, in April 2014 the Court modified the
ruling so that the Commonwealth’s payment would be
reduced by an estimated $60 rather than the $180
reduction initially mentioned, hinging on the formula for
assessing how much to penalize states for alleged lack of
diligence. Currently, the figures are estimates and subject
to further auditing. The arbitration for 2003 has
ramifications for the future in that tobacco companies
could pursue similar litigation for years beyond 2003,
which could cost the Commonwealth billions of dollars.
The Department of Economic
Development (DCED)

DCED will sell through an initiative called Innovate in PA -
with the assistance of a third-party entity - $100 of
deferred insurance premium tax credits (tax credits) to
qualified buyers. A qualified buyer is an insurance
company that is authorized to do business in the
Commonwealth. The capital generated through the sale
of the tax credits will be allocated to DCED’s economic
development partners in accordance with the enabling
legislation.

Community &

The Pennsylvania Department
(PennDOT)

PennDOT approved in September 2013 a public-private
initiative called Rapid Bridge Replacement Project. The
Commonwealth’s Public-Private Transportation
Partnership Board will select numerous firms to replace
or repair as many as 650 structurally deficient bridges.
The contracts will call for those firms to then maintain
the bridges for the next 25 years. PennDOT anticipates
that agreement on all the commercial terms of the
project will be reached in December 2014, and
construction will begin in the summer of 2015.
Construction on all bridges will end in the summer of
2018.

of Transportation
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Bond Ratings

In July 2014, Moody’s Investors Service downgraded the
Commonwealth’s bond rating to Aa3. In September
2014, Fitch Ratings downgraded the Commonwealth’s
bond rating to AA- and Standard and Poors also
downgraded the Commonwealth’s bond rating to AA-.
The ratings reflect only the views of the respective rating
agencies.
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The ratings are based upon current information
furnished by the Commonwealth or obtained from other
sources considered reliable by the rating agencies, which
do not perform any audit in connection with any rating
and may, on occasion, rely on unaudited financial
information.
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Commonwealth of Pennsylvania
Statement of Net Position
June 30, 2014

(Amounts in thousands)

ASSETS
Current assets:
Cash—Note D, S
Cash with fiscal agents—Note D...
Temporary investments—Note D, S....
Receivables (net):
Taxes—Note G
Unemployment assessments
Accounts
Investment income
Interest on notes and loans
Loans—Note G, S
Lease rentals
Investment sale proceeds....

Due from pension trust funds—Note H..
Due from primary government—Note H
Due from component units—Note H...
Due from Federal government.....
Due from political subdivisions..
Due from other governments
Inventory,
Prepaid expenses....
Other assets

Total current assets

Noncurrent assets:
Restricted cash—Note D..
Long-term investments—Note D, S
Receivables (net):
Taxes—Note G
Loans—Note G, S
Due from primary government—Note H...
Due from component units—Note H
Non-depreciable capital assets—Note E, S:

CONSEIUCLION N PrOGIESS. ..cieiiiiiriiiieee ittt ettt e e
Depreciable or amortizable capital assets—Note E, S:
Land improvements
Buildings and building improvements..
Machinery and equipment.
Turnpike infrastructure..
Highway infrastructure..
Bridge infrastructure...
Waterway infrastructure...
Infrastructure-other....
Library books
Intangible assets
Less: accumulated depreciation and amortization...
Net depreciable or amortizable capital assets
Other assets

Total NON-CUITENT @SSETS........coviiiiiiiiieiie s
TOTAL ASSETS....ciiiiiiii

DEFERRED OUTFLOWS OF RESOURCES
TOTAL DEFERRED OUTFLOWS OF RESOURCES—Note F, G, K, S.......

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

Commonwealth of Pennsylvania
WWw.pa.gov

Primary Government

Governmental Business-type Component
Activities Activities Total Units

$ 336,625 $ 712,550 $ 1,049,175 1,698,680
13,755 713,687 727,442 -
6,168,474 1,316,199 7,484,673 2,946,715
2,115,123 - 2,115,123 -
- 704,618 704,618 -
1,288,440 202,231 1,490,671 175,502
6,281 13,723 20,004 5,705
- 19,722 19,722 142,807
6,536 60,269 66,805 1,269,898
427 772 1,199 -
7,035 16,763 23,798 -
127,640 10 127,650 21,319
6,766 3 6,769 -
- - - 155,684
23,848 624 24,472 64
2,816,363 7,575 2,823,938 132,386
8,043 7,966 16,009 -
16 25,234 25,250 -
109,225 206,791 316,016 31,320
- 3,899 3,899 17,666
9,055 25,029 34,084 92,958
13,043,652 4,037,665 17,081,317 6,690,704
- 398,739 398,739 916
2,504,173 3,118,039 5,622,212 2,377,728
1,359,193 - 1,359,193 -
77,403 480,416 557,819 12,435,571
- - - 15,000
201,117 - 201,117 -
2,781,501 141,549 2,923,050 359,889
3,673,634 30,227 3,703,861 1,024,200
866,855 42,890 909,745 380,274
7,303,673 393,173 7,696,846 4,955,846
1,313,749 195,115 1,508,864 1,323,132
- - - 7,345,336
26,030,954 - 26,030,954 -
12,877,413 - 12,877,413 -
26,415 - 26,415 -
193,551 - 193,551 -
- - - 84,226
384,962 20,082 405,044 31,415
(21,588,005) (323,730) (21,911,735) (7,023,771)
27,409,567 327,530 27,737,097 7,096,458
- 16,846 16,846 444,006
38,006,588 4,513,346 42,519,934 23,753,768
51,050,240 8,551,011 59,601,251 30,444,472
$ 175,240 $ 1,625 $ 176,865 268,891
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Commonwealth of Pennsylvania
Statement of Net Position
June 30, 2014

(Amounts in thousands)

Primary Government

LIABILITIES
Current liabilities:
Accounts payable and accrued liabilities...
Investment purchases payable..
Tax refunds payable.................
Tuition benefits payable—Note F..
Securities lending obligations....
Internal balances—Note H
Due to pension trust funds—Note H
Due to primary government—Note H
Due to component units—Note H
Due to political subdivisions
Due to other governments
Interest payable
Unearned revenue
Notes payable—Note S
General obligation bonds payable—Note K
Bonds payable—Note S..............cccceveenne
Demand revenue bonds payable—Note F.
Revenue bonds payable—Note F, S..........
Capital lease/installment purchase obligations
Self insurance liabilities—Note K, M.............
Compensated absence liability—Notes F, K, S.
Insurance loss liability-Note F
Other financing obligations—Note J, S...
Other postemployment benefit obligations—Note S
Pollution remediation obligations—Note K
Other liabilities-Note K
Total current liabilities
Noncurrent liabilities:
Tuition benefits payable—Note F
Due to primary government—Note H.
Due to component units—Note H.
Unearned revenue........

Student loan auction rate security bonds payable—Note S...

Demand revenue bonds payable—Note F
Insurance loss liability—Note F..
Notes payable—Note S.............
General obligation bonds payable—Note K..
Bonds payable—Note S...........ccccceeenne
Revenue bonds payable—Note F, S....
Capital lease/installment purchase obligations—Note K
Other financing obligations—Note J, S
Compensated absence liability—Note F, K, S..
Self insurance liabilities—Note K, M
Other postemployment benefit obligations—Note I, S
Nonexchange financial guarantees—Note N
Pollution remediation obligations—Note K...
Other liabilities—Note K

Total non-current liabilities

TOTAL LIABILITIES

DEFERRED INFLOWS OF RESOURCES
TOTAL DEFERRED INFLOWS OF RESOURCES—Note S......................

NET POSITION—Note C

Net investment in Capital @SSETS.....cccvviiieieie i

Restricted for:
Health-related programs
Transportation
Capital projects
Debt service
Unemployment/worker's compensation
Environmental and conservation programs...
Economic development
Gaming licensing/regulation.
Correctional industries and procurement.
Emergency support.............
Higher education

Commonwealth of Pennsylvania
WWw.pa.gov

Governmental Business-type Component
Activities Activities Total Units

$ 6,197,821 $ 783,445 6,981,266 $ 553,822
15,360 18,609 33,969 -
1,183,836 - 1,183,836 -
- 233,298 233,298 -

96,312 218,853 315,165 23,011
2,099 (1,620) 479 -
75,761 2,198 77,959 -

- - - 24,408

157,586 23 157,609 64
1,403,899 13,217 1,417,116 9
34,136 14,321 48,457 3
163,985 65,747 229,732 221,476
123,889 103,298 227,187 107,899

- - - 497,140

411,351 - 411,351 -

- - - 54,695

- 76,320 76,320 -

- 241,440 241,440 316,695

- - - 3,226

149,821 5,971 155,792 7,635
132,845 6,273 139,118 20,929

- 232,674 232,674 -

8,730 - 8,730 3,660

- - - 59,570

18,283 - 18,283 -
202,135 27,192 229,327 278,649
10,377,849 2,041,259 12,419,108 2,172,891
- 1,307,738 1,307,738 -

- - - 201,117

15,000 - 15,000 -

R - - 4,916

- - - 1,681,200

- 90,315 90,315 -

- 1,345,768 1,345,768 -

- - - 5,250,428
12,263,578 - 12,263,578 -
- - - 2,004,523

- 4,139,992 4,139,992 12,967,174

117,961 - 117,961 81,177
306,890 - 306,890 39,772
617,661 30,734 648,395 131,449
692,227 33,735 725,962 52,087
2,497,694 89,159 2,586,853 955,147
- 8,182 8,182 -

195,560 - 195,560 -
1,259,801 263 1,260,064 936,511
17,966,372 7,045,886 25,012,258 24,305,501
28,344,221 9,087,145 37,431,366 26,478,392
_ - - 317,844
28,344,818 489,357 28,834,175 1,806,029
16,982 5,588 22,570 4,024
298,733 134,364 433,097 -

- - - 3,562,440

- 4,199 4,199 475,526

528,908 - 528,908 -
551,972 - 551,972 -

- 333,821 333,821 77,293

651,467 - 651,467 -
38,976 - 38,976 -
50,535 156,951 207,486 -

- 155,638 155,638 1,131,663

57,614 147,076 204,690 604,324
(7,658,746) (1,961,503) (9,620,249) (3,744,172)
$ 22,881,259 $ (534,509) 22,346,750 $ 3,917,127
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Commonwealth of Pennsylvania
Statement of Activities
For the Fiscal Year Ended June 30, 2014

(Amounts in thousands) Net (Expense) Revenue and
Program Revenues Changes in Net Position
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

elUBA[ASUUSH JO Y)|ESMUOWIWOD

sn'ed areis1abpng mmm
196png ay1 Jo 92110 S,JouIBN0D

Primary government:
Governmental activities:

Direction and sUppOrtive SErviCes..............cveeeeeeevvvvunnnns $ 1,619,894 $ 256,820 $ 61,695 $ - $ (1,301,379) $ - $ (1,301,379) $ -
Protection of persons and property...........cccoeeeeveeeennnnnes 6,216,380 1,348,469 939,407 - (3,928,504) - (3,928,504) -
Public education..................cc...... 14,205,019 5,337 1,805,678 - (12,394,004) - (12,394,004) -
Health and human services 31,634,286 1,726,322 17,329,164 - (12,578,800) - (12,578,800) -
Economic development...........cccuueeiiiiieiiiieciiieeeeeeeis 1,005,570 6,373 366,913 - (632,284) - (632,284) -
Transportation............cccceeeeeeeennn. 5,204,513 1,036,790 2,302,788 40,348 (1,824,587) - (1,824,587) -
Recreation and cultural enrichment. 522,662 338,954 54,300 1,913 (127,495) - (127,495) -
INEEIEST. .o, 494,177 - - - (494,177) - (494,177) -
Total governmental activities.............ccc.c.coeeeeenn 60,902,501 4,719,065 22,859,945 42,261 (33,281,230) - (33,281,230) -
Business-type activities:
State lottery................. 3,720,574 3,786,090 109,833 - - 175,349 175,349 -
State workers' insurance.. 267,991 207,208 (9,369) - - (70,152) (70,152) -
Tuition payment.................... 277,139 191,766 212,002 - - 126,629 126,629 -
Unemployment compensation... 3,189,395 2,900,976 707,526 - - 419,107 419,107 -
Commonwealth financing....... . 189,682 8,463 1,251 - - (179,968) (179,968) -
Liquor control...........cccvveieeeeeennnns 1,683,185 1,803,367 420 - - 120,602 120,602 -
Economic development and other.... 47,212 25,305 26,557 270 - 4,920 4,920 -
Total business-type activities............cccccceeeeeeeeenn. 9,375,178 8,923,175 1,048,220 270 - 596,487 596,487 -
Total primary government................cevvveveveieeeeeeeeeeeeeeeenennns $ 70,277,679 $ 13,642,240 $ 23,908,165 $ 42,531 (33,281,230) 596,487 (32,684,743) -
Component units:

Total comPONENt UNItS.......iiiiiiiiiieeceeei e $ 5,794,694 $ 3,294,628 $ 1,956,425 $ 227,847 - - - (315,794)

General revenues:

Taxes:

Personal iNCOME. ... ..iuniei e 10,817,073 - 10,817,073 -
SalES AN USE...eeieiieiiieiei e 9,293,356 - 9,293,356 -
COIPOTALION. ... eiieiiii ettt 4,314,093 - 4,314,093 -
Liquid fuels and motor carriers...........cccoeeeveiiviinneeeennnn. 2,349,982 - 2,349,982 -
GAMING. ..ttt 1,404,277 - 1,404,277 -
INNEIIEANCE. ...t 850,221 - 850,221 -
CIgArette....coieeiiiii et 968,436 - 968,436 -
Realty transfer..........oooeiiiiiiiiii e 439,797 - 439,797 -
OthBr e 1,499,745 - 1,499,745 -
TOtAl TAXES. .. eeeeeeiiee et e e 31,936,980 - 31,936,980 -
INVESTMENT INCOME. ....enitie e 36,311 - 36,311 -
Total general revVenUeS............uueiieiiiiiiinieeiiiiie e 31,973,291 - 31,973,291 -
Transfers—NOte H........oovuiieniiiiiiiieee s (103,151) 103,151 - -
Net general revenues and transfers............cccccceeeeees 31,870,140 103,151 31,973,291 -
Change in net PoSItioN...........ccevvuuiereeeeiiiiineeeens (1,411,090) 699,638 (711,452) (315,794)
Net position, July 1, 2013 (restated)—Note B............. 24,292,349 (1,234,147) 23,058,202 4,232,921
Net position, June 30, 2014—Note C........cccceeeeeiinreennn. $ 22,881,259 $ (534,509) $ 22,346,750 $ 3,917,127

- The notes to the financial statements are an integral part of this statement. -
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Commonwealth of Pennsylvania
Balance Sheet

Governmental
June 30, 2014

Funds

(Amounts in thousands) Motor
General License Nonmajor
Fund Fund Funds Total
ASSETS

Cash—NoOte D......oevevuiiiiiiiieeiiiieeeeis $ 231,902 $ 48,265 $ 53,352 $ 333,519
Cash with fiscal agents—Note D 13,755 - - 13,755
Temporary investments—Note D.........coooevuieiiiiiiiiiiiiieeeiieeeeenn. 2,959,122 569,304 2,608,981 6,137,407
Long-term investments—NOte D............cooeiiiiiiiiiiiieiiiiieeeeieee, 228,785 622,736 1,633,604 2,485,125
Receivables (net):

TaXES—NOTE G..euiiiiiiee e 3,226,128 222,488 25,700 3,474,316

ACCOUNTS. ..ttt ettt et e et e et e e e e e e e e e eaneeees 1,081,161 27,434 178,302 1,286,897

INVESTMENT INCOME. ... it 288 58 5,930 6,276

Loans—Note G............ 83,939 - 1 83,940

Lease rentals.............. - - 427 427

Investment sale proceeds.. - - 7,035 7,035

(0] 43 ] PRSP 84,400 19,035 24,205 127,640
Due from other funds—Note H.........c.cooviiviiiiiii e, 66,404 41,638 87,626 195,668
Due from pension trust funds—Note H..............cccoiviiiiiineiinnns 734 442 71 1,247
Due from component units—Note H.............ccccoiiiiiiiniiiiinneeennns. 223,285 20 1,564 224,869
Due from Federal government 2,510,753 290,035 15,575 2,816,363
Due from political subdivisions 5,403 1,933 707 8,043
Advances to other funds—Note H 4,475 - 3,750 8,225
OTNEI ASSETS. ...uuiiiii ettt e e e e e e et e eeaanes 3,000 - 3,000

TOTAL ASSET

LIABILITIES,
RESOURCES
Liabilities:

S

$ 10,723,534

$ 1,843,388

$ 4,646,830

$ 17,213,752

DEFERRED INFLOWS OF
, AND FUND BALANCES

Accounts payable and accrued liabilities...............ccceevevereennnnn. $ 5,077,679 $ 535,790 $ 539,390 $ 6,152,859
Investment purchases payable............ccoooiiiiiiiiiiiii - - 15,360 15,360
Tax refunds payable. ... 1,181,317 2,519 - 1,183,836
Securities lending obligations............ccoovviviiiiiii i 6,525 17,760 71,484 95,769
Due to other funds—Note H..........ccouiiiiiiiiiiiiii e 108,553 60,826 54,586 223,965
Due to component units—Note H.............oooeviiiiiiiiiiiiicceiee, 2,256 11,851 158,477 172,584
Due to pension trust funds—Note H.... 68,783 5,388 1,495 75,666
Due to political subdivisions.............cooeeviiiiiiiiiiieiiineeen. 1,265,705 59,730 78,464 1,403,899
Due to other governmMents.........cceeeveeveuneeineeeeeeeeeneeen. 10,667 22,670 767 34,104
Unearned revenue—NOte G........ccuuiiiiiiiiiiiiieieieeeei e 37,015 1,169 85,705 123,889
Advances from other funds—Note H............cccooviiiiiiiiiiiineennnn. 68,250 2,175 - 70,425
Other Iabilities. .....ocvveeiei e 829,009 - - 829,009

TOTAL LIABILITIES. ..ot 8,655,759 719,878 1,005,728 10,381,365

Deferred inflows of resources:
TOTAL DEFERRED INFLOWS OF RESOURCES - Note G.. 2,633,813 658 181,139 2,815,610
Fund balances—Note C:

NoNsSpendable.............iiiiii e 265,403 - - 265,403
RESEFICTE. ... 45 1,122,852 2,653,887 3,776,784
COMMITEEA. .. et 1,119,470 - 806,076 1,925,546
Unassigned defiCit.......c.iiiiiiiiiie e (1,950,956) - - (1,950,956)

TOTAL FUND BALANCES......ccuuiiiiiiieiiiieeee e (566,038) 1,122,852 3,459,963 4,016,777

TOTAL LIABILITIES, DEFERRED INFLOWS
OF RESOURCES AND FUND BALANCES.........ccccooiiiiiiiiiiineeees

Commo

$ 10,723,534

$ 1,843,388

$ 4,646,830

$ 17,213,752

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

Reconciliation of the Balance Sheet

Governmental Funds to the Statement of Net Position
June 30, 2014

(Amounts 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 Position, amounts are reported for all governmental funds and are adjusted to account for specific
items that are treated differently on the Statement of Net Position than on the governmental funds balance sheet. Under the
modified accrual basis of accounting, numerous governmental assets are deferred 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 position 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 Position.

Total Net Position--Governmental ACHIVITIES.........cou i eaas

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

Total Fund Balances--Governmental FUNGS..........oiiii ittt e e e $ 4,016,777
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:
LANd. ..ot 2,781,501
Land improvements............cceeeeeennnnns 866,663
Buildings and building improvements... 7,297,469
Machinery and equipment................... . 1,216,575
INFraStrUCTUNE. . ... e 39,128,333
INtaNGIbIE. ..o 384,962
Construction in progress.... 3,673,634
Accumulated depreciation (21,533,276)
Net general Capital ASSETS. ... ..c.uuiiiii ittt eeaans 33,815,861
Certain revenues are earned but not available at fiscal year-end and therefore
are reported as deferred inflows of resources in the governmental funds balance sheet...............ccccooiiiiiniennnn. 2,815,610
Debt refunding losses are recognized as deferred outflows of resources
in the governmental activities statement of NEt POSITION............iiiiiii i 175,240
Other miscellaneous adjustments that are not reported in the governmental funds balance sheet
but are reported in the statement of NEt POSILION...........uiiiiii e 6,013
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 position as governmental activities ..................cccc.... 87,302
The statement of net position includes inventories that are not reported in the
governmental funds balance sheet because they are not current financial reSoUrces. ..........cccooveviieeiiiiiieninneennnn. 93,888
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..........coooviiiiiiii e $  (12,674,929)
Accrued bond interest payable..............cooiieiiiiiiiiiiin (163,985)
Capital lease and installment purchase obligations.................... (117,446)
Compensated absence liability (747,823)
Self-insurance liabilities. ............uuiiiiiiiiiii e (839,272)
Other post employment benefits............ccovviiiiiiiiiiiiieiiin, (2,491,081)
Other llabilities.........coouiiii e (1,094,896)
(18,129,432)

.............. $ 22,881,259
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Commonwealth of Pennsylvania

Statement of Revenues, Expenditures, and Changes in Fund Balances

Governmental Funds
For the Fiscal Year Ended June 30, 2014

(Amounts in thousands)

REVENUES:
Taxes, net of refunds...............
Licenses and fEES...... ...
Intergovernmental...................
Charges for sales and SErVICES.........coueuuuuiiiiiiiiiiiiie e
INVESTMENT INCOME.....uuiiiiiiiiiii e

EXPENDITURES:

Current:
Direction and SUPPOItiVE SEIVICES.........ueevieieeeiiieeeiee e e
Protection of persons and Property..........cooeeeeeevuuiineeeeeeeiininneeeeees
Health and human services
PUBIC €AUCALION. ... .ciiiiceii e
Recreation and cultural enrichment.............ccoooevviiiiiiiiieiiiineeeiis
Economic development...........oooiiiiiuiiiiee e
TranSPOITALION. ... .eeueie ettt et e e e e e et e eaeeeee
Capital QULIAY. ... .oeeeeeeiiiie e
Debt service:

Principal retir€MeNt..........ccoiiiiiiiie e
Interest and fiscal Charges. .........oovvevi i
TOTAL EXPENDITURES ...

EXCESS/(DEFICIENCY) OF REVENUES
OVER/(UNDER) EXPENDITURES .........ccooiiiiiiiiiiiiniiiiiiees

OTHER FINANCING SOURCES (USES):
BONAS ISSUET. ... ieeeeeeiie e
Refunding bonds iSSUed..............coooiiiiiiiiiiiii e
Premium on bonds/refunding bonds...........ccccoveeiiiiiiiiiiiiiiineeiis
Transfers IN—NOte H........iiiiiiiiiii e
Transfers OUt—NOLE H......coouiiiiiiiii e
Payment to refunded bond escrow agent.............cooeeiiiiiiiiiiinneenns
Capital lease and installment purchase obligations.........................
NET OTHER FINANCING
SOURCES (USES) ...cooiiiiiiiiiiiiiieiiieieeeeeeeeeeeeeeeeeee

NET CHANGE IN FUND BALANCES...........coiiiiiiiiiiiecee,
FUND BALANCES, JULY 1, 2013 (RESTATED)—Note B............
FUND BALANCES, JUNE 30, 2014........coouuiiiiiiiiiiieeeeceee s

Motor
General License Nonmajor
Fund Fund Funds Total
$ 27,277,301 $ 2,349,983 $ 2,069,167 $ 31,696,451
537,242 873,949 801,031 2,212,222
19,995,975 1,948,619 598,864 22,543,458
1,494,040 119,499 307,372 1,920,911
34,319 73,655 162,633 270,607
715 - 808 1,523
212,860 3,131 269,478 485,469
49,552,452 5,368,836 4,209,353 59,130,641
901,917 25,545 608,131 1,535,593
4,423,816 781,151 548,909 5,753,876
31,250,318 - 523,166 31,773,484
13,482,539 316 626,089 14,108,944
260,837 1,677 221,623 484,137
458,631 955 541,021 1,000,607
52,672 2,226,073 1,188,343 3,467,088
103,579 2,228,241 504,266 2,836,086
9,240 - 752,105 761,345
15,868 - 538,706 554,574
50,959,417 5,263,958 6,052,359 62,275,734
(1,406,965) 104,878 (1,843,006) (3,145,093)
- - 1,295,000 1,295,000
- - 289,946 289,946
- - 203,088 203,088
485,641 21,092 1,449,509 1,956,242
(1,211,097) (66,440) (781,856) (2,059,393)
- - (336,896) (336,896)
715 - - 715
(724,741) (45,348) 2,118,791 1,348,702
(2,131,706) 59,530 275,785 (1,796,391)
1,565,668 1,063,322 3,184,178 5,813,168
$ (566,038) $ 1,122,852 $ 3,459,963 % 4,016,777

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

Commonwealth of Pennsylvania
WWw.pa.gov

50

Governor's Office of the Budget
www.budget.state.pa.us



Commonwealth of Pennsylvania

Reconciliation of the Statement of Revenues, Expenditures, and Changes in Fund
Balances-Governmental Funds to the Statements of Activities

For the Fiscal Year Ended June 30, 2014

(Amounts 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 resources 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, 2014. 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 FUNGAS. ... e eaas $  (1,796,391)
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 aCUISITIONS .......cceieiviiiiieeeeiiiiie e et e e eeeee e e e eeeeeanns $ 2,836,086
Depreciation expense and losses on retirement or sale of assets............. (1,742,650)
Capital lease, installment purchase and related payments...................... 7,775
Net excess of capital asset additions/installment purchase
PaymMeNts OVEr AEPrECIATION EXPENSE. ... . i eiieeeuui e eeeeeettu e e eeeeaau e e aeeeaaea e eeaeessenn e aeaeeesnnnaeeaeeesnnn i eaaeeeeen 1,101,211

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

General obligation bonds including a premium of $155,263.................... $ (1,450,263)
Refunding bonds, including a premium of $47,825.............cccccciviiiiiinnns (337,771)
Capital lease and installment purchase acquisitions................ccoeeeeeeeeenn. (715)
Total bond proceeds and capital lease and installment purchase acquisitions..............ccccccccviiiiiiiiiiineeenen. (1,788,749)

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 position.
During the current fiscal year, these amounts consisted of:

Bond principal retirement...........cc.cccceoeeeee. .. $ 761,345
Payments to refunded bond escrow agent 336,896
Total bond principal retirement and payment to refunded bond eSCrow agent............ccuuuieeeeiiiiiiiineeeeeiinnnnnn. 1,098,241

Internal service funds charge the costs of certain goods and services to
individual funds. The net income of the internal service funds is reported
as part Of GOVErNMENTAl ACTIVITIES EXPENSES. ... . iiiitii e ettt e e ettt e e e e e etta e e e et eeetaa e e e e eeeaaaa s aaeeeeeeeata e e aaeesstnnaaeaaeestnnnaaaaae (6,045)

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 activities. ..o 456,895
Certain expense adjustments are reported in the statement of activities because they are not due

and payable and are funded with future economic resources rather than current available

LR Lo T U =T o0 (ol U UUPPUPOTPUIN (476,252)

Net change in governmental net position in the statement of actiVities. ..ot $  (1,411,090)

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

Commonwealth of Pennsylvania 51 Governor's Office of the Budget
WWW.pa.gov www.budget.state.pa.us
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Commonwealth of Pennsylvania
Statement of Net Position
Proprietary Funds

June 30, 2014

(Amounts in thousands)

ASSETS
Current assets:
CasSh—NOtE D......ouriiiiiiiiiiiiei s
Cash with fiscal agents
Temporary investments—Note D
Receivables (net):
Unemployment assessments
Accounts .........
Investment income.
Interest on loans....
Loans—Note G.
Lease rental
Investment sale proceeds
Other
Due from other funds—Note H
Due from pension trust funds—Note H....
Due from component units—Note H..
Due from Federal government
Due from political subdivisions....
Due from other governments ....
Inventory.
Prepaid expenses
Other assets
Total current assets ..
Noncurrent assets:
Restricted Cash..........ccuvviiiiiiiiiii
Long-term investments—NOte D..........cocvvreriirieiniieeiieee e
Receivables (net):
LOANS—NOLE Gttt
Non-depreciable capital assets—Note E:

Construction in progress..
Depreciable or amortizable capital assets—Note E:

Land improvements
Buildings and building improvements.
Machinery and equipment.....
Intangible assets
Less: accumulated depreciation and amortization
Net depreciable or amortizable capital assets
Other assets
Total noncurrent assets
TOTAL ASSETS ... ittt

DEFERRED OUTFLOWS OF RESOURCES
TOTAL DEFERRED OUTFLOWS OF RESOURCES—Note G:.

Enterprise Funds

State
Workers'
Unemployment Insurance State Tuition Commonwealth Internal
Compensation Fund Lottery Payment Financing Nonmajor Service
Fund (Dec. 31, 2013) Fund Fund Authority Funds Total Funds

$ 40,275 % 2,485 130 % 3,701 % 627,157 $ 38,802 712,550 3,105
713,686 - - - - 1 713,687 -
9,321 158,464 262,592 469,034 - 416,788 1,316,199 31,065
704,618 - - - - - 704,618 -
105,175 70,387 25,551 - - 1,118 202,231 1,543

- 9,740 32 3,640 285 26 13,723 4

17,300 - - - 1,815 607 19,722 -

- - - - 18,419 41,850 60,269 -

- - - - - 772 772 -

- - - 16,763 - - 16,763 -

- - - - - 10 10 -

2,669 - 26 - 4,153 14,678 21,526 25,450

3 - - - - - 3 5,519

614 - - - - 10 624 96

2,087 - 5,297 - - 191 7,575 -
7,966 - - - - - 7,966 -
25,198 - - - - 36 25,234 16

- - - - - 206,791 206,791 15,337

- - - - - 3,899 3,899 -

- 6,025 18,567 - - 437 25,029 45
1,628,912 247,101 312,195 493,138 651,829 726,016 4,059,191 82,180
394,277 - - - - 4,462 398,739 -

- 1,380,184 63,493 1,351,052 - 323,310 3,118,039 19,048

- - - - 284,034 196,382 480,416 -

- - - - - 141,549 141,549 -

- - - - - 30,227 30,227 -

- - - - - 42,890 42,890 192

- - - - - 393,173 393,173 6,204

- 1,512 76,521 - - 117,082 195,115 97,174

- - - - - 20,082 20,082 -
- (1,512) (50,292) - - (271,926) (323,730) (54,729)

- - 26,229 - - 301,301 327,530 48,841

- - - - - 16,846 16,846 -

394,277 1,380,184 89,722 1,351,052 284,034 1,014,077 4,513,346 67,889
2,023,189 1,627,285 401,917 1,844,190 935,863 1,740,093 8,572,537 150,069
- - - - - 1,625 1,625 -
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Commonwealth of Pennsylvania
Statement of Net Position
Proprietary Funds

June 30, 2014

(Amounts in thousands)

LIABILITIES
Current liabilities:
Accounts payable and accrued liabilities.............ccoeeeveveiiienenennnn
Investment purchases payable....
Tuition benefits payable—Note F
Securities lending obligations
Due to other funds—Note H....
Due to pension trust funds—Note H..
Due to component units—Note H...
Due to political subdivisions.....
Due to other governments.
Interest payable
Unearned revenue
Demand revenue bonds payable—Note F...
Revenue bonds payable—Note F....
Self insurance liabilities—Note M....
Compensated absences—Note F,K
Insurance loss liability—Note F
Advances from other funds—Note H....
Other liabilities
Total current liabilities..........cooovviviiiiiiieeee
Noncurrent liabilities:
Tuition benefits payable—Note F
Demand revenue bonds payable—Note F...
Insurance loss liability—Note F
Revenue bonds payable—Note F.
Installment purchase obligation—Note K
Compensated absences—Note F,K
Self insurance liabilities—Note M
Other postemployment benefit obligations—Note I....
Nonexchange financial guarantees—Note N...........ccccceveviieiininnnnn
Other HabilitiS.......cooiuiiiiiiiiiiiiiec e
Total noncurrent liabilities
TOTAL LIABILITIES
NET POSITION—Note C
Net investment in capital @Ssets...........covvvvieiiiiiiiiiiiiiieeeeees
Restricted for:
Health-related programs........ccooeveieeiiiiiiiiieeeeeeeeeee
Transportation....
Debt service
Economic development
Correctional industries and procurement
Emergency support...
Higher Education.
Other purposes
Deficit.........ceeeeennn
TOTAL NET POSITION...

Enterprise Funds

State
Workers'
Unemployment Insurance State Tuition Commonwealth Internal
Compensation Fund Lottery Payment Financing Nonmajor Service
Fund (Dec. 31, 2013) Fund Fund Authority Funds Total Funds

$ 96,696 $ 9,651 $ 377,824  $ 2,864 $ -8 296,410 $ 783,445 % 44,956
- - - 18,609 - - 18,609 -
- - - 233,298 - - 233,298 -
- 81,883 1,811 125,937 - 9,222 218,853 543
2,204 - 1,494 - 453 10,539 14,690 4,552
- - 112 - - 2,086 2,198 95
- - - - - 23 23 2
- - 13,197 - - 20 13,217 -
13,324 - - - - 997 14,321 32
58,251 - - - 7,042 454 65,747 -
- 89,934 9,594 - - 3,770 103,298 -
76,320 - - - - - 76,320 -
174,860 - - - 63,250 3,330 241,440 -
1 314 438 - - 5,218 5,971 418
- 391 520 - - 5,362 6,273 456
- 232,674 - - - - 232,674 -
- 2,216 - - - 3,000 5,216 -
- 27,163 - - - 29 27,192 -
421,656 444,226 404,990 380,708 70,745 340,460 2,062,785 51,054
- - - 1,307,738 - - 1,307,738 -
90,315 - - - - - 90,315 -
- 1,345,109 - - - 659 1,345,768 -
2,521,942 - - - 1,592,960 25,090 4,139,992 -
- - - - - - - 515
- 1,907 2,541 106 - 26,180 30,734 2,227
4 1,777 2,476 - - 29,478 33,735 2,358
- 6,575 8,123 - - 74,461 89,159 6,613
- - - - 8,182 - 8,182 -
- - - - - 263 263 -
2,612,261 1,355,368 13,140 1,307,844 1,601,142 156,131 7,045,886 11,713
3,033,917 1,799,594 418,130 1,688,552 1,671,887 496,591 9,108,671 62,767
- - 26,229 - - 463,128 489,357 48,326
- - - - - 5,588 5,588 -
- - - - - 134,364 134,364 -
- - - - - 4,199 4,199 -
- - - - - 333,821 333,821 -
- - - - - - - 38,976
- - - - - 156,951 156,951 -
- - - 155,638 - - 155,638 -
- - - - - 147,076 147,076 -
(1,010,728) (172,309) (42,442) - (736,024) - (1,961,503) -
$ (1,010,728) $ (172,309) $ (16,213) $ 155,638 $ (736,024) $ 1,245,127  $ (534,509) $ 87,302

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

Statement of Revenues, Expenses and Changes in Net Position

Proprietary Funds
For the Fiscal Year Ended June 30 2014

(Amounts in thousands)

OPERATING REVENUES:

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

Provision for uncollectible accounts................ceevvvviiiiiiiiiieiieeennnn.
NET OPERATING REVENUES........cooiiiiiiiiieeiiiiiiiieee e

OPERATING EXPENSES:

OPERATING INCOME (LOSS).....omvoomieeeeoeeseeeeeeeeeeen

NONOPERATING REVENUES (EXPENSES):
INVESTMENT INCOME. ...
INTEIESt EXPENSE...ceiiiiiiiiiiiiiieiiiiieee et e e et ee et e e eeeeeeeeeeeeeeeeeeees
INVESTMENT EXPENSE......eveieeeeieeeeieieeeeeeeeeeeeee e eneneeeee
Grants and other revenues...
Other expenses

NONOPERATING REVENUES (EXPENSES), NET.................

INCOME (LOSS) BEFORE TRANSFERS

TRANSFERS AND CONTRIBUTIONS:

Capital contributions..

Transfers in—Note H....

Transfers OUt—NOtE H.........ooooiiiiiiiiiii
TRANSFERS AND CONTRIBUTIONS, NET.....cccuiiiiiiiiiies

INCREASE/(DECREASE) IN NET POSITION.......................
TOTAL NET POSITION, JULY 1, 2013 (RESTATED)-Note B.

TOTAL NET POSITION, JUNE 30, 2014.........cccccvviiiieeeiinnnns

Enterprise Funds

State
Workers'
Unemployment Insurance State Tuition Commonwealth Internal
Compensation Fund Lottery Payment Financing Nonmajor Service
Fund (Dec. 31, 2013) Fund Fund Authority Funds Total Funds

$ 2,900,976 207,039 3,800,883 $ 191,766 474 1,820,829 $ 8,921,967 88,882
- - - 7,989 6,026 14,015 -

- 169 3 - - 177 349 -

2,900,976 207,208 3,800,886 191,766 8,463 1,827,032 8,936,331 88,882

- (4,744) - - 615 (1,564) (5,693) -

2,900,976 202,464 3,800,886 191,766 9,078 1,825,468 8,930,638 88,882
3,145,347 259,305 3,606,376 272,753 103,735 1,686,338 9,073,854 85,247

- - 3,522 - - 32,481 36,003 10,342

- - 110,633 - 1,518 4,606 116,757 -

3,145,347 259,305 3,720,531 272,753 105,253 1,723,425 9,226,614 95,589
(244,371) (56,841) 80,355 (80,987) (96,175) 102,043 (295,976) (6,707)

413 (9,369) 6,841 212,002 1,251 26,727 237,865 1,946

(44,048) - - - (85,044) - (129,092) -

- (3,942) - (4,386) - - (8,328) -

707,113 - 88,196 - - 1,890 797,199 -
- - (43) - - (5,408) (5,451) (1,284)

663,478 (13,311) 94,994 207,616 (83,793) 23,209 892,193 662
419,107 (70,152) 175,349 126,629 (179,968) 125,252 596,217 (6,045)

- - - - - 270 270 -

- - 166,500 - 225,843 56,238 448,581 -

(40,000) - (222,956) - - (82,474) (345,430) -

(40,000) - (56,456) - 225,843 (25,966) 103,421 -
379,107 (70,152) 118,893 126,629 45,875 99,286 699,638 (6,045)
(1,389,835) (102,157) (135,106) 29,009 (781,899) 1,145,841 (1,234,147) 93,347

$ (1,010,728) (172,309) (16,213) $ 155,638 $ (736,024) 1,245,127 $ (534,509) 87,302

- The notes to the financial statements are an integral part of this statement. -
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Commonwealth of Pennsylvania
Statement of Cash Flows

Proprietary Funds

For the Fiscal Year Ended June 30, 2014

(Amounts in thousands)

Enterprise Funds

State
Workers'
Unemployment Insurance State Tuition Commonwealth Internal
Compensation Fund Lottery Payment Financing Nonmajor Service
Fund (Dec. 31, 2013) Fund Fund Authority Funds Total Funds
CASH FLOWS FROM OPERATING ACTIVITIES:
Receipts from employers $ 3,016,878 $ 210,953 $ -3 -3 - - $ 3,227,831 -
Receipts from customers and participants... - - 3,802,499 191,766 - 1,817,168 5,811,433 91,883
Receipts from borrowers for fees and loan repayments.. - - - - 49,175 58,902 108,077 -
Receipt of premiums.........cccceeeeiniinnees - - - - - 5,217 5,217 -
Payments to programs for the elderly - - (1,078,931) - - - (1,078,931) -
Payments to prize winners. - - (2,367,097) - - - (2,367,097) -
Payments to participants. - - - (207,019) - - (207,019) -
Payments to claimants. (3,170,988) (204,851) - - - (1,336) (3,377,175) -
Payments to borrowers... - - - - (21,259) (51,633) (72,892) -
Payments for vendors, employees and other costs.. - (64,007) (368,924) (5,875) (3,085) (1,668,929) (2,110,820) (80,886)
Payments of grants and loan guarantees - - - - (101,653) - (101,653) -
Other receipts - 169 3 - - 186 358 -
NET CASH PROVIDED BY (USED FOR) OPERATING ACTIVITIES.... (154,110) (57,736) (12,450) (21,128) (76,822) 159,575 (162,671) 10,997
CASH FLOWS FROM NON-CAPITAL FINANCING ACTIVITIES
Net borrowings under advances from other funds............cccoccuviiiiiiiiiiiee e - 14 - - - - 14 -
Principal payments on other non-capital debt.................cccooiiiii s (255,665) - - - (55,870) - (311,535) -
Interest payments on other non-capital debt.. (141,892) - - - (92,017) - (233,909) -
Transfers in........cccccooiiiiiiiie - - 166,500 - 221,690 2,622 390,812 -
Transfers out.............. (40,000) - (222,956) - - (82,567) (345,523) -
Grants and other revenues. 748,376 - 88,045 - - 2,094 838,515 -
Other payments for non-capital financing USES..........cccovvuviiiieiiiiiiieeeeniinns . (850) - - - - (3,845) (4,695) -
NET CASH PROVIDED BY (USED FOR) NON-CAPITAL FINANCING ACTIVITIES....... 309,969 14 31,589 - 73,803 (81,696) 333,679 -
CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES:
Acquisition and construction of capital @ssets...............coooiiiiiiiiiiiiii - - (9,992) - - (38,725) (48,717) (17,955)
DisposSition Of CaPItal @SSELS........viiiiiiiiiiiiiee ettt - - - - - 4 4 -
Capital lease/installment purchase payments.............ccccoieiiiiiiiiin i - - - - - - - (100)
Principal payments on other capital debt . - - - - - (3,380) (3,380) -
Interest payments on other capital debt. - - - - - (1,454) (1,454) -
Transfers in - - - - - 47,856 47,856 -
Capital contributions.... - - - - - 300 300 -
Other receipts for capital and related financing activities - - - - - 42 42 -
Other payments for capital and related financing uses.................. . - - - - - (6,606) (6,606) -
NET CASH USED FOR CAPITAL AND RELATED FINANCING ACTIVITIES.................. - - (9,992) - - (1,963) (11,955) (18,055)
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of INVESIMENTS.........oiiiiiiiiii e (12,278) (1,366,378) (1,571,128) (2,596,793) - (1,488,883) (7,035,460) (438,819)
Sales and maturities of INVESTMENTS............cooiiiiiiiiiiiii s 7,723 1,359,210 1,559,990 2,593,581 - 1,422,754 6,943,258 433,738
Investment income 413 68,548 1,896 28,850 966 7,212 107,885 461
Investment expense.... - (3,860) - (4,386) - - (8,246) -
NET CASH PROVIDED BY (USED FOR) INVESTING ACTIVITIES.........cccoeeiiiiiiennn. (4,142) 57,520 (9,242) 21,252 966 (58,917) 7,437 (4,620)
NET INCREASE (DECREASE) IN CASH......ccuiiiiiiiieiieeeieieeie et 151,717 (202) (95) 124 (2,053) 16,999 166,490 (11,678)
CASH AT JULY 1, 2013, .. it 996,521 2,687 225 3,577 629,210 26,266 1,658,486 14,783
CASH AT JUNE 30, 2014 (including $398,739 included in restricted assets) $ 1,148,238 $ 2,485  $ 130 $ 3,701 % 627,157 43,265 $ 1,824,976 3,105
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Commonwealth of Pennsylvania
Statement of Cash Flows

Proprietary Funds

For the Fiscal Year Ended June 30, 2014

(Amounts in thousands)

RECONCILIATION OF OPERATING INCOME (LOSS) TO NET
CASH PROVIDED BY (USED FOR) OPERATING ACTIVITIES
Operating iNCOME (I0SS).........uuuiiiiiiiiiii i

Depreciation and amortization of capital @ssets............ccccoveuiiiiiiiiiiiiiiie e
Amortization Of Other @SSets............ociiiiiiiiiiii e
Provision for uncollectible acCouNts................oiiiiiiiiiiii e

Changes in assets, liabilities, deferred outflows and deferred inflows:
Unemployment assessments receivable..............oooiiiiiiiiiiiiiiiicc s
ACCOUNTES FECEIVADIE. ...
Interest on loans receivable..
Loans receivable
Lease rental reCeIVabIE. ............c.uuiiiiiiiii e
Other reCeIVADIES.............ooiiiiiiii e
Due from other funds
Due from pension trust funds...
Due from COMPONENT UNIES.........oiiiiiiiiiiiiie it
Due from political subdivisions.
Due from other governments
Inventory..
Prepaid expenses..
Other current and NONCUITENT @SSETS..........uuiiiiiiiiiiiiee i
Accounts payable and accrued labilities. ..o
Tuition benefits payable..
Due to other funds
Due to pension trust funds...
Due to component units
Due to political SUDAIVISIONS...........ccoiiiiiiiiii e
Due t0 Other GOVEIMMENTS. .........ccuiiiiiiiiii i
Unearned revenue
Self insurance liabilities
Compensated absences..
Insurance loss liability
Other postemployment benefit obligations..
Nonexchange financial guarantees
Other current and noncurrent liabilities.
Total AdJuSTMENTS........coouiiiiiiii s

NET CASH PROVIDED BY (USED FOR) OPERATING ACTIVITIES..........ccccvvieeiiinnns

Increase (decrease) in fair value of investments during the fiscal year
Increase in investments from changes in securities lending obligations,
Capital asset disposals by scrapping............ccccceveeeiiiiiiiiiine e

Amortization of bond premium/discount (net)...

There were no other material investing, capital or financing activities that did not result in cash receipts or cash payments during the fiscal year.

Enterprise Funds

State
Workers'
Unemployment Insurance Tuition Commonwealth Internal
Compensation Fund Lottery Payment Financing Nonmajor Service
Fund (Dec. 31, 2013) Fund Authority Funds Total Funds
$ (244,371) % (56,841) $ 80,355 $ (80,987) $ (96,175) $ 102,043 $ (295,976) $ (6,707)
- - 3,522 - - 32,481 36,003 10,342
- - - - - 4,606 4,606 -
- 4,744 - - (615) 1,564 5,693 -
117,562 - - - - - 117,562 -
(7,149) (12,405) 1,357 - - 72 (18,125) 501
(343) - - - - 126 (217) -
- - - - 20,971 1,079 22,050 -
- - - - - 343 343 -
- - - - - 1 1 -
1,281 - 978 - - 797 3,056 (7,809)
4 - - - - - 4 (842)
(109) - - - - 17 (92) 126
2,151 - - - - - 2,151 67
9,780 - - - - ©9) 9,771 -
- - - - - (8,161) (8,161) 2,254
_ - R - - (492) (492) -
- - (1,082) - - (437) (1,519) (29)
(32,446) 995 (83,653) (115) - 10,971 (104,248) 12,857
- - - 59,980 - - 59,980 -
856 - (1,384) - 38 3,583 3,093 (936)
- - 37 - - 553 590 33
® - - - - (29) (32) -
- - 5,849 - - (21) 5,828 -
(1,328) - (20,296) - - 52 (21,572) 6
- 9,162 208 - - 242 9,612
5 21 598 - - (438) 186 55
- (254) 35 6) - 421 196 129
- (9,492) - - - 394 (9,098) -
- 818 1,026 - - 9,815 11,659 950
- - - - (1,041) - (1,041) -
- 5,516 - - - 2 5,518 -
90,261 (895) (92,805) 59,859 19,353 57,532 133,305 17,704
$ (154,110)  $ (57,736) $ (12,450) $  (21,128) $ (76,822) $ 159,575 $ (162,671) $ 10,997
$ -3 (77,661) $ 4949 $ 182,688 $ -3 19,517 $ 129,493 $ 1,486
- 31 251 66,407 - 1,266 67,955 75
- - (43) - - - (43) (1,284)
(72,824) - - - (1,847) - (74,671) -

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



Commonwealth of Pennsylvania
Statement of Fiduciary Net Position

Fiduciary Funds
June 30, 2014

(Amounts in thousands)

ASSETS

Cash—NOtE D......covieiiiiiiiiiiiicie i

Cash with fiscal agents
Temporary investments—Note D.
Long-term investments—Note D..
Short-term funds—Note D........
Corporate obligations—Note D..
Collective trust funds—Note D
Real estate—Note D..........

Alternative—Note D..
Securities lending collateral—Note D..
Asset-backed securities—Note D
Commercial paper—Note D
Domestic equities—Note D....
International equities—Note D..
International private debt securities—Note D..
International public debt securities—Note D
Mortgage-backed securities—Note D
Private placements—Note D........
Repurchase agreements—Note D.
U.S. Treasury obligations—Note D.. .

U.S. government agency debt securities—Note D..

Receivables (net):
Taxes—Note G....
Accounts.
Investment income....
Interest on notes and loans...
Pension contributions
Investment sale proceeds
Other..

Due from other funds—Note H....

Due from pension trust funds—Note H

Due from component units—Note H...

Due from political subdivisions....

Due from other governments...

Advances to other funds—Note H......

Depreciable or amortizable capital assets:
Machinery and equipment...
Intangible assets

Less: accumulated depreciation and amortization

Net depreciable or amortizable capital assets.
Other assets

TOTAL ASSETS.....ccoitiiiieeiiiiiiiiece et

LIABILITIES
Accounts payable and accrued liabilities
Investment purchases payable..........
Securities lending obligations...
Due to other funds—Note H
Due to pension trust funds—Note H...
Due to political subdivisions........
Due to other governments....
Interest payable................
Compensated absence liability..

Self insurance liabilities—Note M..............c.ceeeeeeenn.
Other postemployment benefit obligations—Note |

Other liabilities............uuvevevireveriiiniiinen.
TOTAL LIABILITIES..

NET POSITION
Held in trust for:
Pension benefits...
Postemployment healthcare benefits.
Employee salary deferrals

INVEST Program participants.............ccccceeeereeennnee
Tuition Account Investment Program participants. .
TOTAL NET POSITION. ...ceiiiiiiiiiiiieeeiiiiee e e

Pension (and
Other Employee
Benefit) Trust
Funds

Investment
Trust
Fund

Private Purpose
Trust
Fund

INVEST Program
for Local
Governments

(December 31, 2013)

Tuition
Account
Investment
Program

Agency
Funds

$ 207,805

61,649
248,552
5,504,816
2,240,358
13,045,192
10,343,608
21,383,495
818,830
904,532
9,982
13,290,664
8,421,856
309,766
1,199,160
1,935,796
439,584
98,225
3,441,227
506,593

293,095
502
940,577
298,581
25,946
9,876
133
25,234
18,255
16,386

12,595
34,336
(24,080)

$ -

583,100

20

114,112

$ 2,721

1,685,567

$ 15,652
31,164
743,021
3,129,383

22,851

4,129,795

86,063,126

1,688,300

8,206,037

154,201
858,991
879,426
489
282

575,600

1,100
680

179,621
8,358
10,938

414,476
5

425

358

1,385
7,590,471

2,468,989

114,138

1,780

8,206,037

80,374,271
456,359
2,763,507

583,094

1,686,520

$ 83,594,137

$ 583,094

$ 1,686,520

- The notes to the financial statements are an integral part of this statement. -
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Commonwealth of Pennsylvania
Statement of Changes in Fiduciary Net Position

Fiduciary Funds

For the Fiscal Year Ended June 30, 2014

(Amounts in thousands)

Private Purpose

Investment Trust Trust
Fund Fund
Pension (and INVEST Program Tuition
Other Employee for Local Account
Benefit) Trust Governments Investment
Funds (December 31, 2013) Program
ADDITIONS:
Pension contributions:
EmplOyer.....cccevveeeeeennnns $ 3,682,622 $ - $ -
Employee 1,703,642 - -
Transfer in from other plans.............ccoooo i, 59,527 - -
Total contributioNS.........coovviiiii s 5,445,791 - -
Investment income:
Net appreciation in
fair value of iNVeStMEeNtS..........cccoouiiiiiii e, 9,810,721 - 188,150
INtErest INCOME.......cveniieiieceeeee e 387,073 641 32,647
Dividend iNnCOME........ccceevieiiiiieeiiiiieeeiee, 493,022 - -
Rental and other iINCOME.........ivuiiiii e 1,117,068 - -
Total investment activity iNCOME..........oevuiiuiiiiiiiee e 11,807,884 641 220,797
Less: investment expenses
Investment actiVity EXPENSE. .....ccuuiiieeiieee e eaaes (666,691) (337) -
Net INVeStMENT EarNINGS. .......ccoivuuieiiii e 11,141,193 304 220,797
Securities lending activities:
g Tolo] o 1= PPRN 24,193 - -
EXDBNSES. ...ttt et eea e e aaaas (1,898) - -
Total securities 1ending INCOME..........eiviieeiiiee e 22,295 - -
Total net INVESTMENT INCOME........civeiiieiie e 11,163,488 304 220,797
Share transactions (at net asset value
of $1.00 per share):
Shares issued in lieu of cash distributions.............c.c.cccoeeeiiiiiiin.. - 277 -
Shares purchased/redeemed (NEL).......ccuvvveeiiiiiiiiiiieiieeeee e, - 11,368 130,724
Net increase in net position from share transactions................... - 11,645 130,724
TOTAL ADDITIONS . ... 16,609,279 11,949 351,521
DEDUCTIONS:
Benefit PAYMENTS. ... .o 10,034,160 - -
Refunds of CONtribULIONS. ......c.uiiieiiiiie e 33,432 - -
Transfers to Other Plans..........oiviiii i 100,569 - -
AdMINISTrative EXPENSES. ... .ccuuu et eeiee e 88,760 - 5,537
(0] 1 g1 o 1T g 1SS 3,536 - -
Distributions to partiCipants...........cccuueiiiiiieeeiiie e - 304 -
TOTAL DEDUCTIONS . ..o 10,260,457 304 5,637
CHANGE IN PLAN NET POSITION HELD IN TRUST FOR:
PenSioN DENEFIES. .. ccun i 5,969,375 - -
Postemployment healthcare benefits.........ccccoevveeiiiiiiiiiiiiieeee 47,653 - -
Employee salary deferrals..............ooooeiiiiiiiiiiiiie e 331,794 - -
INVEST program partiCipants.........cccceeeevneerneeeneeeneenneennns - 11,645 -
Tuition Account Investment Program participants - - 345,984
TOTAL CHANGE IN PLAN NET POSITION HELD IN TRUST... 6,348,822 11,645 345,984
Net position, July 1, 2013.......cooiiiiiiiiei e 77,245,315 571,449 1,340,536
Net position, June 30, 2014........couiiiiiiiiieieeee e $ 83,594,137 $ 583,094 $ 1,686,520
- The notes to the financial statements are an integral part of this statement. -
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Commonwealth of Pennsylvania
Statement of Net Position
Discretely Presented Component Units
June 30, 2014

(Amounts in thousands)

ASSETS
Current assets:
CaSh—NOTE S.......oouiiiiiiiii e
Temporary investments—NOTe S..........cccciiriiiiiieiiiieiicerieeee
Receivables (net):
ACCOUNES ...ttt
Investment income

Interest on notes and loans.

Due from primary government—Note H.
Due from component units—Note H
Due from Federal goverNMEeNt...........coocuveiriieniiieeiiee e
Inventory.
Prepaid expenses
Other assets

Total CUMTENt aSSELS .....ccvevveiieiiiieieiiecieie e
Noncurrent assets:

Restricted cash
Long-term investments—Note S...
Receivables (net):

Loans—Note S
Due from primary government—Note H....
Non-depreciable capital assets—Note S

CONSLrUCTION N PrOGIeSS.....cccuviiririiaiieeeite et et
Depreciable or amortizable capital assets—Note S
Land iMProVEMENTS...........coouiiiiiiieiiieeiie e
Buildings and building improvements.............cccceeieeiniieniiennnnns
Machinery and equipment.
Turnpike infrastructure
Library DOOKS. .......ccouiieiiiiiiiieiiicciec e
Intangible assets
Less: accumulated depreciation and amortization.
Net depreciable or amortizable capital assets
Other @SSetS........cccuiiiiiiiii i

Total noncurrent assets ...
TOTAL ASSETS

DEFERRED OUTFLOWS OF RESOURCES
TOTAL DEFERRED OUTFLOWS OF RESOURCES—Note S...

Pennsylvania Nonmajor
Pennsylvania Pennsylvania Higher Pennsylvania Discretely
Turnpike Housing Education Infrastructure State System Presented
Commission Finance Assistance Investment of Higher Component
(May 31, 2014) Agency Agency Authority Education Units Total

848,189 480,958 87,999 41,006 185,834 54,694 1,698,680
199,130 7,531 936,897 1,047,278 517,354 238,525 2,946,715
41,721 - 35,498 - 96,435 1,848 175,502

4,270 1,347 7 - - 81 5,705

- 34,545 104,302 3,419 - 541 142,807

- 100,393 947,152 174,448 8,714 39,191 1,269,898

- - - - 20,214 1,105 21,319

9,811 - 2 18,034 400 127,437 155,684

- 3 - 61 - - 64

- - 96,085 2,234 25,406 8,661 132,386

20,158 - - - 10,549 613 31,320

- - 6,080 - 10,394 1,192 17,666

- 485 90,768 - 1,705 - 92,958

1,123,279 625,262 2,304,790 1,286,480 877,005 473,888 6,690,704

- - - - 25 891 916

743,407 233,985 - - 1,371,121 29,215 2,377,728

- 3,594,495 6,245,917 2,278,227 32,748 284,184 12,435,571

- - - 15,000 - - 15,000

289,900 2,454 2,946 - 63,434 1,155 359,889
790,396 - - - 230,998 2,806 1,024,200
114,009 - - - 264,498 1,767 380,274
905,235 31,185 71,993 - 3,187,354 760,079 4,955,846
570,115 10,226 31,618 - 539,662 171,511 1,323,132
7,345,336 - - - - - 7,345,336

- - - - 83,690 536 84,226

- - 31,382 - - 33 31,415
(5,100,630) (12,649) (76,300) - (1,574,349) (259,843) (7,023,771)
3,834,065 28,762 58,693 - 2,500,855 674,083 7,096,458
123,055 150,565 - - 151,355 19,031 444,006
5,780,823 4,010,261 6,307,556 2,293,227 4,350,536 1,011,365 23,753,768
6,904,102 4,635,523 8,612,346 3,579,707 5,227,541 1,485,253 30,444,472
213,878 42,108 2,728 - 6,527 3,650 268,891
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Commonwealth of Pennsylvania
Statement of Net Position
Discretely Presented Component Units
June 30, 2014

(Amounts in thousands)

LIABILITIES

Current liabilities:
Accounts payable and accrued liabilities.
Securities lending obligations.
Due to primary government—Note H..........cccoueeiieiniieiniieaneeene
Due to component units—Note H.
Due to political subdivisions
Due to other governments
Interest Payable............ioiiiiiiii e
Unearned revenue
Notes payable—Note S.
Bonds payable—Note S
Revenue bonds payable—Note S..........cccooiieiiiieiiieiiiieenieeeeen
Capital lease/installment purchase obligations.
Self insurance liabilities
Compensated abSENCES..........cccuviiriiieiiiieiiiiierie e
Other financing obligations—Note S
Other postemployment benefit obligations—Note S
Other liabilities

Total current liabilities..............cccoooeiiiiiiiiii e
Non-current liabilities:
Due to primary government—Note H..
Unearned revenue .
Student loan auction rate security bonds payable—Note S..........
Notes payable—NOte S.........cccoueiriiiiieieiee e
Bonds payable—Note S,
Revenue bonds payable—Note S..
Capital lease/installment purchase obligations.............c.ccccceuene
Other financing obligations—Note S.
Compensated absences...
Self insurance liabilities....
Other postemployment benefit obligations—Note S..
Other liabilities....
Total non-current liabilities.
TOTAL LIABILITIES ..ottt
DEFERRED INFLOWS OF RESOURCES
TOTAL DEFERRED INFLOWS OF RESOURCES—Note S....
NET POSITION
Net investment in capital assets..........ccccccurerviienreieiiiciinieeneeene
Restricted for:
Health-related programs...........cocveeiieiiiiiiniiicenieecee e
Capital projects.
Debt service
Economic development..
Higher education..
Other purposes....

Unrestricted/(Deficit)
TOTAL NET POSITION.

Pennsylvania Nonmajor
Pennsylvania Pennsylvania Higher Pennsylvania Discretely
Turnpike Housing Education Infrastructure State System Presented
Commission Finance Assistance Investment of Higher Component
(May 31, 2014) Agency Agency Authority Education Units Total

139,302 16,583 168,643 482 217,505 11,307 553,822

- - - 22,869 - 142 23,011

- 24 176 14,512 1,120 8,576 24,408

- 61 - 3 - - 64

- - - - - 9 9

- - - - - 3 3

178,745 30,455 6,250 - - 6,026 221,476
55,217 - 49 - 50,990 1,643 107,899

- 2,000 444,140 51,000 - - 497,140

- - - - 54,695 - 54,695

184,675 109,340 - 1,575 - 21,105 316,695

- - - - 3,226 - 3,226

2,859 - - - 4,776 - 7,635

9,121 - - 78 11,355 375 20,929

- - 3,660 - - - 3,660

- - - - 59,295 275 59,570

- 70,382 90,768 - 117,298 201 278,649

569,919 228,845 713,686 90,519 520,260 49,662 2,172,891

- - - 201,117 - - 201,117

- - - - 4,916 - 4,916

- - 1,681,200 - - - 1,681,200

- 22,000 4,940,357 - 288,071 - 5,250,428

- - - - 2,004,523 - 2,004,523

9,523,230 3,206,673 - - - 237,271 12,967,174

- - - - 81,177 - 81,177

- - 39,772 - - - 39,772

7,462 - 18,404 383 103,355 1,845 131,449

35,153 - - - 16,934 - 52,087

- - - 659 947,776 6,712 955,147

158,111 469,840 - - 169,911 138,649 936,511
9,723,956 3,698,513 6,679,733 202,159 3,616,663 384,477 24,305,501
10,293,875 3,927,358 7,393,419 292,678 4,136,923 434,139 26,478,392
124,560 - 192,952 - 332 - 317,844
372,750 11,216 61,639 - 684,396 676,028 1,806,029

- - - - - 4,024 4,024

237,042 - - 3,287,029 38,369 - 3,562,440
36,801 165,564 216,916 - - 56,245 475,526

- - - - - 77,293 77,293

- - 750,148 - 374,048 7,467 1,131,663

- 573,493 - - - 30,831 604,324
(3,947,048) - - - - 202,876 (3,744,172)

$ (3,300,455) $ 750,273  $ 1,028,703  $ 3,287,029 $ 1,096,813 1,054,764 3,917,127

- The notes to the financial statements are an integral part of this statement. -
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Commonwealth of Pennsylvania
Statement of Activities

Discretely Presented Component Units
For the Fiscal Year Ended June 30, 2014

(Amounts in thousands) Pennsylvania Nonmajor

Pennsylvania Pennsylvania Higher Pennsylvania Discretely

Turnpike Housing Education Infrastructure State System Presented

Commission Finance Assistance Investment of Higher Component

(May 31, 2014) Agency Agency Authority Education Units Total
EXPENSES. .ttt $ 1,653,569 $ 616,997 $ 967,372 % 100,472 % 2,317,790 $ 138,494 % 5,794,694
Program revenues:

Charges for goods and ServiCes............oeveveunveriiineeeiineeeiineenennns 880,755 222,276 690,283 35,854 1,426,716 38,744 3,294,628
Operating grants and contributions...............cccceeeviieeeiieeeiennnnnns 50,731 432,533 412,588 109,739 880,004 70,830 1,956,425
Capital grants and contributions 110,036 - - 69,573 18,760 29,478 227,847
Total pProgram rEVENUES..........ceeeuuieeiiieeeiiieeeiieeeaieeeans 1,041,522 654,809 1,102,871 215,166 2,325,480 139,052 5,478,900
Change in Net POSItioN.........cccceeviiiieiiieeee e, (612,047) 37,812 135,499 114,694 7,690 558 (315,794)
Net position, July 1, 2013 (restated)—Note B,S............... (2,688,408) 712,461 893,204 3,172,335 1,089,123 1,054,206 4,232,921
Net position, June 30, 2014 .........ccoovvemriiiiieeeeeeeee e $ (3,300,455) $ 750,273 % 1,028,703  $ 3,287,029 $ 1,096,813 $ 1,054,764 $ 3,917,127

- The notes to the financial statements are an integral part of this statement. -
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NOTES TO FINANCIAL STATEMENTS (amounts in thousands) June 30, 2014

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of Presentation

The basic financial statements of the Commonwealth of Pennsylvania (the Commonwealth) 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. There
may be rounding differences between amounts reported in the Basic Financial Statements section and amounts reported in
other sections of the Comprehensive Annual Financial Report (CAFR). Also note, all amounts in the CAFR are stated in
thousands unless otherwise indicated.

Government-Wide Financial Statements

Government-wide financial statements report the financial position and results of activities for the Commonwealth of
Pennsylvania as a whole, except for its fiduciary activities. Separate columns are presented for governmental and business-
type activities within the primary government (PG) and discretely presented component units (DPCU). The Statement of Net
Position reports all assets, deferred outflows of resources, liabilities and deferred inflows of resources 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 position of the
government increased or decreased during the fiscal year ended June 30, 2014. The government-wide financial statements
do not include any fiduciary fund assets, liabilities or activities for the primary government or component units (CU) that are
fiduciary in nature because they are held for the benefit of others and are not available to address activities or obligations of
the PG. 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 and two blended CUs.

Financial Reporting Entity

The basic financial statements include all funds of the PG, which for reporting purposes represents the Commonwealth of
Pennsylvania, as well as the CUs determined to be included in the Commonwealth’s financial reporting entity. A fund is a self-
balancing set of accounts, segregated for specific purposes. A CU is a legally separate organization, the activity of which must
be included in the Commonwealth’s reporting entity.

The basic financial statements include the government-wide financial statements and fund financial statements. The fund
financial statements present governmental, proprietary and fiduciary financial statements. Reconciliation between the
governmental fund financial statements and the governmental activities column of the government-wide financial
statements is presented since a different measurement focus and basis of accounting is used. The reconciliation explains the
adjustments required to convert the fund-level financial statements to the government-wide financial statements.

School districts, local governments, counties and numerous authorities are considered separate, stand-alone primary
governments or organizations. Although these organizations may receive significant PG operating and/or capital subsidies,
they have been excluded from the financial reporting entity because they are governed by popularly-elected officials or
appointees and are not fiscally dependent on the PG. The PG provides significant subsidies and 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. 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
For financial reporting purposes, the Commonwealth of Pennsylvania is a primary government. 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.

Commonwealth of Pennsylvania 64 Governor's Office of the Budget
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NOTES TO FINANCIAL STATEMENTS (amounts in thousands) June 30, 2014

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Component Units

CUs are legally separate organizations for which the Commonwealth is either financially accountable or the nature and
significance of their relationship with the Commonwealth is such that exclusion would cause the Commonwealth’s financial
statements to be misleading or incomplete. CUs are reported either discretely as an aggregated separate column in the
government-wide financial statements or blended in both the government-wide and fund financial statements as if they were
funds of the PG. The decision to include and how to report a CU in the Commonwealth’s reporting entity is based on several
criteria, including legal standing, debt responsibility, fiscal dependency, and financial accountability. The Commonwealth
reports twenty CUs, sixteen of which are reported as DPCUs, two as CU fiduciary funds and two as blended CUs. The financial
information for the DPCUs reported in the aggregate in the government-wide financial statements are presented separately
in the Combining Financial Statements section of the CAFR. CUs classified as fiduciary funds are aggregated in the Pension
(and Other Employee Benefit) Trust Funds column in the fund financial statements.

More detailed information for the individual CUs is available from the CUs’ separately issued financial statements available by
writing to the Commonwealth’s Chief Accounting Officer, 555 Walnut Street, Ninth Floor, Harrisburg, PA 17101-1921. The
following paragraphs are a brief description of the Commonwealth’s CUs. Note S and the Combining Financial Statements
contain additional DPCU information.

Blended Component Units

A blended CU is an entity that functions as an integral part of the PG and as a result the entities financial data is blended with
the financial data of the PG. With the implementation of GASB 61 for fiscal year ending June 30, 2013, the following two
entities are reported as blended CUs because the total debt of the CUs are expected to be repaid entirely or almost entirely
with resources of the PG.

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 CFA is authorized to issue limited obligation revenue bonds and other types of
limited obligation revenue financing. The PG appoints all seven voting members of the Board of Directors, four by
appointment, whom may be removed at will, and three ex-officio board members, the Secretary of Community and Economic
Development, Secretary of the Budget, and Secretary of Banking. A Service Agreement entered into by the CFA and the
Department of Community and Economic Development (DCED), a PG agency, in 2005 states that the DCED shall request
annual appropriations from the General Assembly in amounts necessary to pay the debt service requirements of the CFA.
CFA’s total debt outstanding is expected to be repaid entirely or almost entirely with resources of the PG.

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 funding from the PG. The PRPA also issues revenue bonds to finance its activities. The Governor must
approve the issuance of its debt. 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. PRPA’s
total debt outstanding is expected to be repaid entirely or almost entirely with resources of the PG.

Fiduciary Fund Component Units

A fiduciary fund CU is an entity that functions as an integral part of the PG but because the funds are held for the benefit of
others and are not available to address activities or obligations of the PG, they are reported separately throughout this
financial report.

State Employees’ Retirement System (SERS) - The SERS is a public employee retirement system that provides pension benefits
to Commonwealth employees. The PG appoints all voting board members and, on a very limited basis, imposes its will on the
SERS. 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 substantially all
of the SERS pension obligations. The SERS provides services and benefits almost exclusively to the PG. The SERS administers
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NOTES TO FINANCIAL STATEMENTS (amounts in thousands) June 30, 2014

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

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. The SERS is reported for its fiscal year ended December 31,
2013.

Public School Employees’ Retirement System (PSERS) - 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 state-owned schools are
shared equally by covered employers and the PG; 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.

Discretely Presented Component Units

DPCUs are legally separate organizations for which the elected officials of the PG are financially accountable. In addition,
DPCUs can be other organizations of which the nature and significance of their relationship with the PG is such that exclusion
of these organizations from the PG’s financial statements would be misleading. DPCUs do not function as an integral part of
the PG and therefore are presented in separate (discrete) columns.

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 board
members. When all the PTC bondholders have been satisfied, the PTC assets revert to the Department of Transportation,
which represents a financial benefit to the PG. The Governor must approve the issuance of all PTC debt, by which the PG can
impose its will. The PG is not obligated for all PTC debt, but the PG could take certain actions to satisfy bondholders. As
further disclosed in Note N to the Financial Statements, the Commonwealth is contingently liable for $970,503 of PTC debt at
fiscal year-end. The PTC is reported for its fiscal year ended May 31, 2014.

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 with disabilities, and low- and moderate-income individuals and
families. The PG appoints all voting board members. 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 moral obligation represents a
financial burden to the PG. The PHFA 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. Through June 30, 2014, lending institutions and post-secondary schools were 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 and the Federal government. The PG appoints all twenty voting board members. A significant PG financial
burden exists through subsidizing the PHEAA 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 Infrastructure Investment Authority (PENNVEST) - The 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. The PENNVEST operates closely with the
Department of Environmental Protection. The PG appoints all voting board members. By issuing general obligation debt and
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providing the proceeds to PENNVEST as capital contributions, a significant financial burden exists. 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.

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 twenty 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 which creates a significant financial burden. The PG is not obligated for the SSHE
debt, but the PG could take certain actions to satisfy bondholders.

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. Neither the PG nor the Authorities are obligated for debt
service payments, these bonds are repaid solely from lease/loan payments from the schools. All nine voting members of the
SPSBA and the PHEFA governing boards are PG’s high ranking officials being ex-officio board members by virtue of their
position. The PG’s Department of Education approves the SPSBA’s projects, which indicates imposition of will.

Ben Franklin Technology Development Authority (BFTDA) — The BFTDA encourages and coordinates programs and
investments which advance the competitiveness of Commonwealth companies in the global economy. The BFTDA, staffed by
the Department of Community and Economic Development (DCED), provides vital seed capital, technology commercialization
and entrepreneurial support services to the technology sector of the Commonwealth’s economy. The PG appoints all twenty-
one voting members of the governing board. The PG also provides funding on an annual basis, which is a financial burden to
the PG.

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 fifteen voting
members of the governing board and can impose its will by removing board members at will. The PG provides funding for
the PPC but is not required to do so.

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 PG
appoints the majority of the governing board by appointing three of five voting board members. The PG also provides a
significant portion of funding for the PSDC, which is a financial burden to the PG. 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
PSDC is reported for its fiscal year ended December 31, 2013.

Pennsylvania _Industrial Development Authority (PIDA) - The PIDA was created to provide employment opportunities
throughout the Commonwealth by attracting businesses and investors to the Commonwealth and retaining existing
businesses. The PIDA provides low interest rate loans to prospective and existing businesses focusing on areas of the
Commonwealth where unemployment rates are the highest. 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 works closely with the Department of
Community and Economic Development. The PG appoints all voting board members. The PG has provided capital
contributions and “excess” PIDA funds are transferred to the General Fund, which represents a financial burden and benefit
to the PG. The PG is not obligated for the PIDA debt, but the PG could take certain actions to satisfy bondholders.

Thaddeus Stevens College of Technology (College) - The College is governed by a Board of Directors that is a body politic and
corporate constituting a public corporation, making the College an entity legally separate from the PG. The Governor, with
the advice of the Senate, appoints nine of the ten voting Board members, and the Secretary of Education serves as an ex-
officio member. The PG has some ability to influence the structure and/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 funds for College
operations.
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Pennsylvania Convention Center Authority (PCCA) - The PCCA was created to operate the Pennsylvania Convention Center
located in the City of Philadelphia. The PG may impose its will because it has final approval authority over the PCCA
operating and capital budget and the PCCA may not incur debt without the prior written approval of the PG. The PG financed
a portion of the PCCA facility in prior fiscal years and during the fiscal year ended June 30, 2014 as well as paying other
periodic amounts to the PCCA, thus there is a financial burden on the PG.

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 and repayments are derived solely from project revenues. The debt is considered non-recourse, as the PEDFA 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 eleven of the
sixteen board members and 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. Although, the
PEDFA issues only conduit debt and therefore there is no direct financial benefit or burden attributable to the PG, the
ultimate purposes of the PEDFA is to benefit the PG by supporting and growing the tax base of the PG through economic
development loans. Therefore because the PG is the ultimate beneficiary of the growing tax base, provides all management
and administrative services to the PEDFA, as well as appoints the entire board, it would be misleading to exclude the PEDFA
from the CAFR.

Pennsylvania Energy Development Authority (PEDA) - The PEDA was created to promote the development of energy sources
within the Commonwealth. PEDA has two distinct functions: (1) the issuance of non-recourse debt and (2) the management
of the Energy Development Fund. The Energy Development Fund is reported as activity of the PEDA. The non-recourse debt
that was previously issued by PEDA has been satisfied. The PG appoints thirteen of the nineteen board members and six
members are ex-officio. The Governor must approve the issuance of PEDA debt. By legislative authority, the PEDA is
required to take action to deposit excess moneys into the Commonwealth’s General Fund and that the PEDA may requisition
moneys in the amounts necessary to pay administrative costs, which results in a financial benefit and burden to the PG.

Pennsylvania eHealth Partnership Authority (eHealth) - On July 5, 2012 the Governor signed Act No. 121 (Senate Bill 8,
Printer’s No. 2269) known as the Pennsylvania eHealth Information Technology Act, which established the Pennsylvania
eHealth Partnership Fund. The fund is administered by eHealth in accordance with the act to promote and maintain health
information exchange that complies with Federal and State law. The PG appoints all fifteen members of the board and has a
significant financial burden in funding eHealth.

Related Organizations

Related organizations are legally separate, fiscally independent entities for which the Commonwealth appoints a voting
majority of the board, but the Commonwealth is not financially accountable for the entity.

The Philadelphia Parking Authority (Authority) is financially reported as a DPCU unit in the City of Philadelphia’s financial
reporting entity. Act 22 of 2001 provided, in part, for the Commonwealth to appoint a voting majority of the Authority’s
governing board.

The Philadelphia School District (School District) is financially reported as a DPCU in the City of Philadelphia’s (City) financial
reporting entity. During 2001, the General Assembly passed Senate Bill 640 amending Act 46 of 1999, providing 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.

Patient Safety Authority 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 PG
appoints all eleven members of the Board; 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
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Assembly. Although the Pennsylvania Department of Health approves the recommendations that will be adopted, the
approval is not substantive.

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. 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. Through a contract (exchange transaction) a significant portion of IFPA
expenditures funds the Section on Insurance Fraud in the Office of Attorney General.

Joint Venture

A joint venture is a legal entity that results from a contractual arrangement owned, operated, or governed by two or more
participants as a separate and specific activity subject to joint control, in which the participants retain an ongoing financial
interest or responsibility. Joint control means no single participant has the ability to unilaterally control the financial or
operating policies of the joint venture. The purpose of a joint venture is to pool resources and share the costs, risks, and
rewards of providing goods or services. The Pennsylvania Employees Benefit Trust Fund is the only joint venture in which the
Commonwealth participates.

The Pennsylvania Employees Benefit Trust Fund (PEBTF) was created by the Commonwealth, through its Office of
Administration, using a contractual agreement with various Commonwealth employee labor unions. The PEBTF establishes
and provides active Commonwealth employee healthcare benefits and is the Commonwealth’s third-party administrator for
the Commonwealth’s retiree healthcare programs. 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
PEBTF.

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. The purpose
of a fund is for 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 Commonwealth transactions are recorded in three fund types: Governmental, Proprietary and Fiduciary funds. In
addition, within each fund type there are various categories of funds.

The Governmental funds include two funds that qualify as major funds (as defined by GASB Statement 34) and the
Proprietary funds include five funds that qualify as major funds. Major funds are displayed in bold print in the Notes to the
Financial Statements.

Governmental Funds

Governmental funds focus on the sources and uses of funds. Included in the governmental fund financial statements are
general, special revenue, debt service, and capital project funds.

The General Fund is the Commonwealth’s main operating fund. The General Fund accounts for all financial resources except
those required to be accounted for in another fund.

Special Revenue Funds account for and report the proceeds of specific revenue sources that are restricted or committed to
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expenditure for specific purposes other than debt service or capital projects. The Motor License Fund, one of several special
revenue funds, is the only special revenue fund reported as a major fund.

The Motor License Fund, a major 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 highway revenues. The Motor License 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.

Debt Service Funds account for and report financial resources that are restricted, committed or assigned to expenditure for
principal and interest. There are no major debt service funds.

Capital Projects Funds account for and report financial resources that are restricted, committed or assigned to expenditure
for capital outlays, including the acquisition or construction of capital facilities and other capital assets. Capital projects funds
exclude those types of capital-related outflows financed by proprietary funds or for assets that will be held in trust for
individuals, private organizations or other governments. There are no major capital projects funds.

Proprietary Funds

The Proprietary funds are used to account for activities that receive significant support from fees and charges. They focus on
determining operating income, changes in financial position and cash flows. Generally accepted accounting principles, similar
to those used by private sector businesses, are applied in accounting for these funds. Included in proprietary fund financial
statements are enterprise funds and internal service funds.

Enterprise Funds are used to report any activity for which a fee is charged to external users for goods or services. Activities
must be reported as enterprise funds if any one of the following criteria is met:

e The activity is financed with debt secured solely by a pledge of the net revenues from fees and charges of the activity;

e Laws or regulations require the activity’s costs of providing services, including capital costs (such as depreciation,
amortization or debt service), be recovered with fees and charges; or

e The pricing policies of the activity establish fees and charges designed to recover its costs, including capital costs.

The State Lottery Fund, State Workers’ Insurance Fund, Unemployment Compensation Fund, Tuition Payment Fund, and
Commonwealth Financing Authority are enterprise funds 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 SWIF. SWIF is reported
for its fiscal year ended December 31, 2013.

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

The Tuition Payment Fund offers a college savings program allowing participants to purchase college credits at the current
year rates. 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 Commonwealth Financing Authority (CFA) is a blended CU. Please see the aforementioned description for CFA.

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 Purchasing Fund. The
Purchasing Fund receives reimbursements from the various Commonwealth departments, boards, and commissions for the
materials, services, and supplies provided. Also, the Purchasing Fund receives proceeds from the sale of vehicles and
unserviceable property as well as from investment income. From time to time, the Purchasing Fund has borrowed from the
General Fund; all such borrowings have been repaid.

The Manufacturing Fund uses inmate labor to produce items for the Department of Corrections and other Commonwealth
agencies. The revenue source is the sale of items produced or services provided. Expenses include raw materials, inmate
labor, and general and administrative costs.

Fiduciary Funds

Fiduciary funds are used to account for resources that a government holds as a trustee or agent on behalf of an outside party
and that cannot be used to support that government’s own programs.

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 (SERS), a Pension Trust Fund, is a CU and accounts for the payment of retirement,
disability, and death benefits to members of the SERS and their beneficiaries. The Deferred Compensation Fund is a pension
trust fund that collects and administers amounts contributed by Commonwealth employees who defer a portion of their
income until future years, in accordance with Internal Revenue Code Section 457. The SERS and the Deferred Compensation
Fund are reported for their fiscal years-ended December 31, 2013.

The Public School Employees’ Retirement System (PSERS), a Pension Trust Fund, is a CU and was created to administer and
provide pension benefits to public school employees in Pennsylvania.

The INVEST Program for Local Governments is an Investment Trust Fund that invests amounts owned by local governments,
school districts, and not for profit entities. The INVEST Program for Local Governments is reported for its fiscal year ended
December 31, 2013. Audited financial statements for that Program are available through the Chief Accounting Officer.

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. Audited financial statements for that Program are available through the Chief Accounting
Officer.

The Statutory Liquidator Fund, the largest Agency Fund, converts the remaining assets of insolvent insurance companies to
cash for remittance to policyholders, creditors, and stockholders. The order of distribution of the assets is established in
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Article V of the Pennsylvania Insurance Department Act of 1921 and on a Commonwealth Court approved percentage of
claim basis. Although not yet determined, the actual amounts to be paid based on the amount of the remaining assets are
expected to be less than the amounts actually claimed by creditors, policyholders, and stockholders.

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 Medical Care Availability and Reduction of Error Fund (MCare), created by Act 13 of 2002, is used to pay claims against
participating health care providers for losses or damages awarded in medical professional liability actions against them in
excess of the basic insurance coverage required by the act.

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.

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 Position reports all assets (including capital assets, such as heavy trucks,
highways, and bridges), all liabilities regardless of when payment is due and all deferred inflows and outflows of resources.
The 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. All tax revenues, except for unemployment compensation tax revenues which are reported as charges for sales and
services program 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 of Activities when incurred, 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 funds, debt service funds, and capital project funds (governmental funds) are reported
using the current financial resources measurement focus and modified accrual basis of accounting. Under this measurement
focus, current assets, deferred outflows of resources, current liabilities and deferred inflows of resources are presented 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. 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 defined 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 and available; accrued amounts due from the Federal government are treated
as available in the period in which all applicable eligibility requirements have been met. 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 and other long-term liabilities
are recognized when due. Prepaid items and inventory purchases are reported as current fiscal year expenditures, rather
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than allocating a portion of related cost to the fiscal year when the items are actually used. Expenditures are reported for
amounts accrued at fiscal year-end that normally would be liquidated with expendable available financial resources.

Proprietary Funds and Fiduciary Funds

The enterprise, internal service (proprietary funds), pension (and other employee benefit) trust funds, the investment trust
funds and private purpose trust funds are reported using the economic resources measurement focus and the accrual basis
of accounting. Under this measurement focus, all assets, deferred outflows of resources, liabilities and deferred inflows of
resources associated with the operations of these funds are included on the Statement of Net Position. 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 non-operating, depending on the nature of the
activities reported in the individual fund. The majority of transactions are reported as operating; however, investment
income and grants are reported as non-operating revenues by all Proprietary Funds. Fiduciary funds, except for agency funds,
classify revenues and expenses as either additions or deductions to net position.

Agency funds, a fiduciary fund type, use the accrual basis of accounting to report assets and liabilities. Agency funds have no
measurement focus and do not report operating statements.

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 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 or long-term investments; the pools themselves are not financially reported. Periodic earnings are allocated to
specific participating funds. Several individual funds have statutory authority to own investments outside the Commonwealth
Investment Program (CIP). 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.

Temporary Investments: The Treasury Department manages the temporary investment pools. Practically all individual funds
that are part of PG are participants in the temporary investment pools. Temporary investments are reported at cost, except
for the INVEST Program, which reports at amortized cost. Such investments, which are expected to be realized in cash within
twelve months after fiscal year-end or less, are reported as temporary investments. The Treasury Department accounts for
each participating fund’s equity (considered “shares”) on a daily basis. “Share” balances of participating funds may fluctuate
considerably during the fiscal year, based on the timing of cash receipts and disbursements in the participating fund. These
investments are considered internal investment pools. Periodic earnings are allocated to specific participating funds based on
the weighted daily average share balance.

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. Long-term investments are reported at fair value. 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 the net asset value as reported
by the fund manager. In addition to long-term investments held by funds with statutory authority to own investments
outside the CIP, the Treasury Department manages a long-term investment pool in which a number of individual funds
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participate. Income is allocated periodically to specific participating funds based on the net asset value of a fund’s shares at
redemption date. Income is also distributed periodically based on the net asset value of the pool and participant fund share
balances on the income declaration date.

Inventories and Prepaid Expenses: Inventories of operating materials and supplies are reported by certain governmental
activities. Operating and merchandise inventories are reported by Proprietary Funds and the SSHE, a DPCU. 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. Prepaid
expenses are not reported in governmental fund financial statements.

Due From Other Governments: This receivable represents amounts due primarily from the Federal government for various
department programs.

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 Position. Donated capital assets are reported at fair market value at
the time 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... ......cccccoccoveeevcieeenns S 25
Machinery and eqUIPMENT.......ccuiiieciee e sree e e 25
Highway and bridge infrastructure 100
All Other INfrastrUCtUIE .....eiiiiiee e s 25
COMPUEET SOFEWAIE ..ttt ettt ettt 1,000
Trademarks, patents and cOpyrights........c.ooeeiiiiiiiiiicciiee e 100

Commonwealth agencies maintain inventories of all their respective capital assets, including assets acquired for less than the
above minimum amounts, which are not capitalized in the Basic Financial Statements.

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 deaccessioning 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 to protect farmland under the Agricultural Area Security Law since
participating counties within the Commonwealth play a much greater role in administering the Law than the Commonwealth.
Capital assets (excluding land and construction in progress) are depreciated/amortized over the estimated useful lives of
major capital asset classes using the straight-line method. Depreciation/amortization expense is reported in the Statement of
Activities as part of direct functional expenses; all depreciation/amortization is allocated to a specific function. Capital assets
reported by proprietary funds are reported in those funds at cost or estimated historical cost. Depreciation/amortization is
reported on the straight-line basis over the capital assets’ estimated useful lives. Depreciation expense associated with
capital assets being procured under capital lease arrangements is reported as part of depreciation expense for other capital
assets. The following useful lives are used for PG governmental activities:

Buildings and building improvements..........cccccuveieeiiee e e e 40 years

Improvements other than buildings.... 30 years

Machinery and eqUIPMENT.......ccuiii e e e e s 10 years

Highway heavy eqUIPMENT......ccciiiiriiiieee e 15 years

Highway infrastruCture ......cceccieiiiiece e e 25 years

Bridge iNFrastrUCTUIE ....ccueiiiieciee sttt ettt ettt et e sae e aae e aaeenreas 50 years
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NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Dams, dikes and pier iNfrastruCtUre.........ceeeecueiiieiiee e e 50 years
Other INfrastrUCTUIE ....c..vveeeeieee e ettt ee e e e e e e e eteeeeeanes 20 years
COMPULET SOFEWAIE ..eeeiiiiie ettt e e et e e et e e e ta e e e e abeeeesnbaeeeeanes 3 —-30vyears
Trademarks, patents and cOpYrights........c.coeeciiiiiiiie e 3 —40 years

PG business-type activities report depreciation/amortization 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
SSHE, a DPCU, which were acquired or constructed before July 1, 1983 (the inception date for the SSHE), are financially
reported as governmental activities 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
capital assets. This reporting treatment is based on the title for the SSHE-used real property remaining with the PG. Based
on agreements between the PG, through its Department of General Services (DGS), and SSHE universities in 2002, DGS
effectively transferred occupancy, custody, and control to the SSHE universities and the SSHE universities assumed financial
responsibility and legal liability for the SSHE-used real property but the Commonwealth retained title.

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,
Commonwealth agencies using capital assets must report impairments promptly.

Deferred outflows of resources are a consumption of net position by the government that is applicable to a future reporting
period. Deferred outflows have a natural debit balance and, therefore increase net position similar to assets.

Deferred inflows of resources are an acquisition of net position by the government that is applicable to a future reporting
period. Deferred inflows have a natural credit balance and, therefore decrease net position similar to liabilities.

Liabilities: Governmental, business-type, and proprietary liabilities in the Statement of Net Position, 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.

Self-Insurance: The Commonwealth is self-insured for annuitant medical/hospital benefits, employee disability and tort
claims. Note M provides disclosures for self-insurance liabilities and property loss coverage.

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 an agreed upon percentage of regular hours paid. Generally, a maximum of 300 days
may be carried forward at the end of each calendar year. Most 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 11

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 and business-type activities and
fiduciary funds.
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NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Pollution Remediation Obligations: In the government-wide Statement of Net Position, pollution remediation obligations
are reported at the current value of expected outlays to fund remediation costs using the expected cash flow technique. This
technique measures the sum of probability-weighted amounts in a range of possible estimated amounts and uses all
expectations about possible cash flows on a site-specific basis. Such ranges are weighted within ‘most likely’, ‘worst case’
and/or ‘best case’ scenarios and are based on actual remediation cost experience, remediation cost estimates and/or discrete
cost remediation treatment possibilities. All reported obligation amounts are estimates and are subject to change resulting
from price increases or reductions, technology, or changes in applicable laws or regulations. In cases where remediation
activities beyond site investigation/assessment or feasibility studies have not begun, remaining remediation costs are not
reasonably estimable and liabilities for such cases are not reported.

Interfund Transactions: The Commonwealth has the following types of transactions between funds; between PG
governmental activities and business-type activities; and between PG and DPCUs:

Statutory Transfers—Legally required transfers from specific funds that subsidize receiving fund programs, when paid are
reported as “Transfers in” by the receiving fund and as “Transfers out” by the disbursing fund. Legally required payments
from the PG to CU organizations are reported when paid as governmental activities program expenses and as either
Operating Grants and Contributions or Capital Grants and Contributions by CU organizations. Interfund balances (amounts
due from/to other funds) are reported for unremitted, due and payable, 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 and expenditures or expenses of the providing (reimbursed) fund are treated as reimbursements (above) and are
eliminated. Expenditures or expenses of the using (reimbursing) fund are reported 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. The composition of the
Commonwealth’s interfund receivables/payables at June 30, 2014 and transfers in/out during the fiscal year ended June 30,
2014 are presented in Note H. Interfund balances between two governmental funds or two proprietary funds are not
reported in the Statement of Net Position.

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. If the change in the fair value of investments decreases during any specific
fiscal year, such decreases could cause reported overall investment income to be negative within specific funds. Similarly,
realized losses could cause reported overall investment income to be negative within specific funds. 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.

Grant and Intergovernmental Revenues: 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 and the revenue is available to pay expenditures.
Intergovernmental Revenues represent revenues received principally from the Federal government and include revenues
received from the PTC, a DPCU, based on Act 44 of 2007 and Act 89 of 2013, and the related Lease and Funding Agreement
between the PTC and the PG Department of Transportation.

Pension Costs: The Commonwealth’s policy is to fund employer contributions to the SERS as required by the SERS board,
through its statutory authority, or as required based on other applicable statutory requirements. Since 2005, legislatively
established employer contributions have been completely funded but such contributions have been less than the ‘annual
required contributions of the employer’ (ARC) calculated using ‘parameters’ defined by applicable accounting and financial
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NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

reporting standards for ‘sole’ and ‘agent’ employer governments. Since the SERS is a cost-sharing, multiple-employer pension
plan, the Commonwealth does not financially report a net pension obligation for the amount by which the calculated ARC
exceeds actual contributions to the SERS. The Commonwealth is a nonemployer contributor in relation to the PSERS, with a
commitment to fund a minimum of 50 percent of the required contributions. See description of new, but not yet adopted,
accounting standards at the end of this note for significant changes to these policies effective July 1, 2014.

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. No interest
expense was capitalized during the fiscal year ended June 30, 2014.

Bonds Issued, Premium/Discount on Bonds Issued and Bond Issuance Costs: In governmental fund financial statements, the
face amount of bonds issued and related premium/discount are separately reported as other financing sources/uses. 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. With the implementation of GASB 65 effective in the
current fiscal year, bond issuance costs are no longer amortized but are expensed in the year of occurrence in the
government-wide financial statements. Previously capitalized bond issue costs were charged off to equity as of July 1, 2013.

Restricted Net Position: These amounts were determined based on enabling legislation, externally restricted by creditors,
grantors, contributions or laws that provide for restrictions on how the resources of special (non-General Fund) funds may be
used. At June 30, 2014, a portion of governmental activities net position was restricted based on a Federal government
purpose restriction.

Governmental Funds Fund Balance Categories

Nonspendable:

Nonspendable fund balances include amounts that cannot be spent because they are either not in a spendable form or they
are legally or contractually required to be maintained intact.

Spendable Categories:

Restricted:

Amounts which may only be spent for 1) expenditures in accordance with grants received from external parties or 2)
expenditures for limited, specific purposes authorized by enabling legislation (which also authorizes the Commonwealth to
assess, levy, charge or otherwise mandate payment of resources from external sources) are reported as restricted fund
balance.

Unrestricted:

Committed: Commonwealth law, enacted by the General Assembly (legislature) and approved by the Governor, is the
Commonwealth’s highest level of decision-making authority. Both legislative enactment and gubernatorial approval on or
prior to fiscal year-end are necessary to establish, modify and/or rescind amounts committed.

Assigned: Based on applicable Commonwealth laws, the Governor is responsible for accounting and financial reporting
matters. Through a 1984 Executive Order, the Governor delegates this authority to the Secretary of the Budget. Through
further delegation, amounts assigned are determined jointly, between the Governor’s Budget Office and the Office of
Comptroller Operations. Fund balances are reported as assigned when the Commonwealth intends for resources to be used
for specific purposes, but the requirements for resources to be reported as restricted or committed have not been met.
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NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Unassigned: This is a residual category. Only the General Fund can report a positive unassigned fund balance. The General
Fund can also report a negative amount in the unassigned category. For other governmental funds where amounts restricted
and/or committed exceed total fund balance, such funds report negative amounts in the unassigned category.

Classification among fund balance categories: Commonwealth laws, including annual enacted budgets, include legally
enforceable expenditure restrictions on all funds. Commonwealth laws do not specifically recognize ‘restricted’ or
‘unrestricted’ (committed, assigned or unassigned) fund balance amounts. For financial reporting purposes, fund balance
amounts for individual Commonwealth funds are reported in the first classification for which the amount ‘qualifies’, in this
order: nonspendable, restricted, committed, assigned, and unassigned. Amounts are considered to have been spent from
the fund balance classification from which specific expenditures are legally authorized. Within individual, specific
Commonwealth funds, based on applicable law, individual expenditures may be disbursed from only one, specific
appropriation at a time. Budgetary spending control occurs at the appropriation level. Since appropriations are not
duplicated among the various GAAP-reported fund balance classifications and Commonwealth laws do not recognize the
various classifications, accounting policies cannot establish that restricted amounts are spent before or after unrestricted
amounts, or, within unrestricted amounts, that committed, assigned or unassigned amounts are spent in any specific order.

Budget Stabilization Reserve Fund: Act 91 of 2002 provided for this Fund, effective July 1, 2002, to gradually provide a
budgetary reserve amounting to six percent of the revenues of the General Fund. The enacted General Fund budget for the
fiscal year ended June 30, 2010 provided that nearly the entire balance in this Fund was transferred to the General Fund; a
$755,000 transfer occurred on October 15, 2009. Act 126 of 2014 continued the suspension of the transfer of surplus funds
to the Budget Stabilization Reserve Fund during the fiscal year ended June 30, 2014.

New Accounting Pronouncements — To Be Adopted:

The GASB issued Statement No. 67 “Financial Reporting for Pension Plans, an amendment of GASB Statement No. 25” in June
2012. The objective of this Statement is to improve the usefulness of pension information included in the general purpose
external financial reports (financial reports) of state and local governmental pension plans for making decisions and assessing
accountability. It specifies the required approach to measuring the pension liability of employers and nonemployer
contributing entities for benefits provided through the pension plan (the net pension liability), about which information is
required to be presented. PSERS adopted Statement No. 67 for their June 30, 2014 financial statements. SERS will adopt
Statement No. 67 for their December 31, 2014 financial statements.

The GASB issued Statement No. 68 “Accounting and Financial Reporting for Pensions, an amendment of GASB Statement No.
27” in June 2012. This statement establishes standards for measuring and recognizing pension liabilities, deferred outflows of
resources, deferred inflows of resources, and pension expense/expenditures. For defined benefit pensions, this Statement
identifies the methods and assumptions that should be used to project benefit payments, discount projected benefit
payments to their actuarial present value, and attribute that present value to periods of employee service. The
Commonwealth will be required to measure and record its proportionate share of the net pension obligations for its
participation in the SERS and the PSERS, which is expected to have a significant impact on the Government-wide Financial
Statements.

The GASB issued Statement No. 69 “Government Combinations and Disposals of Government Operations” in January 2013.
This Statement establishes accounting and financial reporting standards related to government combinations and disposals of
government operations. As used in this Statement, the term government combinations include a variety of transactions
referred to as mergers, acquisitions, and transfers of operations.

The GASB issued Statement No. 71 “Pension Transition for Contributions Made Subsequent to the Measurement Date, an
amendment of “GASB Statement No. 68” in November 2013. The objective of this Statement is to improve accounting and
financial reporting by addressing an issue in Statement No. 68, “Accounting and Financial Reporting for Pensions”, concerning
transition provisions related to certain pension contributions made to defined benefit pension plans prior to implementation
of that Statement by employers and nonemployer contributing entities.
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NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

The new standards must be adopted as follows:
GASB Statement No. 67  Effective July 1, 2013 for financial statements for the fiscal year ending June 30, 2014.
GASB Statement No. 68  Effective July 1, 2014 for financial statements for the fiscal year ending June 30, 2015.
GASB Statement No. 69  Effective July 1, 2014 for financial statements for the fiscal year ending June 30, 2015.

GASB Statement No. 71  Effective July 1, 2014 for financial statements for the fiscal year ending June 30, 2015.

Commonwealth of Pennsylvania 79 Governor's Office of the Budget
WWW.pa.gov www.budget.state.pa.us



NOTES TO FINANCIAL STATEMENTS (amounts in thousands) June 30, 2014

NOTE B — RESTATEMENTS
Restatement Due to Adoption of New Accounting Standards

Effective July 1, 2013, the Commonwealth implemented the Governmental Accounting Standards Board’s (GASB) Statement
No. 65, “Items Previously Reported as Assets and Liabilities” and Statement No. 70 “Accounting and Financial Reporting for
Nonexchange Financial Guarantees ”. GASB Statement No. 65 established accounting and financial reporting standards that
reclassify, as deferred outflows of resources or deferred inflows of resources, certain items that were previously reported as
assets and liabilities and recognizes, as outflows of resources or inflows of resources, certain items that were previously
reported as assets and liabilities. The Commonwealth’s implementation of GASB Statement No. 65 resulted in deferred bond
issuance costs, an asset, being reclassified as an expense. Therefore, the Commonwealth’s beginning net position has been
restated. GASB Statement No. 70 established accounting and financial reporting standards for nonexchange financial
guarantees (NFG). This Statement requires a government that extends an NFG to recognize a liability when qualitative factors
and historical data, if any, indicate that it is more likely than not that the government will be required to make a payment on
the guarantee. The CFA did recognize NFGs, refer to Note N for further detail. Detail of the component unit restatements are
reported in Note S. Also, refer to Note A for a description of the component unit acronyms used throughout the CAFR.

Presented below are the changes to the Government-wide Statement of Net Position and the Proprietary Funds Statement of
Net Position as a result of the aforementioned changes.

Government-wide Statement of Net Position

Governmental Business-type Component
Activities Activities Total Units
Net position, as previously reported, at June 30, 2013........... S 24,323,963 S (1,199,582) $§ 23,124,381 S 4,518,074
Adoption of GASB 65 and/or GASB 70:
General Fund (31,614) - (31,614) -
Unemployment Compensation Fund - (12,810) (12,810) -
CFA - Note N - (21,406) (21,406) -
PRPA - nonmajor blended CU......cccovrennirnenneeieneeeeeeeens - (349) (349) -
PTC = NOTE Seeeerrreeeeeeeeeseseeeseseeeseeessesseseesesess s eesesesessenesseseeesen - - - (70,783)
PHEAA = NOTE S.oveooieeeseeeesseeeessssssessssssssssssseesssssssssssssssssssn - - - (58,430)
PENNVEST - NOTE ..ottt - - - (17,387)
PIDA - NONMAJOr ClU..uuceiiiieieietctete ettt s - - - (350)
PHFA - NOTE S..eiieeereteetetnestee ettt - - - (58,347)
SSHE = NOTE Srrrveeereeeeeeseeeeseseeeesseseesseesesessessesesessesassesssnessssesnesen - - - (6,149)
Other changes:
PHFA = NOTE Suvreeeereeeereeeeeeeseeeeseesesessesesesssseseseesesmsesssssssssssseseees - - - (80,195)
SSHE = NOTE Sttt - - - 6,488

Net position, as restated, as of July 1, 2013 S 24,292,349 S (1,234,147) S 23,058,202 S 4,232,921

Proprietary Funds Statement of Net Position - Enterprise Funds

Unemployment State Workers' Commonwealth Tuition
Compensation Insurance Fund Financing State Lottery Payment Nonmajor
Fund (Dec. 31,2012) Authority Fund Fund Funds Total
Net position, as previously reported, at June 30, 2013........... S (1,377,025) S (102,157) S (760,493) $ (135,106) S 29,009 $ 1,146,190 $ (1,199,582)
Adoption of GASB 65 and/or GASB 70 (12,810) (21,406) (349) (34,565)

Total net position, as restated, as of July 1, 2013....

$ (1,389,835) _$ (102,157) _$ (781,899) _S$ (135,106) _$ 29,009 _$ 1145841 _$ (1,234,147)
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June 30, 2014

NOTE B — RESTATEMENTS (continued)

GASB Statement No. 54 requires an analysis of funds annually to assure proper classification. Fund 191 Cigarette Fire Safety
and Firefighter Protection Act Enforcement Fund resulted in a reclassification from the General Fund to a nonmajor Special

Revenue Fund.

Governmental Funds Balance Sheet

Motor License Nonmajor
General Fund Fund Funds Total
Fund balances, as previously reported, at June 30, 2013........ S 1,566,010 S 1,063,322 S 3,183,836 $ 5,813,168
Reclassification of fund per GASB 54
Cigarette Fire Safety & Firefighter Protection Fund (342) - 342 -
Fund balances, as restated, as of July 1, 2013........ccccevureruerenenns S 1,565,668 S 1,063,322 S 3,184,178 $ 5,813,168
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NOTE C - NET POSITION AND FUND BALANCE

Governmental Activities and Business-Type Activities Net Position: Total Net Position is the difference between total assets
and total deferred outflows of resources less total liabilities and total deferred inflows of resources as reported on the
Statement of Net Position. Total Net Position is reported in three distinct components: Net investment in capital assets;
Restricted net position; and Unrestricted net position.

Net investment in capital assets represents total capital assets less accumulated depreciation and the outstanding liability
(excluding unspent proceeds) for debt specifically related to the construction and acquisition of the capital assets. At June
30, 2014, governmental and business-type activities, respectively, reported net investment in capital assets of $28,344,818
and $489,357.

Restricted net position is reported based on constraints imposed by either: 1) creditors, grantors, contributors, or laws or
regulations of the Federal or other governments; or 2) Commonwealth enabling legislation. At June 30, 2014, governmental
and business-type activities, respectively, reported $2,195,187 and $937,637 of restricted net position. Net position
restricted for other purposes of $57,614 and $147,076 for governmental activities and business-type activities, respectively,
at June 30, 2014 include amounts for a range of dissimilar statutory purposes.

Unrestricted net position represents total net position less the amounts of net investment in capital assets and restricted net
position. At June 30, 2014, governmental and business-type activities, respectively, reported net position deficits of
$7,658,746 and $1,961,503.

Governmental Funds Fund Balance: Reported fund balance within individual governmental funds is categorized between
nonspendable and spendable categories. At June 30, 2014 nonspendable fund balance is only reported for amounts which
are not in spendable form; no nonspendable fund balance is reported based on either legal or contractual requirements to be
maintained intact. Within the spendable category, fund balance is further categorized among: restricted, committed,
assigned and, within the General Fund only, unassigned categories. At June 30, 2014, spendable governmental funds fund
balance is categorized among all categories except that no assigned fund balance is reported among any governmental fund
for which reporting assigned fund balance would cause reporting a deficit unassigned fund balance. The following chart
provides detail about reported nonspendable fund balance and fund balance restrictions and commitments at June 30, 2014:
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NOTE C— NET POSITION AND FUND BALANCE (continued)

Motor
General License Nonmajor
Fund Fund Funds Total
Nonspendable:
Not in spendable form:
Advances to other funds......cccoceeveeeveveeeveennnne. S 4,475 S - S - S 4,475
Long-term loans receivable.......cccceevenennene. 59,811 - - 59,811
Due from component unit 201,117 - - 201,117
Total nonspendable 265,403 - - 265,403
Restricted for:
General government operations........cceecenee 45 - - 45
Health-related programs.... - - 17,004 17,004
Transportation.... e - 1,122,852 235,032 1,357,884
Unemployment/worker's compensation....... - - 932,474 932,474
Environmental and conservation programs - - 668,770 668,770
Gaming licensing/regulation.........cccceun...... - - 673,270 673,270
Emergency SUPPOIt....cceeverceeveerieneeneeseenans - - 50,777 50,777
Other PUrPOSES...cccvivveereiireneeereee e - - 76,560 76,560
Total restricted 45 1,122,852 2,653,887 3,776,784
Committed for:
General government operations.........cccceeu.. 761,990 - - 761,990
Health-related programs.......cccoceveveveeeveenenna. - - 345,054 345,054
Transportation.....ecceccenecseerececceceee - - 34,512 34,512
Capital projects - - 389,158 389,158
D T=] o] Y =T V] ol YR - - 9,221 9,221
Elderly programs.......ccccveeerennerenenereseeenennens 69,913 - - 69,913
Environmental and conservation programs 106,345 - 28,131 134,476
Economic development.......cccceveveeeveneceneninnens 2,811 - - 2,811
Higher education.......ccccveveeccececescciseneeee, 9,852 - - 9,852
Other PUrPOSES...cccuicveeeeeieeceerete et 168,559 - - 168,559
Total committed 1,119,470 - 806,076 1,925,546
Unassigned:
DEfiCit. e (1,950,956) - - (1,950,956)
Total fund balances S (566,038) $ 1,122,852 S 3,459,963 S 4,016,777

A portion of the nonspendable fund balance reported by the General Fund, $4,475, is applicable to advances to other funds
at June 30, 2014 as follows: $2,300 to the State Workers’ Insurance Fund, an Enterprise Fund, and $2,175 to the Motor
License Fund, a Special Revenue fund.

Governmental Funds Fund Balance Deficit: With the exception of the General Fund, no governmental funds reported deficits
at June 30, 2014.

Proprietary Funds Net Position: Nonmajor Enterprise funds reported total restricted net position for “other purposes” of
$147,076 at June 30, 2014 for the following programs: mine subsidence insurance, $105,980; liquor control, $31,468;
vocational rehabilitation, $1,959; and $7,669 for other programs.
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NOTE C— NET POSITION AND FUND BALANCE (continued)

Proprietary Funds Net Position Deficits: Four of the five major Enterprise funds (Unemployment Compensation Fund, State
Workers’ Insurance Fund, State Lottery Fund, and the Commonwealth Financing Authority, a blended component unit),
reported a net position deficit in the Proprietary Funds ‘Statement of Net Position’. However, none of the nonmajor
proprietary funds reported net position deficits at June 30, 2014.
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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 Fiscal Code grants the Treasury Department the authority to invest in any deposits and investments. This
authority is subject, however, to the exercise of that degree of judgment and care under the ‘prudent person’ standard
prevailing at that time. The ‘prudent person’ standard is one of judgment and care as defined by a person of discretion and
intelligence, who is familiar with such matters, in exercising such standard in the management of their own affairs. And it
must not be in regard to speculation but in regard to the permanent disposition of the funds considering the probable
income to be derived therefrom as well as the probable safety of their capital. Treasury Department deposits and
investments may include equity securities and mutual funds.

The Treasury Department manages the Commonwealth Investment Program (CIP). Practically all Commonwealth Funds of
the primary government are invested on a temporary basis in the CIP. Treasury is required to exercise judgment and care in
determining those investments that are appropriate for each Commonwealth fund based upon distinct investment criteria
such as income needs, cash flow requirements, investment time horizons, and risk tolerance. All investments are made in
accordance with the statutory authority described in the preceding paragraph. The CIP investment pools are invested in both
equity securities, fixed income securities and loans to the primary government to achieve the investment objectives of the
CIP funds. Asset allocation targets among cash, equity securities, fixed income securities and alternative investments are
established in order to meet these overall objectives.

Treasury has created Pools 99 and 198 within the CIP, each with its own distinct investment strategies, goals, and holdings
that reflect the differing needs of Commonwealth funds for income, cash flows, and risk tolerance. A highly liquid vehicle,
Pool 99, consists of short-term fixed income securities and cash which provide a high degree of liquidity and security but only
modest returns. Shares in this pool are classified as temporary investments. A less liquid vehicle, Pool 198, allows for
investment in assets that offer potentially higher returns with commensurate risk. Shares in this pool are classified as long-
term investments.

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: Workers Compensation,
Tobacco Settlement, Workers Compensation Security Trust, State Workers Insurance Fund (SWIF), Tuition Payment, Tuition
Account Investment Program, INVEST Program for Local Governments (INVEST), and Underground Storage Tank
Indemnification (collectively, other investing organizations). 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), limited partnerships, and corporations that are
engaged in the tobacco industry. Several of the organizations also prohibit short selling and margin transactions. Exceptions
include Tuition Payment and Tobacco Settlement; these organizations permit some or all of the previously mentioned
prohibited assets and transactions as well as foreign investments. SWIF and INVEST amounts are reported as of December 31,
2013 unless otherwise noted.

Pension Trust Funds
The State Employees’ Retirement System (SERS), the Deferred Compensation Program (DCP), the Public School Employees’

Retirement System (PSERS) and the Other Post Employment Benefit Investment Pool constitute combined Pension (and
Other Employee Benefit) Trust Funds reported in the basic financial statements. The Other Post Employment Benefits
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NOTE D — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

Investment Pool is managed by the Treasury Department, whereas the other aforementioned trusts are managed outside the
Treasury Department.

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 material portion of total
Pension Trust Fund investments consists of equity securities, real estate and fixed income investments. SERS and DCP are
reported as of December 31, 2013 unless otherwise noted.

Statutory Liquidator Fund

The Statutory Liquidator Fund, an agency fund, investments are primarily managed by the affected insurance companies
pursuant to Liquidation Orders issued by the PA Insurance Commissioner. Other investments are managed by the Insurance
Department’s Office of Liquidations, Rehabilitations and Special Funds. Also, a portion of Statutory Liquidator holdings is
invested in the CIP.

Deposit Risks

At June 30, 2014, Commonwealth bank balances of $10,369 were subject to custodial risk because they were uninsured and
uncollateralized. In addition, $30,626 of Statutory Liquidator Fund deposits were subject to custodial deposit risk because
they were uninsured and uncollateralized. PSERS, through its third party administrator, maintains certain bank deposits for
the operation of its voluntary Health Options Program. These deposits are not required to be collateralized by statute or
policy. These deposits totaled $98,774 at June 30, 2014 and are under the custody of its bank which has an A-rating by
Standard and Poor’s (S&P) and an A3 rating by Moody’s Investor Services (Moody’s).

Cash with Fiscal Agent

Within the Business-Type Activities cash with fiscal agent the Unemployment Compensation Fund reported $713,686 which
is held with the Federal Unemployment Insurance Trust Fund.

Restricted Cash

Restricted cash consists of funds held for the payment of debt service interest and principal payments of the Unemployment
Compensation Fund and debt service interest and principal payments and other purposes of the other nonmajor funds, all of
which is collateralized. At June 30, 2014, the carrying amount the Unemployment Compensation Fund and other nonmajor
funds restricted cash and cash equivalents were $394,277 and $4,462, respectively.

Investment Risks

Risk Management Policies: The Treasury Department, which is responsible for the CIP, Tuition Payment and INVEST
Program, has formally adopted a written investment policy. Provisions of the written investment policy and current
management of the investments address custodial credit risk, concentration of credit 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. Pension Trust Fund policies limit custodial credit risk to a minimum but are exposed to credit risk, interest rate,
and foreign currency risk. Credit risk is mitigated by following policies to purchase only ‘investment grade’ securities
(Baa/BBB/BBB or better). Interest rate risk policies have been adopted to limit the risk by establishing maximum maturities.
The establishment of policies limiting investment purchases from a single issuer mitigates concentration risk. The individual
risk policies and related disclosures are discussed in greater detail below.
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NOTE D — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)
Investments by Type

At June 30, 2014, the Treasury and other investing organizations, excluding Statutory Liquidator, Tuition Account Investment
Program, SERS, DCP and PSERS, reported a total of $18,084,453 in investments. Cash equivalents and certificates of deposit,
amounting to $1,501,134, which are held in the CIP and other portfolios, are reported as investments but are not included as
part of fixed income investment disclosures. Excluding cash equivalents and certificates of deposits, total investments
disclosed amount to $16,583,319; of this amount, excluding equities and alternative investments ($2,383,536 and $921,218
respectively), fixed income investments disclosed amount to $13,278,565. The investment types and related amounts are as
follows:

INVESTMENT TYPE Amount

Alternative INVESTMENTS. ... e e S 921,218
Asset backed SECUNTIES ... 65,435
COMMEEICIAl PAP BT ittt e e eaes 6,154,594
Corporate obligatioNS....c.uviiiu i 1,553,827
EGUITY e+ttt et et ettt e et e e e e e e e e e e e e eae e e et ee et e n e e s 2,383,536
Money market mutual funds... [ URURRTI 2,399,369

Mortgage-backed seCUNties.....ccoviuiiiiiiii e 333,268
Mutual funds............c..oonlll e ———— 43,773
Preferred securities... e, 2,099
Private placements.....ccccceveeveiiiieiiieeiiieeeeeeeais 214,953
Repurchase agreements. ...ovi i 50,000
Securities lending collateral PoOl.......ccocuviiiiiiiiiiiie e 377,253
Sovereign debt obligatioNS.....cccuuviiiiiiiiiiiii e 40,071
State and municipal obligations.......c.ccvviiiiiiiiiii 274,722
U.S. GOVErNMENT @8ENCIES . ciiuuiiiiiiiiiiiiii ettt 26,348
U.S. Government sponsored eNterpriSes....ccoeeeuueveeuureeiunreenineeiineeennnes 1,049,177
U.S. Treasury obligations. ... iiiiiiiiiee e 693,676

Total INVESEMENTS ....c.eeieiie it ceee e s senreneennsennsanssnnnes 16,583,319
Cash equivalents and certificates of deposit......cccceeeveveiieiiiniiieinnnnn. 1,501,134

Total investments, cash equivalents and certificates of deposit........ $ 18,084,453

In addition, at June 30, 2014, all reported investments of the Tuition Account Investment Program, amounting to $1,685,567
consist entirely of mutual funds $(1,625,928) and money market mutual funds $(59,638).

Custodial Credit Risk: Custodial credit risk for investments is the risk that, in the event a counterparty fails to uphold its
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. 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. The CFA reported at June 30, 2014 $627,157 of deposits and disclosed that due to the
nature of the cash and cash equivalents balances, there is no custodial credit risk. Also, at June 30, 2014, only the Statutory
Liquidator Fund, an Agency Fund, owned investment securities subject to custodial credit risk, in the amount of $2,568,401.
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 investment types and related amounts are as follows:
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NOTE D — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

Investment Type Amount
Asset backed secUrities.....ccoovviiiiiiiiiiiiiieieeieens $ 159,830
Corporate obligations......ccuuvviiiieiiiniiiiieeieeeeeeie 1,377,302
Mortgage-backed securities......cccocevveiiiiniiiiiniinnnnnns 65,347
Preferred secUrities....cocoviieiiiiiiieeeeeeeeeeeas 1,510
Private placements......ccooeiiviiiiiiiiiii i 168,072
Sovereign obligations.......coeviviiiiiiiiiiiniiie e 774
State and municipal obligations..........ccccoeveieeiiiinns 10,451
111,150
673,965

$ 2,568,401

Concentration of Credit Risk: Concentration of credit 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% limit on the concentration of investments in any one
fixed income issuer within the CIP, Tuition Payment and INVEST. This limitation excludes government-sponsored enterprises
(GSEs), direct obligations of the U.S. Treasury or U.S. agencies, and repurchase agreements. The Treasury Department also
places a 5% limit on the concentration of investments in one equity issuer within the CIP. Similarly, to a degree, the five
other investing organizations limit exposure to concentration of credit risk. Several of the other investing organizations have
adopted policies, which allow greater than 5% of portfolios to consist of securities issued by the U.S. Treasury. Among
Treasury and other investing organizations, based on total portfolio value of $16,583,319, the following concentrations
existed as of June 30, 2014:
% of Treasury and
Other Investing
Organizations
Issuer Name Amount Portfolio
Goldman Sachs Financial Square Fund...... $ 1,089,795 6.6%

Credit Risk: Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill 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), Standard & Poor’s (S&P), and Fitch Ratings (Fitch). The Treasury Department requires purchases
of CIP assets to be investment grade (Baa/BBB/BBB or better) at the time of purchase. The fixed income portfolio includes a
provision for the asset allocation to allow up to 10% 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 at Ba/BB/BB or below.
Generally, the other investing organizations limit exposure to credit risk through policies, which prevents purchasing below
investment grade (Baa/BBB/BBB).

At June 30, 2014, $13,278,565 of total Treasury and other investing organization investments of $18,084,453 are fixed
income investments, susceptible to credit quality rating; the remainder is primarily equities $2,383,536, alternative
investments $921,218, cash equivalents, certificates of deposit, and various deposit accounts of $1,501,134. Of the Treasury
amount susceptible to credit quality rating, $9,667,334 is rated; ratings are not available for $3,611,231 of fixed income
investments:
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NOTE D — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

Moody's Investors Service Amount
$ 620,785
273,357
90,401
432,977
438,713
144,956
164,178
30,801
69
2,196,237

2,625,939
23,183
2,077,601
88,771
85,883
21,967
58,197
8,233

29

72
4,989,875

2,383,473
361
2,968
Ao 49,267
BBB....oiiiiiiiiiiii 39,336
BB.eeeeeeeeeeeeeeeee ettt ettt ettt ereeeen 2,300
Bl e et er ettt n e eeenen 2,035
CCC ittt e 1,097
157
210
18
Fitch Ratings subtotal 2,481,222

Rated subtotal.......ccccceerrerieeeeeeeeeeeenenennnnnnenen. 9,667,334
Unrated subtotal 3,611,231

Total fixed income investments.................... $ 13,278,565

At June 30, 2014, 4% (S434,319) of rated fixed income Treasury investments of $9,667,334 are rated below investment grade.
Approximately 27% ($3,611,231) of the fixed income portfolio in Treasury and other investing organizations are not rated by
the NRSRAs. Unrated Fixed Income Investments include securities that did not have a credit rating available from a NRSRA at
June 30, 2014. Among the Tuition Account Investment Program’s mutual fund portfolios, certain mutual funds hold fixed
income investments susceptible to credit quality ratings and all such investments are rated Baa or higher by Moody’s or BBB
or higher by S&P.

The Pension Trust Funds may expose themselves to greater credit risk than the Treasury Department or other investing
organizations to meet specific investment objectives. SERS and DCP fixed income securities (at December 31, 2013), which
are exposed to credit risk, are rated as follows:
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NOTE D — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

Moody's Investors Service® SERS DCP
ABA. .. S 280,903 S 85,974
AA. 537,357 561,281
A 282,703 181,446
BAA. ... 680,549 58,407
BAaNd beloW....cccoeeeveeieeiieieiieiieeiiiiiiiiieen 477,602 1,635
STET R LY: AT 29,370 429
Short-term investments. . 1,568,708 59,649
o] - | PO TRN $3,857,192 $ 948,821

a.  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.
b.  ‘Unrated’ represents securities that were either not rated or had a withdrawn rating.

PSERS fixed income securities, which are subject to credit risk rating, are listed below using the rating (expressed as S&P
equivalent), available from Fitch, Moody’s, and/or S&P that indicates the greatest degree of risk at June 30, 2014:

Standard and Poor's Equivalent” Amount
$ 533,518
613,511
460,003
648,371
BBand beloW......ccoeevviiiiiiiiiieeiiceecieee 362,024
UNFAEEA e et 13,249,826
U.S. Government guara nteed oo 2,189,602
L= % $ 18,056,855

a.  The S&P rating represents all the securities that fall within subcategories of the ratings shown in this table. For example, a security with a

rating of A+ is shown as a

rating of A in this table.

b.  ‘Unrated’ securities include $8,194,002 in collective trust funds.
c. Represents securities issued by the U.S. Government and agency obligations explicitly guaranteed by the U.S. Government and not
considered to have credit risk.
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NOTE D — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)
The Statutory Liquidator Fund fixed income securities at June 30, 2014, which are exposed to credit risk, are rated as follows:

Moody's Investors Service Amount
S 339,149
75,338
539,264
544,035
3,396
1,501,182

51,199
708,383
82,867
127,734
192
970,375

12,826
14,623
44,024
33,961

105,434

Rated subtotal.....c..cccceereniiieniiieniiieniciennnnes 2,576,991
Unrated subtotal.......cccceveiiniiniiencnenennnans 485,173

Total fixed income investments................ $3,062,164

The $3,062,164 exceeds the total of investments reflected in the Statutory Liquidator Statement of Fiduciary Assets and
Liabilities as it also includes certain investments included within the cash with fiscal agents and other assets classifications.

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,
the 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, 2014, Treasury and the other investing organizations’ fixed income
portfolio, excluding Statutory Liquidator Fund and Tuition Account Investment Program, had the following option-adjusted
durations (in years) by investment type:
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NOTE D — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

Amount of Option- Amount of
Securities with Adjusted Securities with

Investment Type Duration Duration no Duration Total
Asset backed securities S 43,089 0.634 S 22,347 S 65,436
Commercial PAPer.......ueeeceeeieeeeeeeeeeeeeeeeveiieiiene 6,154,594 0.234 - 6,154,594
Corporate obligations......ccccceeeeeeeiiiiciniiniiennnns 1,324,278 4.787 229,550 1,553,828
Money market............ . 2,375,244 0.083 24,125 2,399,369
Mortgage-backed securities.......cccccvveveerrennnn. 326,420 4.211 6,847 333,267
Mutual funds.....cooevueeiiiiiieiie e - - 43,773 43,773
Preferred securities.....ccooeeeevvevieeeiiiviieeeeiininnn, 793 7.333 1,306 2,099
Private placements.......ccccevvviveiiieiieeeeeeeieneenn, 191,225 3.662 23,728 214,953
Repurchase agreements.....cccoevviveivieeeeeeeennn. 50,000 0.006 - 50,000
Securities lending collateral pool.................... 377,253 0.008 - 377,253
Sovereign debt obligations.........ccccvvuiiiiiiieennns 17,571 4.489 22,500 40,071
State and municipal obligations.................... 70,819 7.491 203,903 274,722
U.S. Government agencies....ccceveeveeeeeeeeeerennnnnns 21,413 5.049 4,934 26,347
U.S. Government sponsored enterprises......... 1,049,177 0.979 - 1,049,177
U.S. Treasury obligations.......ceevuviviiiiieeneennnnn. 693,676 7.449 - 693,676

TOtal.cceieieecccceeeerrree e e enereereeeeeeeeees $ 12,695,552 S 583,013 $13,278,565

Neither the Statutory Liquidator Fund nor the Tuition Account Investment Program use option-adjusted duration as a means
of managing interest rate risk; the following provides segmented time distribution for the Statutory Liquidator Fund:

Maturesin Maturesin Matures Maturesin  Maturesin Matures
No Maturity lessthan 1 Matures 6to10 in11to20 21to30 31to40 after 40
Investment Type Date Year inlto5 Years Years Years Years Years Years Total

ANNUILY. .o S 1,162 S - S - S - S - S - S - S - S 1,162
Asset backed securities - - 156,894 2,540 396 - - - 159,830
Commonwealth investment program.. 78,599 - - - - - - 78,599
Corporate obligations 216 139,089 1,234,142 1,431 - - 2,425 - 1,377,303
Money markets......cooccveeinieeeiiiieeene 346,684 - - - - - - - 346,684
Mortgage-backed securities................ - 19 11,259 19,227 3,780 12,827 6,410 11,824 65,346
Preferred securities........cccccvvvveveeeenns - - 1,510 - - - - - 1,510
Private placements.......cccoovveeiiineenne - 6,728 149,464 8,476 2,941 462 - - 168,071
Sovereign debts 774 - - - - - - 774
State & municipal obligations............. - 3,297 7,154 - - - - - 10,451
U.S. Government agencies.................. - - 111,150 - - - - - 111,150
U.S. Treasury obligations...........c......... 288 - 673,677 - - - - - 673,965
Cash & Equivalents...... . 53,659 - - - - - - - 53,659
Certificates of Deposit.....ccccoueeeenenennn - 7,679 5,981 - - - - - 13,660
Total $ 480,608 $ 157,586 $2,351,231 $ 31,674 $ 7,117 $ 13,289 $ 8,835 $ 11,824 $3,062,164

Within the Tuition Account Investment Program, the following mutual funds are exposed to interest rate risk:

Average

Average Effective

Amount Duration Maturity

Vanguard Total Bond Market Il Index Fund Institutional Shares............... $536,522 5.6years 7.7 years

Vanguard Inflation-Protected Securities Fund Institutional Shares......... 38,920 8.0years 8.5years
Vanguard Prime Money Market Fund Institutional Shares....................... 75,426 N/A 58 days

Based on specific investment objectives, the Pension Trust Funds may expose themselves to greater interest rate risk than
Treasury or other investing organizations. Several investment choices, which may be selected by the DCP participants,
including the Short-Term Money Market Fund, the Stable Value Account and the Aggregate Bond Index 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:
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NOTE D — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

SERS DCP

Option- Option-

SERS DCP Adjusted Adjusted

Investment Type Amount Amount Duration Duration
Asset backed securities.... S 77,380 S 93,658 1.30 3.60
Corporate obligatioNnS........cceviiiiiiiiiiiiiiiieeeeee e 800,839 335,885 5.60 4.80
Mortgage-backed seCUrities.......cccceeveeeiiiiiiiiiiiiieceeeeeeee 530,793 398,763 4.50 4.90
Other INVESEMENTS ..o e e (66) - N/A N/A
Sovereign debt obligations..........coevviviiiiiiiiiiiiieen e, 316,618 11,747 8.00 5.40
Treasury investment POOL.........uuuveiiiiiieeieeeiieeieeeeiiiiin 1,568,708 59,649 0.10 0.10
U.S. Treasury obligations... . 1,726,087 373,041 6.90 4.30
U.S. Government sponsored enterprises........cccccvvveeeeeeernnnn. 128,108 74,920 4.50 2.60
U.S. private placements.....cccueeeeeeeeeeeeiiiiiiiiiiieeee e 436,712 2,872 3.90 1.80

7 | PN $5,585,179 $1,350,535

a.  Other Investments represents certain SERS securities and the value of swaps and futures agreements as of December 31, 2013, for which
the duration is not available. In 2013, Foreign exchange contracts were the largest component of the other investment category and their

net position was negative.

PSERS:
Option-Adjusted
Investment Type Amount Duration
Domestic asset-backed and mortgage-backed securities.... S 1,739,734 1.3
U.S. Government and agency obligations..........ccccceveeeeennn. 1,523,266 7.6
Domestic corporate and taxable municipal bonds.............. 1,103,634 3.3
Collective trust funds 8,194,002 4.1
International fixed income 1,165,580 5.3
PSERS Short-Term Investment Fund 3,872,501 0.1
(12 PO . $17,598,717

Fixed income investment managers enter into futures contracts to adjust the durations of their portfolios as a whole. In
total, futures contracts have adjusted PSERS’ total portfolio duration upward by 0.1 at June 30, 2014.

Foreign Currency Risk: Foreign currency risk is the risk that changes in exchange rates will adversely affect the fair value of
an investment. 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,
the Tobacco Settlement Fund and the Tuition Payment Fund are authorized to purchase securities denominated in a foreign
currency. At June 30, 2014, the Tobacco Settlement Fund reported $3,241 and the Tuition Payment Fund reported $49,025
of foreign currency-denominated holdings. The foreign currency holdings make up nearly 2.9% of the Tuition Payment
Fund’s total investment portfolio and nearly 0.8% of the Tobacco Settlement Fund’s total investment portfolio. The Treasury

amounts invested, by currency, are as follows:

Private Preferred

Foreign Currency Equities Equity Securities Total
British pound sterling. $ 10,096 S - S 9 $ 10,105
Canadiandollar.......cccceeevieininnnn, 1,011 - - 1,011
Danish krone.......cccoevvvviiiiiiiiiniinnnns 1,663 - - 1,663
EUFO i 12,957 3,188 - 16,145
Hong Kongdollar.......ccoeeeeuiiiinnniannn, 6,333 - - 6,333
Japanese yen 7,787 - - 7,787
Swedish krona......ccccooovviiiiniiinnnnnn, 1,418 - - 1,418
SWIiSS franC....ceeeiiniiiiiiiieeieeeen, 7,804 - - 7,804

Total...cooieeeeniiiiieeeiiieeeenceeeennns $ 49,069 $ 3,188 S 9 S 52,266

Within the Tuition Account Investment Program, the Vanguard Total International Stock Index Fund ($259,168) is exposed to

foreign currency risk.
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NOTE D — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

Each Pension Trust Fund is exposed to foreign currency risk as part of meeting specific investing objectives or allocations

among different classes of investments.

December 31, 2013 as follows:

The SERS is exposed to foreign currency risk primarily for equity securities at

Short-Term Alternative

Foreign Currency Investments”  Fixed income Equities Real Estate Investments Total
EUFO. e 7,483 S 17,741 $ 1,072,160 S 22,112 S 877,349 S 1,996,845
British pound sterling........... 2,357 41,768 766,957 15,052 21,724 847,858
Japaneseyen.......ccoceeeeeennnn. 6,029 1,916 604,980 52,696 - 665,621
SWiss francC......cceevuieiirininnes 3,281 - 380,624 1,301 - 385,206
Hong Kongdollar......c........... (230) - 278,645 17,108 - 295,523
Canadiandollar................... 687 12,221 170,325 2,501 - 185,734
Australiandollar.................. 115 1,390 165,021 16,420 - 182,946
South Korean won................ 7 9,031 147,531 - - 156,569
Swedish krona..........cccoeen 157 1,701 73,318 2,197 14,768 92,141
MeXiCan PesO......ceeeeeueenenn. 147 31,878 28,539 25,898 - 86,462
New Taiwan dollar.. 963 - 77,392 - - 78,355
Brazilianreal.........cocoeeenninn. 473 11,491 55,938 - - 67,902
Singapore dollar................... (153) - 50,735 11,109 - 61,691
Norwegian krone.................. 76 - 44,809 - - 44,885
Danish krone........ 550 - 42,025 - - 42,575
South African rand 231 9,893 32,386 - - 42,510
Malaysian ringgit................. 30 1,859 25,473 - - 27,362
Thaibaht.....ccooiiiiiiiiiiineennn, 86 - 20,111 - - 20,197
Indonesian rupiah................ 49 5,913 8,340 - - 14,302
New Turkish lira......ccc.......... 80 2,749 8,349 - - 11,178
Hungarian forint................... 364 8,414 1,694 - - 10,472
Chilean peso.....ccccceevuvennnennn. - 9,204 1,195 - - 10,399
Indianrupee.......ccoeveevnnennnns - 9,187 1,072 - - 10,259
Other currencies (10)........... 1,693 3,009 34,854 - - 39,556

Total...covrveueiiirrieniirieeennnees 24,475 $ 179,365 $ 4,092,473 $ 166,394 $ 913,841 $ 5,376,548

a. Includes receivables and payables as of December 31, 2013 for securities sold and purchased.

One of several investing choices that may be selected by the DCP participants is the European, Australian and Far East (EAFE)
Equity Index Fund, which owns international equities and is managed by an external manager. The EAFE Equity Index Fund
within the DCP 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 Morgan Stanley Capital International EAFE Index. At December
31, 2013, the DCP had the following currency exposures related to equity securities:

Commonwealth of Pennsylvania
WWw.pa.gov

Foreign Currency Fair Value
[T S 46,878
British pound sterling. 33,558
Japanese yen....cooooiiiiiiiiiiiiiinnnnae. 31,987
SWISS franC.....ceevvvviveiiiineeieieeeeeennn, 13,643
Australian dollar.. 11,405
Swedish krona.......cccoeeeevviiieeennnnnn, 4,952
Hong Kongdollar............coeevvvnnnnnn. 4,342
Singapore dollar... 2,255
Danish krone........ccccovvvvvvvvivceennns 1,795
Norwegian Krone.......cccccceeeeeernnnnn. 1,251
New Israelishekel.......cccccceeernnnnn. 682
New Zealand dollar......cccccceeeeennnnn. 178
Lo L £ | PR $ 152,926
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NOTE D — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

The PSERS is exposed to foreign currency risk for equity and other securities as follows:

Alternative

Investments Currency
Foreign Currency Equities Fixed income and Real Estate Short-term® Hedge Total
EUFO..iiiiiii i S 676,095 S 211,282 S 2,991,462 S 50,951 S (1,941,107) S 1,988,683
British pound sterling 702,457 54,218 56,465 51,156 49,029 913,325
Canadiandollar.......... . 270,360 27,266 48 6,681 (87,043) 217,312
JapaNesSe YeN..coovvviveeiieeveie e 629,041 57,363 - 46,142 (535,133) 197,413
Australiandollar.....cccccccciiiii. 213,541 20,878 - 5,992 (60,118) 180,293
South Korean won.......c...cceuueeeennnnee 114,168 43,328 - 542 2,719 160,757
Hong Kongdollar......cc..ccceuuiieennnneen. 144,030 - - 1,806 177 146,013
Swedish krona......... 128,351 2,572 - 154 (9,108) 121,969
Taiwannewdollar......ccoocevveininnnnns 100,911 - - 587 (386) 101,112
Other currencies.....cocceeevveeeveevnnennns 759,979 469,532 - 20,031 (180,847) 1,068,695

L (01 IO $ 3,738,933 $ 886,439 $ 3,047,975 $ 184,042 $ (2,761,817) $ 5,095,572

a. Includes investment receivables and payables.
Securities Lending Program

The Treasury Department provides a securities lending program in which the various investments under custody of the
Treasury Department participate. A contract between the Treasury department and its custodian, acting as a lending agent,
provides that the custodian lends securities owned by the participants to independent brokers, dealers and banks, acting as
borrowers in exchange for collateral.

Lending agreements between the custodian and the borrowers require that the custodian receive collateral from the
borrowers in exchange for the securities lent. Securities lent consist of both domestic and foreign equity and fixed income
securities. 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 collateral received must be at least 105% 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%. Practically all collateral received consists of
cash. A 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 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 obligation 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. At June 30, 2014, 100% of the collateral was invested in
repurchase agreements. 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
match the maturities of the investments made with the 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, 2014, 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.
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NOTE D — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

At June 30, 2014, the total fair value of the securities lent, along with the type of investments lent, were as follows:

u.s.
Total uU.S. Government Sovereign

Securities Treasury Sponsored Corporate Debt Exchange
Fund/Organization Lent Obligations  Enterprises  Obligations Equities Obligations Traded
Deferred Compensation Program........c.cccceeeuvennne.. S 9,783 S - S - S 9,783 S - S - S -
State Employees'Retirement System...........cccee...... 287,312 64,167 5,756 23,103 179,840 14,446 -
Public School Employees' Retirement System......... 2,305,108 581,410 1,537 38,472 1,602,305 45,097 36,287
Underground Storage Tank Indemnification Fund.... 6,194 1,692 299 1,356 518 - 2,329
Workers' Compensation Security Trust Fund........... 50,427 765 170 6,748 855 - 41,889
State Workers' Insurance Fund..........cceeveueeerevnnnennnes 80,008 66,668 6,976 1,339 4,553 - 472
Other Postemployment Benefits Investment Pool.. 52,223 - - - - 52,223
Commonwealth Investment Program..................... 85,117 8,280 6,307 6,950 38,720 - 24,860
Tuition Payment FUNd.........ccooevvmemrreeniiinniisssssnnnnnnns 123,725 11,606 908 419 11,601 - 99,191

Derivative and Other Similar Investments

Primary Government

Treasury, through investment managers, enters into a variety of financial contracts, which include forward currency
contracts. The Treasury is not a dealer, but an end user of these instruments. The contracts are used primarily to enhance
performance and reduce volatility of the portfolio.

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. To reduce the risk of counterparty non-performance, the investment
manager generally enters into these contracts with institutions regarded as meeting high standards of credit worthiness. The
contracts report below include forwards. The table below shows pending foreign currency contracts outstanding at June 30,
2014 which consists of “buy” 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. To reduce the risk of counterparty non-performance
transactions have settlement dates, there is no expectation of holding these contracts until settlement.

Changesin Fair Value  Fair Value atJune 30,2014
Investment Derivatives Classification Amount Classification ~Amount  Notional
Foreign Currency Forward Contracts

$ (259) $ (259) $ 40,067

Governmental Activites............ceeeee

Business-Type Activities...........cc.uee.e. Investment (67) (67) 10,398
. R . Investments.

Fiduciary FUNdS........cevvveveeeeeeeniiinnnns income (27) 4,122

Component Units.......ccoevevvirennenennnns (154) 23,798

Total..cooiiiiiiiiiiinnenerreree e snanaene $ (507) $ (507) $78,385

State Employees’ Retirement System (SERS)

Within narrowly prescribed guidelines, SERS permits investment advisors to enter into certain derivative and structured
financial instruments primarily to enhance the performance and reduce the volatility of its portfolio. Typically, investment
advisors enter into foreign exchange contracts to make payment for international investments, futures contracts to gain
exposure to certain equity markets and to manage interest rate risk, and swaps to gain equity exposure.

SERS is exposed to counterparty credit risk on all open derivative positions. Counterparty credit risk is the risk that a
derivative counterparty may fail to meet its payment obligation under the derivative contract. As of December 31, 2013,
SERS’ counterparty credit risk was not deemed significant. SERS mitigates its legal risk on investment holdings including
derivatives by carefully reviewing and selecting investment advisors. It manages its exposure to market risk within risk limits
set by management.

SERS advisors also indirectly hold foreign exchange contracts, futures contracts, and certain swap contracts through its
investments in collective trust funds and hedge funds. These funds invest in instruments directly, and indirectly through a
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NOTE D — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

securities lending collateral pool, to gain foreign exchange exposure, to synthetically create equity-like returns, and to
manage interest rate risk by altering the average life of the portfolio.

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 investment advisor uses these contracts primarily for its international
investments to settle pending trades that occur more than two business days after trade date. The contracts are used by the
investment advisor for the purpose of eliminating foreign exchange risk. As a matter of policy, the investment advisors enter
into these contracts at their full discretion to protect currency fluctuations. To reduce the risk of counterparty
nonperformance, the investment advisors generally enter 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 position and represents the
fair value of the contracts on December 31. At December 31, 2013, SERS had contracts to purchase and sell, by major foreign
currency, as follows:

Purchase Unrealized Sell Unrealized

Foreign Currency Contracts Gain/(Loss) Contracts Gain/(Loss)
Chilean peso......cccceeeeveveeevevvennnnnnn. S 9,204 S (186) S - S -
Indian rupee.....coeevveeiiieiiieinennnen, 9,187 81 - -
South Koreanwon..........c.cceeeuuenn... 9,031 112 - -
EUTO. it 7,887 a7 47,195 (665)
British pound sterling..................... 6,919 84 3,132 (25)
Indonesian rupiah.........cccuuveeeeenen. 3,602 (392) - -
Canadiandollar......ccccccceveiieiennnnnn. 2,742 8 3,093 (22)
Australiandollar.......ccoccooeeviinnnnn... 1,444 (1) 34,862 953
Turkish lira....cccoooeveiiiiinniiiiiieeeeee, 1,085 (50) 1,085 50
Swedishkrona.........c.coooiiiiininn.. 1,060 19 4,052 (101)
SWiSS franC...cveeeeieeieiiiiiieeeeciieeeee - - 29,009 (912)
Polish ZIoty....cccuvviiiniiiieciiccieeeaas - - 11,039 (262)
New Zealand dollar.........ccceeevunnn. - - 10,512 (43)
Norwegian Krone.......cccocceuvveeuneeennns - - 7,618 191
Other currencies (8).....cceeeevvueeennnnns 1,122 (1) 4,553 -

B o] -1 PN $ 53,283 $ (279) $ 156,150 S (836)

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 exchange on which futures contracts are traded assumes the counterparty risk and generally requires margin payments
to minimize such risk. Futures are generally used to achieve the desired market exposure of a security or index to rebalance
the total portfolio. The SERS exposure to futures contracts was not significant at December 31, 2013.

Swap agreements provide for periodic payments between parties based on the change in value of underlying assets, indexes,
rates, and credit worthiness. During 2013, the SERS used contracts with multiple counterparties as well as collateral posting
requirements to manage its counterparty credit risk. Credit default swaps are agreements with counterparties to either
purchase or sell credit protection. The SERS uses 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
liability for a floating rate liability or vice versa. The SERS used interest rate swaps as a cost-effective way of gaining exposure
to certain sectors of the fixed income market. The SERS’ exposure to swap agreements was not significant at December 31,
2013.

The SERS mitigates its legal risk on investment holdings, including the previously discussed instruments, by carefully selecting
investment advisors and extensively reviewing their documentation. It manages its exposure to market risk within risk limits
set by management.
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NOTE D — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)
Deferred Compensation Program (DCP)

The DCP, through the Mellon Capital Management (MCM) managed accounts, indirectly holds certain derivative financial
instruments. The derivatives most commonly used by MCM include forwards, futures, options, and swaps. MCM may take
long or short positions in derivative instruments for various purposes. The notional value of these instruments is not
significant as of December 31, 2013.

Certain collective funds may utilize exchange-traded and over-the-counter (OTC) derivative instruments including, but not
limited to, fixed income, equity, currency and commodity futures, exchange-traded and OTC options, swaps, and currency
forwards. MCM has instituted policies and procedures designed to ensure that derivative transactions are in keeping with the
overall strategy and that such transactions are properly reviewed and monitored. MCM has also established restrictions and
processes to assist with minimizing the impact of liquidity risk and credit risk in the context of the collective fund’s total
portfolio. Counterparty risk is controlled through regular credit evaluations and approvals, along with guidelines and
procedures designed to limit the impact of counterparty risk.

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; swap agreements to
gain exposure to certain sectors of the equity and fixed income markets; 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. The PSERS generally enters into transactions only with
high quality institutions. 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
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, 2014:

Type of Derivative Notional Value
Futures contracts -1oNg.........covvvvvviiiiiiiiiieeieeieeeeeeeeeeeinnns S 3,996,783
Futures contracts -short.......ccccoeeeiiiiin i, 233,254
Foreign exchange forward and spot contracts, gross...... 5,644,996
Swaps -total return type....ccveeeeeeeeeiciiieieeeee e 3,203,881

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 futures 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
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, 2014 represent a
restriction on the amount of assets available as of fiscal year-end 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 PSERS generally uses exchange listed currency, index, stock, and futures
options.
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NOTE D — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

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. To reduce the risk of counterparty non-performance, the investment
managers generally enter into these contracts with institutions regarded as meeting high standards of credit worthiness. The
contracts reported primarily include forwards. The $5,644,996 of foreign currency contracts outstanding at June 30, 2014
consist of “buy” contracts, which represent the U.S. dollar equivalents of commitments to purchase foreign currencies of
$1,465,116 and “sell” contracts, which represent U.S. dollar equivalents of commitments to sell foreign currencies of
$4,179,880. The unrealized loss on contracts of $(32,195) at June 30, 2014 is included in the Statement of Net Position and
represents the fair value of the contracts.

Swap agreements provide for periodic payments at predetermined future dates between parties based on the change in
value of underlying securities, indexes, or interest rates. During the year ended June 30, 2014 the PSERS entered into total
return type swaps. Under the total return type swap arrangements, the PSERS receives the net return of certain equity
securities or indexes in exchange for a short-term rate minus a spread or a predetermined fixed charge. The receivable on the
total return type swap contracts of $87,881 at June 30, 2014 is included in the Statement of Net Position and represents the
fair value of the contracts. The contracts have varying maturity dates ranging from July 1, 2014 to July 2, 2015.

The PSERS also invests in mortgage-backed securities (MBS) such as CMOs and MBS forwards to maximize yields. These
securities are sensitive to prepayments of mortgages, which may result from a drop in interest rates. The MBS forwards are
subject to credit risk in the event of nonperformance by counterparties. The fair value of CMOs at June 30, 2014 is $990,794.

The PSERS invests in U.S. Treasury strips which essentially act as zero coupon bonds and are subject to market volatility from
arise or drop 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 rate, currency, equity,
index, and total return swaps; interest-only strips; and CMOs, to enhance the performance and/or reduce the volatility of
their portfolios.
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NOTE E — CAPITAL ASSETS

Changes in governmental activities capital assets for the fiscal year ended June 30, 2014 are as follows:

Balance Balance
June 30,2013 Increases Decreases June 30,2014
Non-Depreciable Capital Assets:
LNttt e st S 571,582 S 10,419 S 10,405 S 571,596
Highway right-0f-Way......ccoceieeereeeeeeeee et 2,113,828 96,077 - 2,209,905
General construction iN ProgresSs. .. icerrrreeeeseseseesenenens 766,833 648,057 545,635 869,255
Transportation construction in progress. 2,612,436 1,697,365 1,505,422 2,804,379
U] o] (] 7 OO UR TSRS 6,064,679 2,451,918 2,061,462 6,455,135
Depreciable and Amortizable Capital Assets:
Buildings and building improvements.........cccocvveeevernerrerceenes 7,263,783 103,112 63,222 7,303,673
Land iMPrOVEMENTS.....cccoueuereeeeirerieie et es s s sesenas 772,100 104,208 9,453 866,855
Machinery and eqUipMEeNT........ccovvvreeininnreeeeereseseseeeeenens 1,222,748 134,803 43,802 1,313,749
Bridge infrastrucCture......ccvvceeeeeerrrecceeesesee e 12,124,878 752,631 96 12,877,413
Highway infrastructure. ... 25,280,363 752,791 2,200 26,030,954
Waterway infrastruUCture. .. 26,277 138 - 26,415
Other iNfrastrUCtUrE.. ...t 190,540 3,011 - 193,551
SOTEWAT . ettt es 179,030 205,732 - 384,762
Other intangibles.....ovveeereceeeesee s 200 - - 200
SUBTOTAL it 47,059,919 2,056,426 118,773 48,997,572
Less accumulated depreciation and amortization for:
Buildings and building improvements............c.c....... 2,755,334 163,841 15,275 2,903,900
Land IMPrOVEMENTS.....ccuvveeeeeeeirerieie et esesss s e sessesesenes 323,255 23,922 778 346,399
Machinery and equipmMeNt........coeeernreeeeereseseeeeeeeessesenes 675,158 99,298 36,993 737,463
Bridge infrastructure.... . 2,900,964 317,196 65 3,218,095
Highway infrastructure. ... 13,205,163 985,131 486 14,189,808
Waterway infrastruCture. ... eeececceeeeeeeeee e eeeeeeaene 2,856 534 - 3,390
Other iNfrastrUCtUre.. ... 36,223 9,750 - 45,973
SOTEWATE. .ttt sttt be b en s 63,837 78,997 - 142,834
Other iNtaNgiDIES. ... 123 20 - 143
SUBLOTAL et 19,962,913 1,678,689 53,597 21,588,005
Total depreciable and amortizable capital assets, net................ 27,097,006 377,737 65,176 27,409,567
Total governmental activities capital assets, Net.......ccceeererrernnnee $33,161,685 S 2,829,655 S 2,126,638 $33,864,702

Depreciation and amortization expense, by function, related to governmental activities capital assets for the fiscal year ended
June 30, 2014 is as follows:
Governmental Activities

Capital Assets
Direction and SUPPOItiVE SEIVICES ....uciiieereiiresteereee et ssens S 56,321
Protection of persons and property.... 172,816
AU ] oY KTl =Te [VTot=} 1 Lo ] o FOu TSN 32,884
Health and hUMaN SEIVICES ...ttt s eaeesaeens 16,733
ECONOMIC deVEIOPMENT....c.coviieeteecee ettt ens 234
TrANSPOITATION ..ttt ettt ettt s b s aesae s e e e e nesnenbens 1,378,194
Recreation and cultural enrichmeNnt........c.cccceveeecececcecececece e 21,507
Total depreciation and amortization expense S 1,678,689
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NOTE E — CAPITAL ASSETS (continued)

Changes in business-type activities capital assets for the fiscal year ended June 30, 2014 are as follows:

Balance Balance
June 30,2013 Increases Decreases June 30, 2014
Non-Depreciable Capital Assets:
Land S 129,569 $ 11,980 S - S 141,549
General construction in progress 27,701 30,688 28,162 30,227
Subtotal 157,270 42,668 28,162 171,776
Depreciable and Amortizable Capital Assets:
Buildings and building improvements 367,418 26,251 496 393,173
Land Improvements 42,890 - - 42,890
Machinery and equipment 196,207 13,864 14,956 195,115
Software 19,134 748 - 19,882
Other intangibles 200 - - 200
Subtotal 625,849 40,863 15,452 651,260
Less accumulated depreciation and amortization for:
Buildings and building improvements 151,384 16,340 458 167,266
Land Improvements 4,750 2,145 - 6,895
Machinery and equipment. 136,945 13,228 14,860 135,313
Software. 9,846 4,223 - 14,069
Other intangibles 122 67 - 189
Subtotal 303,047 36,003 15,318 323,732
Total depreciable and amortizable capital assets, net................ 322,802 4,860 134 327,528
Total business-type activities capital assets, Net..........coceevveunnnes S 480,072 S 47,528 S 28,296 S 499,304

Construction in progress included in governmental activities capital assets at June 30, 2014 includes project information as
follows:

Project Amounts Expended Authorization
Authorization at June 30,2014 Available

General Construction in Progress:
CaPito] COMPIEX vt en s esaes S 471,087 S 147,891 S 323,196
Department of Corrections INStitutions........ccccceeverencriririenenne 519,426 268,759 250,667
Educational INStitUtioNS.....ccueeeeereeeereeececceee e 580,017 182,103 397,914
Environmental ProteCtion.........oceeveeeeevenreceneeeceereneereeeseseenesenns 14,711 4,282 10,429
State Parks and Forests.........cceevevenene 215,378 38,667 176,711
Veterans Homes and Military Armories.....cccceevecevreerereecenens 124,593 13,452 111,141
Department of Public Welfare Institutions........cccccecceverennnnne. 102,231 81,205 21,026
Transportation FaCilities......ccoeeveeverecerinerseeeesee e 135,216 30,570 104,646
Historical and Museum Commission Facilities.......ccccocuu.n. 41,667 16,716 24,951
State Police Facilities... 57,207 6,316 50,891
Agriculture FaCilitieS ..o 113,926 1,300 112,626
Department of Labor and Industry Software.........cocoevuereuenes 1,984 1,635 349
OB ettt st ea et as 149,306 76,359 72,947
Total general construction in Progress.......cceecveeeeeecerereeennns 2,526,749 869,255 1,657,494
Highway and Bridge Construction in Progress:.........cceceeuee 4,183,308 2,804,379 1,378,929
Total construction iN Progress..... i ceeerireeereessesseenns S 6,710,057 S 3,673,634 S 3,036,423

The Commonwealth’s initial valuation of governmental activities capital assets was made as of June 30, 1986 using appraisal
and historical cost reconstruction techniques. Subsequent to June 30, 1986, governmental activities capital asset acquisitions
are reported at cost or, for donations or confiscations, at fair market value. At June 30, 2014 the remaining amount of
governmental activities capital assets related to the initial June 30, 1986 valuation amounted to $1,574,000. The initial June
30, 1986 valuation did not include highway, bridge or waterway infrastructure. Such infrastructure was first reported in the
June 30, 2002 basic financial statements, retroactive to July 1, 1980.
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NOTE F — LONG-TERM OBLIGATIONS - BUSINESS-TYPE ACTIVITIES AND PROPRIETARY FUNDS

Tuition Benefits Payable

The reported liability for tuition benefits payable of $1,541,036 of the Tuition Payment Fund, an Enterprise Fund, at June 30, 2014 is
based on several actuarial assumptions, including those related to tuition cost increases, investment experience, income from
account maintenance fees, and program expenses for the Pennsylvania 529 Guaranteed Savings Plan (GSP). The assumed rate of
return on long-term investments is 7.685%.

Changes in tuition benefits payable are as follows:

Current Non Current
Balance at Balance at Due within Due after
July 1, 2013 Additions Reductions June 30, 2014 One Year One Year
$ 1,481,056 $ 266,999 $ 207,019 $ 1,541,036 $ 233,298 $ 1,307,738

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 2.00
percent at December 31, 2013 and December 31, 2012. 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, 2013 and 2012, the following summary provides information on prior year reported
insurance loss liability, incurred claims and payments, and current year reported insurance loss liability.

Year Ended Prior Year Incurred Claims Payments Current Year
December 31 Liability Current Prior Current Prior Liability
2013 $1,587,276 $ 225,901 $ 7,793 $ 43,931 $ 199,256 $1,577,783
2012 1,490,099 201,992 127,860 37,674 195,001 1,587,276

The current portion of the total SWIF insurance loss liability is $232,674 and the noncurrent portion is $1,345,109. Additionally,
nonmajor Enterprise funds reported a noncurrent insurance loss liability of $659 at June 30, 2014. Total reported current insurance
loss liability amounts to $232,674 and total noncurrent insurance loss liability amounts to $1,345,768 at June 30, 2014.

Compensated Absences Liability

The reported compensated absences liability for the Enterprise Funds totaled $37,007 at June 30, 2014. Of that amount, the liability
is primarily owed by the State Stores Fund ($28,197), the SWIF ($2,298), and the State Lottery Fund ($3,061). The following summary
provides aggregated information reported for June 30, 2013 compensated absences liabilities; additions and reductions during the
fiscal year ended June 30, 2014 and reported compensated absences liabilities at June 30, 2014:

Liability at Liability at
June 30, 2013 Additions Reductions June 30, 2014
S 36,811 $ 23,857 S 23,661 S 37,007

The current portion of the total compensated absences liability for Enterprise Funds is $6,273; the noncurrent portion is $30,734.
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NOTES TO FINANCIAL STATEMENTS (amounts in thousands)

June 30, 2014

NOTE F —LONG-TERM OBLIGATIONS - BUSINESS-TYPE ACTIVITIES AND PROPRIETARY FUNDS (continued)

Revenue Bonds Payable

Revenue bond obligations of the Enterprise Funds (including the Philadelphia Regional Port Authority and the Commonwealth
Financing Authority, blended component units) at June 30, 2014 and changes during the fiscal year ended June 30, 2014 are as

follows:
Maturity
Issue Interest Dates Balance Balance

REVENUE BONDS PAYABLE Dates Rates Through  July1,62013 Additions Reductions June 30,2014
Philadelphia Regional Port Authority.. 2008 3.00-5.00% 2021 S 30,395 § - S 3,180 S 27,215
Unemployment Compensation Fund... 2012 1.00-5.00% 2024 2,527,405 - 122,300 2,405,105
Commonwealth Financing Authority........c..cecvreeuinens 2005-13 0.55-6.40% 2042 1,667,780 - 55,870 1,611,910

Total principal obligations........ccocevevverivererieinnas 4,225,580 - 181,350 4,044,230

Less: unamortized bond discount..........ccceeveeuennene (1,025) 59 (966)

Add: unamortized bond premium*..........cccovveevnnne 413,092 - 74,924 338,168
TOTAL REVENUE BONDS PAYABLE**..........cc0euvrerurnnns S 4,637,647 S - S 256,333 $ 4,381,432

The following table presents annual principal and interest payments for long-term debt outstanding for revenue bonds for the

Enterprise funds:

2015 2016 2017 2018 2019 2020-24 2025-29
Philadelphia Regional Port Authority.. $ 4,608 S 4,607 S 4,607 S 4609 S 4,605 S 9,214 $ -
Unemployment Compensation Fund.... 288,298 297,720 317,270 328,826 340,676 1,462,381 -
Commonwealth Financing Authority.... 147,755 147,627 147,466 147,301 147,109 732,237 535,110
Total Principal and Interest 440,661 449,954 469,343 480,736 492,390 2,203,832 535,110
Less: Interest Payments......ccccceeevuvenne (199,221) (188,809) (176,228) (161,981)  (145,865) (451,802) (183,015)
TOTAL PRINCIPAL OBLIGATIONS............. S 241,440 $ 261,145 $ 293,115 $ 318,755 $346,525 S 1,752,030 $ 352,095
2030-34 2035-39 2040-42 Total
Philadelphia Regional Port Authority.. S - S - S - $ 32,250
Unemployment Compensation Fund.... - - - 3,035,171
Commonwealth Financing Authority.... 342,344 243,784 50,110 2,640,843
Total Principal and Interest............... 342,344 243,784 50,110 5,708,264
Less: Interest Payments.........cceevuvene (105,764) (47,054) (4,295) (1,664,034)
TOTAL PRINCIPAL OBLIGATIONS............. S 236,580 $ 196,730 S 45,815  $4,044,230

*Due to the implementation of GASB Statement 65, the beginning balance for the unamortized bond premium portion of revenue bonds payable has been
adjusted to report the gross bond premium. The beginning balance was presented net of bond issuance costs which now have been written off.

**The beginning balance for total revenue bonds payable has been adjusted due to the implementation of GASB Statement 65 to reflect the reclassification of
deferred net refunded loss from a component of revenue bonds payable to a deferred outflow.
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NOTES TO FINANCIAL STATEMENTS (amounts in thousands) June 30, 2014

NOTE F — LONG-TERM OBLIGATIONS - BUSINESS-TYPE ACTIVITIES AND PROPRIETARY FUNDS (continued)
Demand bonds payable

On October 18, 2012 the Department of Labor & Industry (Department), through the authorization of the Pennsylvania Economic
Development Financing Authority (PEDFA), issued Unemployment Compensation Variable Rate Demand Revenue Bonds, Series
2012C, in the amount of $300,000. The Series 2012C bonds bear interest at a weekly interest rate which is set each week by the
remarketing agent. Since the bonds were issued, the approximate average weekly rate has been 0.88%. The payment of the
principal and Tender Price of and interest on the Series C Bonds were secured by a direct-pay letter of credit (LOC) issued by the
bank, and is set to expire on October 1, 2015, unless extended or earlier terminated. Related commitment fees relative to the letter
of credit is 0.30% payable on each July 1 and January 1. There were no liquidity drawings as of the financial reporting date.

Balance Balance
July1,2013 Additions Reductions June 30,2014
Bonds payable:
UCvariable rate demand revenue bonds Series C
due 2024 at weighted-average rates of
of0.88% as of June 30,2014 S 300,000 $ - S 133,365 S 166,635

The demand bonds issuance contains a take-out agreement that allows the bondholders to demand early repayment. To mitigate the
risk of raising revenue unexpectedly to meet these demands, the PEDFA has entered into a contract to cover the redemption of these
obligations should the bondholders exercise the take-out agreement. The provisions of the arrangement are as follows: If after 180
days, the Department fails to reimburse any disbursements made in connection with any Liquidity Drawings a Term-Out period will
commence. During this period, the pledged bonds will bear interest at the Term-Out Interest rate and will be redeemed in ten (10)
equal, semi-annual installments. The Term-Out interest rate means 2% plus the higher of (1) the Prime Rate in effect or (2) Federal
Fund Rate plus 3%; or (3) 7.5%.

The debt service requirements if the take-out agreement is exercised are as follows:

Assumed Term-Out Commencement Date 7/1/2014

Semi-Annual

Date Principal Rate Interest Payment
1/1/2015 $ 16,664 9.5 $ 7,915 S 24,579
7/1/2015 16,664 9.5 7,124 23,788
1/1/2016 16,664 9.5 6,332 22,996
7/1/2016 16,664 9.5 5,541 22,205
1/1/2017 16,664 9.5 4,749 21,413
7/1/2017 16,664 9.5 3,958 20,622
1/1/2018 16,664 9.5 3,166 19,830
7/1/2018 16,664 9.5 2,375 19,039
1/1/2019 16,664 9.5 1,583 18,247
7/1/2019 16,659 9.5 792 17,451
TOTALS S 166,635 S 43,535 S 210,170
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NOTES TO FINANCIAL STATEMENTS (amounts in thousands) June 30, 2014

NOTE G - RECEIVABLES, UNEARNED REVENUE AND DEFERRED RESOURCES

Taxes Receivable: Taxes receivable, by tax type, reported on the Statement of Net Position at June 30, 2014 consisted of the
following:

Statement of Net Position
Governmental Activities

Current Noncurrent Total

Sales and use..... S 667669 S 167,149 S 834,818
Personal income 548,283 432,597 980,880
Corporation......... 296,870 655,321 952,191
Liquid fuels......... 222,488 - 222,488
Inheritance......... 315,234 104,126 419,360
Cigarette.............. 38,879 - 38,879
Other...ccooveeveeneene 25,700 - 25,700

Total.cooeereeennne $ 2,115,123 $ 1,359,193 S 3,474,316

Taxes receivable reported on the Balance Sheet-Governmental Funds and the Statement of Fiduciary Net Position at June 30,
2014 consisted of the following:

Balance Sheet-Governmental Funds Statement

General Fund of Fiduciary

Expected to be Collected: Motor Nonmajor Net Position

From License Governmental Fiduciary
September 1, 2014 Fund Funds Funds
By through After Collected by Collected by Collected by
August 31, 2014 June 30,2015 June 30, 2015 Total August 31,2014 August 31,2014 August 31,2014

Sales and use.... $ 605,533 S 62,136 $ 167,149 S 834,818 S - S - S 30,850
Personal income 339,906 208,377 432,597 980,880 - - -
Corporation......... 49,184 247,686 655,321 952,191 - - -
Liquid fuels........ - - - - 222,488 - -
Inheritance......... 140,322 174,912 104,126 419,360 - - -
Cigarette............. 38,879 - - 38,879 - - -
Other..cocevenenee. - - - - - 25,700 1,269
Total.eeveereinee, S 1,173,824 $ 693,111 $ 1,359,193 $3,226,128 $ 222,488 S 25700 S 32,119

On the governmental funds balance sheet, the General Fund taxes receivable of $2,052,304 expected to be collected after
August 31, 2014 is reported as deferred inflows of resources. The total amount of taxes receivable reported on the
governmental funds balance sheet, $2,115,123 (51,866,935 reported in the General Fund, $222,488 reported in the Motor
License Fund, and $25,700 reported in nonmajor governmental funds), expected to be collected from July 1, 2014 through
June 30, 2015 is also reported as current taxes receivable in governmental activities on the Statement of Net Position. The
remaining General Fund taxes receivable of $1,359,193 reported on the governmental funds balance sheet expected to be
collected after June 30, 2015 is reported as noncurrent taxes receivable in governmental activities on the Statement of Net
Position. All of the revenue associated with the taxes receivable reported in governmental activities on the Statement of Net
Position is reported as tax revenue in governmental activities on the Statement of Activities.
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NOTES TO FINANCIAL STATEMENTS (amounts in thousands) June 30, 2014

NOTE G — RECEIVABLES, UNEARNED REVENUE AND DEFERRED RESOURCES (continued)

Loans Receivable: Loans receivable at June 30, 2014 consisted of the following:

Business
Governmental Type

Activities Activities
Commonwealth Nonmajor
General Financing Enterprise

Fund Authority Funds

Economic development loans S 77,644 S 313,313 $ 185,437
Volunteer fire companyloans - - 76,231
Environmental program loans 5,153 - -
School district [0aNS..cccveciieeieece e, 14,000 - -
Othernotes and l0aNS....ceecieeeciiecceee e, 110 - -
96,907 313,313 261,668
Less:allowance foruncollectible amounts................... (12,968) (10,860) (23,436)
Loans receivable, Net. et S 83,939 S 302,453 S 238,232

The General Fund reported $77,403 in loans due after June 30, 2015, the Commonwealth Financing Authority (a blended
component unit) reported $284,034 in loans due after June 30, 2015, and nonmajor Enterprise funds reported $196,382 in
loans due after June 30, 2015.

Governmental Funds Unearned Revenue: The General Fund, Special Revenue Funds, and Debt Service Funds reported
unearned revenue. The following chart provides the portion of total revenue which was not yet earned as of June 30, 2014:

General Special Revenue Debt Service
Unearned revenue..... S 37,015 S 83,225 S 3,649

Deferred Outflows and Deferred Inflows of Resources: On the Statement of Net Position, Governmental Activities and the
Philadelphia Regional Port Authority (a blended component unit) reported deferred outflows of resources for the fiscal year
ended June 30, 2014 related to deferred losses on refunding of prior year debt instruments. The deferred losses on
refunding of debt results from the difference in the carrying value of the refunded debt and its reacquisition price. The total
amount of deferred outflows reported at June 30, 2014 was:

Business-type

Activities
Nonmajor
Governmental Enterprise
Deferred Outflows Activities Fund
Refundings of debt.......cccueierereeeecrereeereeeee e S 175,240 S 1,625
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NOTES TO FINANCIAL STATEMENTS (amounts in thousands) June 30, 2014

NOTE G — RECEIVABLES, UNEARNED REVENUE AND DEFERRED RESOURCES (continued)

On the Balance Sheet for Governmental Funds, a modified accrual basis, the General Fund, the Motor License Fund and
several nonmajor Special Revenue Funds reported unavailable revenue as deferred inflows of resources. The total deferred
inflows reported at June 30, 2014 was:

Motor Total
General License Nonmajor Governmental
Fund Fund Funds Funds
Deferred Inflows
Unavailable revenue... S 2,633,813 S 658 S 181,139 S 2,815,610
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NOTES TO FINANCIAL STATEMENTS (amounts in thousands) June 30, 2014

NOTE H — INTERNAL/INTERFUND BALANCES AND TRANSFERS

Statement of Net Position

Internal Balances

In the Statement of Net Position, reported internal balances of $2,099/(51,620) for governmental activities/business-type
activities differ by $479 because the State Workers’ Insurance Fund, an Enterprise Fund, reports for its fiscal year ended
December 31, 2013.

Fund Financial Statements

Interfund Balances

The composition of governmental and proprietary funds interfund balances reported at June 30, 2014 is as follows, with
Major Fund titles in bold. Aggregate nonmajor governmental funds receivables from other funds and from component units,
respectively, amount to $87,697 and $1,564; aggregate nonmajor enterprise funds receivables amount to $14,678 and $10;
aggregate internal service funds receivables amount to $30,969 and $96:

DUE FROM DUETO
FUND TYPE/FUND OTHER COMPONENT OTHER COMPONENT
PRIMARY GOVERNMENT FUNDS UNITS FUNDS UNITS
GENETAl FUNG.cociiiiineeeeeeeiieiieeeeeeresesseneeesesesssssseesesesssssseeesesens S 67,138 §$ 223,285 S 177,336 $ 2,256
Special Revenue:
MOtOr LiceNnSe FUNM......c.cieuiieiieiieiienireeieeeieeeeeneerenesnecsnnsennsnnns 42,080 20 66,214 11,851
Public Transportation Trust FUN........c.cooviiiiiiiiiiieeeieeeeis 48,097 - 15 -
GaAMING FUNG...iiiiiiiiiiee e et 41 - 6,562 18,437
Vocational Rehabilitation Fund..........ccoooeiiiiiiiiiiiiiiieean 64 - 2,538 -
Emergency Medical Services Operating Fund 2,231 - - -
Agricultural Conservation Easement Purchase Fund............... 10,243 - - -
Marcellus Shale FUNd.........cooiiiiiiieeee e - - 448 18,034
Insurance Regulation and Oversight Fund...........cccc.ociiiiiinnnne 806 - 6,541 -
(0140 L=V g =TT Yo KPR 7,551 - 5,648 6
Special Revenue subtotal.........ccooeviiiiiiiiiiniiiie e 111,113 20 87,966 48,328
Debt Service:
Capital Debt FUNd....coiviiiiiiiiiee e 1,054 - - -
PAInfrastructure Investment Authority Redemption Fund...... - 424 - -
Water and Sewer Assistance Bond Sinking Fund...................... - 500 - -
Debt Service subtotal........cooouiiiiiiiiiiii e 1,054 924 - -
Capital Projects:
Capital Facilities FUN........c.uiviiiiiiiiiie e 1,981 640 32,774 122,000
Keystone Recreation, Parkand Conservation Fund................. 6,824 - 658 -
Public Transportation Assistance Fund.........c..cccoiiiiiiinieennnnne 8,805 - 897 -
Capital Projects subtotal........ocoeeeiiiiiiieiiiiiiiiiiiiee e 17,610 640 34,329 122,000
Enterprise:
Unemployment Compensation Fund.........ccccceeieiirinennnnncinnenen. 2,672 614 2,204 -
State Lottery FUNd........cceiiieeiiieniiiieiiiieiirenesnrees e neeaes 26 - 1,606 -
Commonwealth Financing Authority.....cccccceeeiiiiieeneiiiiinnnenennnns 4,153 - 453 -
State Stores FUNG......oiiuiie e 257 - 12,396 -
Rehabilitation Center Fund 2,049 10 121 -
Philadelphia Regional Port Authority..........cccevviiiiniiiiiiiiiiinnns 12,358 - 59 -
Other FUNAS....cooiiiiiiiiiiii e 14 - 49 23
Enterprise subtotal........cooviiiiiiiiiiiiii 21,529 624 16,888 23
Internal Service:
PUrchasing FUNd.........uieiiiiiiiiiiie e 24,043 95 4,440 2
Manufacturing FUNG..........oviiiiiieiiie e e 6,926 1 207
Internal Service subtotal..........cveiiiiiiiiiiiiiiiiiiii s 30,969 96 4,647 2
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NOTES TO FINANCIAL STATEMENTS (amounts in thousands)

June 30, 2014

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

FUND TYPE/FUND
PRIMARY GOVERNMENT

Fiduciary -Pension Trust:
State Employees'Retirement System.............
Deferred Compensation Fund..........c.c..ccuun..e.

Public School Employees'Retirement System
Fiduciary - Pension Trust subtotal.................
Total primary government..........cceeeeevnneennns

DISCRETELY PRESENTED
COMPONENT UNITS

Pennsylvania Turnpike Commission.................
Pennsylvania Housing Finance Agency

Pennsylvania Higher Education Assistance Age

NCY.uvirieeeaaenannes

Pennsylvania Infrastructure Investment Authority...................

State System of Higher Education.........c...........
Pennsylvania Convention Center Authority......
Pennsylvania eHealth Partnership Authority...

Other component UNitS......ccoeeeevivieinnneinnnns
Total component units

DUE FROM DUETO

OTHER COMPONENT OTHER COMPONENT
FUNDS UNITS FUNDS UNITS

6,607 25,234 - -

- - 111 -

3,402 - 660 -

10,009 25,234 771 -

$ 259,422 $ 250,823 $ 321,937 S 172,609

DUE FROM DUETO

PRIMARY COMPONENT PRIMARY COMPONENT
GOVERNMENT UNITS GOVERNMENT UNITS

$ 9,811 $ - $ - S -

- 3 24 61

2 - 176 -

33,034 61 215,629 3

400 - 1,120 -

125,437 . B B

2,000 - 8,567 -

- - 9 -

$ 170,684 S 64 $ 225,525 64

The amount of total reported interfund receivables of $680,993 does not agree with total reported interfund payables of
$720,135 at June 30, 2014 due to different fiscal year ends and reporting differences for certain Funds included in the Fund
Financial Statements at June 30, 2014. The amount reported for the Pennsylvania Turnpike Commission, a discretely
presented component unit, is reported at its fiscal year ended May 31, 2014; 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, 2013. The following presents a
reconciliation of interfund balances reported at June 30, 2014 and those amounts that would have been reported if all Funds

reported at the same fiscal year-end:

Governmental Proprietary Fiduciary Component
Funds Funds Funds Units Total
Due from other funds........ccc....... $ 195,668 S 46,976 S 9,876 S - $ 252,520
Due from pension trust funds....... 1,247 5,522 133 - 6,902
Due from component units........... 224,869 720 25,234 64 250,887
Due from primary government..... - - - 170,684 170,684
o] 2 | PP S 421,784 S 53,218 S 35,243 S 170,748 S 680,993
Reported Interfund RECEIVADIES........covvviiiiiiiiiiniieiiininnee s ssssssse s sass s s ssssssssesssssssasnsasssssssnnnns S 680,993
State Employees'Retirement System increase in receivables from January 1, 2014 through June 30, 2014.................... 225
Pennsylvania Turnpike Commission increase in receivables from June 1, 2014 through June 30, 2014..........ccccevuvveenn.n. 1,925
State Workers' Insurance Fund increase in receivables from January 1, 2014 through June 30, 2014..........cccceevviiiiiiiiinnnnns 806
Interfund receivables reported as taxes receivable and accounts receivable by fiduciary funds..........ccceccvvvvvieeiiiinneenn. 19,356
Payroll accrual atJune 30,2014 -receivables attributable to State Employees'Retirement System......coccvvveeveriiiineeenn. 26,637
Reconciled INterfund RECEIVADIES........cuueeeeeeeiiieiiiiiiiiieeeee e s e e s s es s s s e s s s s s s s s s s s s ssssssssssssssssnnnnn 729,942
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NOTES TO FINANCIAL STATEMENTS (amounts in thousands) June 30, 2014

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

Governmental Proprietary Fiduciary Component
Funds Funds Funds Units Total
Due to other funds......cccoveeeeneennn. S 223,965 S 19,242 S 489 § - $§ 243,696
Due to pension trust funds........... 75,666 2,293 282 - 78,241
Due to component units.............. 172,584 25 - 64 172,673
Due to primary government......... - - - 225,525 225,525
Totalueeiieeieeeeie e S 472,215 S 21,560 S 771 S 225589 $ 720,135
Reported INterfund Payables.........cccviiiiiiiiiiieiiinneiiiiiiiinieiinneiieeiimeesissessmtesmtesesessessesssssessssssssssssssossssssssssssssssssssns 720,135

State Employees' Retirement System increase in payables from January 1, 2014 through June 30,2014 719
Deferred Compensation Fund decrease in payables from January 1, 2014 through June 30, 2014........cccovvvveeeeicnineennn. (111)
Pennsylvania Turnpike Commission increase in payables from June 1, 2014 through June 30,2014.......cccceeveveevcvveennnns 145
State Workers' Insurance Fund increase in payables from January 1, 2014 through June 30, 2014.........cccocvverirnnnrisrencsasenns 242
Interfund payables reported as accounts payable by fiduciary funds.........ccoociriiiiiiiiiiii, 8,812

Reconciled INterfund Payables..........cccveeiiiiiiineeeriiccsnreesisecsneeessssssnnseesssssssnessssssssnnsassssssssnnsssssssssnnnanass S 729,942

Advances — Fund Financial Statements

At June 30, 2014, the General Fund reported Advances to Other Funds of $4,475. Specifically, this amount has been
advanced as follows: $2,300 to the State Workers’ Insurance Fund (SWIF), an Enterprise Fund; and $2,175 to the Motor
License Fund, a Special Revenue Fund. These amounts have been reported by the respective owing Funds as Advances from
Other Funds, except for the SWIF, which reported an advance of $2,216 at its fiscal year ended December 31, 2013. At June
30, 2014 the Workers’ Compensation Security Fund and the Hazardous Sites Cleanup Fund, Special Revenue Funds, reported
Advances to Other Funds of $750 and $3,000, respectively; these amounts were advanced to the General Fund and the Small
Business First Fund, an Enterprise Fund. All amounts advanced are expected to be repaid subsequent to June 30, 2015. The
Underground Storage Tank Indemnification Fund, an Agency Fund, reported a $67,500 statutory advance to the General
Fund at June 30, 2014; no repayment is expected to occur during the fiscal year ending June 30, 2015.

Transfers

A summary of transfers reported for the fiscal year ended June 30, 2014 is as follows, with Major Fund titles in bold.
Aggregate nonmajor governmental fund transfers from other funds amounted to $1,449,509 during the fiscal year ended
June 30, 2014; aggregate nonmajor governmental fund transfers to other funds amounted to $781,856. Aggregate nonmajor
proprietary fund transfers from other funds amounted to $56,238, while aggregate nonmajor proprietary fund transfers to
other funds amounted to $82,474.
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NOTES TO FINANCIAL STATEMENTS (amounts in thousands) June 30, 2014
NOTE H — INTERNAL/INTERFUND BALANCES AND TRANSFERS (continued)
TRANSFERS TRANSFERS
PRIMARY GOVERNMENT IN ouT
General Fund S 485,641 S 1,211,097
Special Revenue:
Motor License Fund 21,092 66,440
Public Transportation TrUST FUNG.......c.eiueririeieieie ettt sttt b b e enseneas 110,979 -
(O L0 Y= VT3 T PR - 349,079
Environmental Stewardship FUNG.........ooouiiiiieiece e s 28,210 49,981
Vocational Rehabilitation FUNG........c.eoiviiiiiiiiiiicceccc et be e sraeenee 40,473 -
Agricultural Conservation Easement PUrchase FUNG........ccovevieiieiiiene s 8,652 -
State Farm Products SNOW FUNG........c.eiiuiiiiiiiicieic ettt beebeeebeeeraeenee 4,000 -
RECYCHNG FUNG. ..ttt ettt e b e e e e b e et e e beestaessbesnbeenbeebeesseessees sanas 1,000 -
Oil and Gas Lease Fund - 105,942
Hazardous Sites Cleanup FUNG.......ccueiiiiiiuieieieie ettt sttt sa e bennas - 5,000
MaETCEITUS SNAlE FUNG...cviiiiiiiieiie ettt ettt ettt et et et e e b e e sbeesaeesaeeebeeereeeaee s 20,000 105,374
Insurance Regulation and OVersight FUNG..........ccieiuiiiiiiie s s 9,560 6,448
State RACING FUND.....uiiiiiitiiciitc ettt 5,801 -
FiSh and BOat FUNG.....eoiiiiiiiiie ettt ettt ve e be e ete e et eabeebeebeesbeesaeesaeeeteeerseennen 1,531 -
Multimodal Transportation FUNG.........ccueeieieiieierie ettt ae e eas - 2,500
OENEE FUNGS .ttt b ettt b e b et e e b e e b bt e st et e b e ebe e bt e b e nbe st enneaneas - 793
Special ReVENUE SUBTOTAL...c.iiiiiiiciciece e st sae e 251,298 691,557
Debt Service:
Pennsylvania Infrastructure Investment Authority Redemption Fund... 7,224 -
Capital DEbt FUNG....cciceiceeceee e 1,129,031 -
Growing Greener Bond SinKing FUNG........couviiieiiieiie ettt sra et eees 42,735 -
Water Supply and Wastewater Treatment Sinking Fund............ccocovveniincniincnincecceen 14,815 -
Persian GulfVeterans' Compensation Bond Sinking FUNG..........c.coveviririniinrienineseseeesie e 506 -
Waterand Sewer Assistance Bond Sinking FUNG.........c.ccueiiiiiieieieiece e 24,992 -
DDt SEIVICE SUDTOTAL . icuiiiieieriisiiciiei et sbe bbbt e et st st ensenbebe s 1,219,303 -
Capital Projects:
Capital FACHTIES FUNG....iiiiriieicieiieietest ettt sttt st se s e b e s besbeste e e ensesaestesnnens - 53,616
Water Supply and Wastewater Treatment FUNG.........ccovveveiicieeeiere s - 85,100
Public Transportation AsSiStance FUNG.........cccuieiieiiiiiciie ettt st s en - 18,023
Capital Projects SUDTOTAL . .ciiiiieieiececceee ettt sae e ns - 156,739
Enterprise:
Unemployment Compensation FUNd..........cceceeennninnineninennennnsnnsnnsssssnssnssnssnens - 40,000
State LOtEEry FUNG.....ccoeeieeieicescenree e s sees e ssse s s s seessnesnnssnnsssnsssnessnsssnnassnesssessnassnassnens 166,500 222,956
Commonwealth Financing Authority........cccecvnininncsinnenineniinenne 225,843 -
SEATE SEOIES FUNT. . .itiiiii ittt ettt et e et e et e sar e eareebeesbeeebeeebseeteeesbeerbeenbeenseeseeseenns - 82,474
Philadelphia Regional Port AULNOTItY.......ccccievieiieie e 56,238 -
Enterprise subtotal 448,581 345,430
Total transfers, fund financial StatEMENTS.....c.icviiiiiiiecrece et 2,404,823 2,404,823
Less: net elimination of governmental fund transfers (2,301,672) (2,301,672)
Total transfers, StatemMeNt Of ACIVITIES . ......cvivieieiieiee ettt st sttt ettt S 103,151 S 103,151
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NOTES TO FINANCIAL STATEMENTS (amounts in thousands) June 30, 2014

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

Primary Government Transactions with Discretely Presented Component Units

Financial Support Provided to:
Major Discretely Presented Component Units

During the fiscal year ended June 30, 2014 (May 31, 2014 for Pennsylvania Turnpike Commission), the Commonwealth
provided financial support to major discretely presented component units, reported by the component units as follows:

State System of Higher Education (appropriations, grants and CONTracts) ........cccccvuiieiiiiiiiiiie e e S 536,948
Pennsylvania Higher Education AssiStance AZENCY (Brants). .c..ccvuiciieriieeieeieeeireeeteeeiteesteeereesteesreebeesseeesseesssesseesseeesseesseesnses 397,293
Pennsylvania Turnpike Commission (capital CONTIIDULIONS) ......ooueriiriiriiiiireeie et 93,089
Pennsylvania Infrastructure Investment Authority (capital contributions and other state receipts) ......cc.cccevvveeevveveenceercnnene 31,889
Pennsylvania Housing Finance Agency (program income and fees; other liabilities) .........ccccccoviiiiieiiciiiecie e, 19,517

Nonmajor Discretely Presented Component Units

During the fiscal year ended June 30, 2014, the Commonwealth provided financial support to nonmajor component units by
appropriations, as follows:

Ben Franklin Technology Development AULNOTILY......cooviiiiiiierieiiiecie ettt sttt st s sb e st et esanesneesanes S 14,500
Thaddeus Stevens College Of TECANOIOZY ...ocviiiuiiiieiie ettt e ettt e e et e st e e teesseesseesnaeenseesnseeseesseesnsenns 10,332

Financial Support Provided to the Commonwealth

During its fiscal year ended May 31, 2014, the Pennsylvania Turnpike Commission incurred additional debt in order to provide
$200,000 to the Motor License Fund and $250,000 to the Public Transportation Trust Fund under the statutory provisions of
Act 44 of 2007 and the related Lease and Funding Agreement between the Pennsylvania Turnpike Commission and the
Commonwealth.
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NOTE | - PENSION 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 classified as Fiduciary Funds. The SERS and the PSERS issue stand-alone,
audited financial statements which are available at www.sers.state.pa.us and www.psers.state.pa.us, respectively. Written
requests for SERS or PSERS financial statements should be directed to the following addresses:

State Employees’ Retirement System Public School Employees’ Retirement System
30 North Third Street, Suite 150 Bureau of Communications
Harrisburg, PA 17101-1716 P.O. Box 125

Harrisburg, PA 17108-0125

State Employees’ Retirement System

Plan Description: The SERS is the administrator of a cost-sharing multiple-employer defined benefit retirement plan
established to provide pension benefits for Commonwealth employees and certain other organizations. At December 31,
2013 there were 104 employer state agencies and other organizations participating in the SERS.

Retirement Benefits: Article Il of the Pennsylvania Constitution provides the General Assembly the authority to establish and
amend plan benefit provisions. The SERS provides retirement, death, and disability benefits. Prior to Act 2010-120 (Act 120),
employees who retire at age 60 with 3 years of service, or with 35 years of service if under age 60, are entitled to a normal
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 3 years of service. Act 120 preserved all benefits in place for existing
members but mandated a number of benefit reductions for new members effective January 1, 2011. The benefit reduction
included a new class of membership that accrues benefits at 2 percent of their final average salary instead of the previous 2.5
percent. The new vesting period changed from five to ten years of credited service, and the option to withdraw lump sum
accumulated employee contributions was eliminated. The new normal retirement age is 65 for most employees and age 55
for members of the General Assembly and certain employees classified in hazardous duty positions.

Most members of the SERS, and all covered employees hired after June 30, 2001 and prior to January 1, 2011 (except State
Police officers and certain members of the judiciary and legislators), are Class AA members, pursuant to Act 2001-9 (Act 9),
signed into law on May 17, 2001. Among other things, Act 9 provides for general annual retirement benefits of 2.5 percent of
the member’s highest three-year average salary (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.
Legislators taking office before December 1, 2010 are Class D-4, which translates into an annual benefit of 3 percent of the
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 highest three-year salary multiplied by years of service. Act 120 of 2010 created a new A-3 class of service
and an optional A-4 class for most employees that entered SERS membership for the first time on or after January 1, 2011
and December 1, 2010 for legislators newly elected in November 2010. The general annual benefit for Class A-3 members is
2 percent of the member’s highest three-year average salary times years of service while the Class A-4 benefit accrual rate is
2.5 percent.

Funding Policy: Commonwealth law establishes the funding policy for all members’ contribution rates. The active plan
member contribution rate is 6.25 percent of covered payroll for employees in Class AA; for Class A members, the contribution
rate is 5 percent. The general membership contribution rate under Act 120 for A-3 and A-4 members is 6.25 percent and 9.3
percent of salary, respectively. Higher contributions are required for certain members of the General Assembly, 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.

Commonwealth of Pennsylvania 113 Governor's Office of the Budget
WWW.pa.gov www.budget.state.pa.us



NOTES TO FINANCIAL STATEMENTS (amounts in thousands) June 30, 2014

NOTE | - PENSION AND OTHER POSTEMPLOYMENT BENEFITS (continued)

Act 120 imposes rate increase collars on employer contributions that keep the employer contribution rate below the rates
established in accordance with actuarial parameters suggested by the GASB standards. The collar for FY 13/14 is 4.5 percent
and will remain at that rate until no longer needed. A variation of the entry-age normal actuarial cost method is used to
determine the liabilities and costs related to all of the SERS benefits, including superannuation, withdrawal, death, and
disability benefits, and to determine employer contribution rates. These rates are computed based upon actuarial valuations
on the SERS’ fiscal year-end December 31 and applied to the Commonwealth based on its fiscal year-end June 30.

During each of the three years ended December 31, the annual required employer contribution and the related percentage of
that amount actually contributed are as follows:

Year ended Annual Required Percentage of ARC
December 31 Contribution (ARC) Contributed
2013 S 1,314,925 60.2%
2012 S 1,044,632 53.9%
2011 S 913,778 42.8%

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 investments in short-term funds, including those managed by the State Treasurer, are reported at cost
plus allocated interest, which approximates fair value. The securities lending collateral pool, which is a fund operated by the
securities lending agent, also is reported at cost plus accrued interest, which approximates fair value. U.S. government
securities, corporate and foreign bonds and notes, common and preferred stocks, and some hedge funds 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.
Foreign exchange, futures and swap contracts are marked-to-market daily with changes in fair value recognized as part of
investments and investment income. Real estate investments, which are subject to annual independent audits, are primarily
valued based on independent appraisals. Properties that have not been appraised are valued using the present value of the
projected future net income stream. Alternative investments, which are subject to an annual independent audit, include
interests in limited partnerships invested in venture capital, private equities, and other investments, are valued based on
estimated fair value established by valuation committees.

The collective trust funds (CTF) consist 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 net asset value of the respective fund. The CTF is subject to an annual
independent audit.

Unsettled investment sales are reported as investment proceeds receivable and unsettled investment purchases are reported
as investment purchases payable. Investment expenses consist of investment managers’ fees and those expenses directly
related to the SERS’ investment operations.

Investments in venture capital, private equity and real estate are generally illiquid. Because of the inherent uncertainty in
valuing privately held securities, the fair value may differ from the values that would have been used had a ready market for
such securities existed, and the difference can be material. Accordingly, the realized value received upon the sale of the asset
may differ from the fair value.
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NOTE | - PENSION AND OTHER POSTEMPLOYMENT BENEFITS (continued)

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, 2014 there were 789 participating employers,
generally school districts. In relation to the PSERS, the Commonwealth is a non-employer contributor organization. The
PSERS implemented GASB 67, Financial Reporting for Pension Plans for the fiscal year ended June 30, 2014.

Benefits: The PSERS provides retirement, disability retirement, death, and health care benefits. Under the provisions of the
1975 revision of the Code by the Pennsylvania General Assembly, members are eligible for monthly retirement benefits upon
reaching (a) age 62 with at least 1 year of credited service; (b) age 60 with 30 or more years of credited service; or (c) 35 or
more years of service regardless of age. Act 120 preserves the benefits of existing members and introduced benefit
reductions for individuals who become new members on or after July 1, 2011. Act 120 created two new membership classes,
Membership Class T-E (Class T-E) and Membership Class T-F (Class T-F). To qualify for normal retirement, Class T-E and Class
T-F members must work until age 65 with a minimum of 3 years of service or attain a total combination of age and service
that is equal to or greater than 92 with a minimum of 35 years of service.

Benefits are generally equal to 2 percent or 2.5 percent, depending upon membership class, of the member’s final average
salary (as defined in the Pennsylvania Public School Employees’ Retirement Code) multiplied by the number of years of
credited service. For members whose membership started prior to July 1, 2011, after completion of five years of service, a
member’s right to the defined benefits is vested and early retirement benefits may be elected. For Class T-E and Class T-F
members, the right to benefits is vested after ten years of service.

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. According to requirements established in Act 29 of 1994, the Commonwealth reimburses school entity employers a
portion of the employer contributions paid to the System. All school entity employers are reimbursed by the Commonwealth
at least 50% of the total employer contributions based on the total contribution rate. The Commonwealth remits employer
contributions for employers other than school entities directly to PSERS.

The contribution rates for active plan memberships started prior to July 1, 2011 are as follows:
e Membership Class T-C and T-D hired before July 22, 1983 are 5.25 and 6.50 percent of covered payroll, respectively;
e Membership Class T-C and T-D hired after July 21, 1983, the rates are 6.25 and 7.50 percent, respectively.

The contribution rates for active plan memberships started on or after July 1, 2011 are as follows:
e  Membership Class T-E and T-F rates are 7.50 and 10.30 percent, respectively.

Act 120 suppressed the employer contribution rate by using rate caps through June 30, 2014 to keep the rate from rising too
high, too fast for budgetary purposes. The rate caps limit the amount the pension component of the employer contribution
rate can increase over the prior years’ rate. For the fiscal year ended June 30, 2014 and thereafter, the rate can increase no
more than 4.5 percent plus the premium assistance contribution rate.

The rate cap remains at 4.5 percent until the rate cap no longer applies, i.e. the rise in the employer contribution rate is less
than the rate cap in effect at that time. Once the rate caps no longer apply, the employer normal cost becomes the
contribution rate floor.

During each of the three fiscal years ended June 30, the annual required employer contribution and the related percentage of
that amount actually contributed are as follows:
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NOTE | - PENSION AND OTHER POSTEMPLOYMENT BENEFITS (continued)

Fiscal year Annual Required Percentage of ARC
Ended June 30 Contribution (ARC) Contributed
2014 S 3,410,373 58%
2013 S 3,110,429 46%
2012 S 2,629,244 38%

Summary of Significant Accounting Policies: The financial statements of PSERS are prepared on the accrual basis of
accounting under which 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 their trade date.
Member and employer contributions are recognized in the period for which employees’ salaries are reported. Benefits and
refunds are recognized when due and payable in accordance with the terms of the plan.

Investment Valuation: PSERS’s investments are reported at fair value. Fair value is the amount that 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 carried at cost, which approximates fair value, unless they have published
market prices or quotations from national securities exchanges or securities pricing services, in which case they are valued at
the published market price. Fixed income securities and common and preferred stocks are generally valued based on
published market prices and quotations from national securities exchanges or securities pricing services. Securities which are
not traded on a national securities exchange are valued by the respective fund manager or other third parties based on
similar sales.

Directly-owned real estate investments are primarily valued based on appraisals performed by independent appraisers and,
for properties not appraised, the present value of the projected future net income stream is used. Real estate owned
investments are reported net of related debt borrowed against the market value of the property. As of June 30, 2014
$132,000 in line of credit advances were netted against the related property valuation. The line of credit balance is due on
March 9, 2015. The line is payable at an interest rate equivalent to the lender’s commercial paper rate plus 75 basis points
and is collateralized by certain fixed income investments of PSERS.

For alternative investments which include private equity, private debt, venture capital and equity real estate investments
where no readily ascertainable market value exists, management, in consultation with the general partner and investment
advisors, has determined the fair values for the individual investments based upon the partnership’s most recent available
financial information. Futures contracts, foreign exchange contracts, and options are marked-to-market daily based on
published market prices and quotations from national securities exchanges or securities pricing services. The 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.

Collective trust fund investments (CTF) consist primarily of domestic and international institutional funds. The funds generally
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 regulatory agencies such as
the Securities and Exchange Commission have regulatory oversight. Investments that are not subject to this oversight are
subject to annual independent audits.
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NOTE | - PENSION AND OTHER POSTEMPLOYMENT BENEFITS (continued)

Other Postemployment Benefits

The Commonwealth established and sponsors two primary plans which provide postemployment benefits other than
pensions (OPEB). These two plans are the Retired Employees Health Program (REHP) and the Retired Pennsylvania State
Police Program (RPSPP). These two plans are administered by the Pennsylvania Employee Benefits Trust Fund (PEBTF), which
acts as a third-party administrator for the REHP and RPSPP under an administrative agreement with the Commonwealth.
Both plans are single employer defined benefit OPEB plans. Nearly all Commonwealth agencies and several discretely
presented component units participate in the REHP. The Pennsylvania Judiciary (Judiciary), Pennsylvania House of
Representatives (House), and the Pennsylvania Senate (Senate) have established and sponsor their own OPEB plans. All OPEB
plans and benefit provisions therein have been established under pertinent statutory authority. The REHP is provided, in
part, as a part of collective bargaining agreements with most Commonwealth labor unions. The RPSPP is provided as a part of
collective bargaining agreements with certain Commonwealth labor unions.

Benefit provisions included in the REHP, RPSPP, Judiciary, House, and Senate plans are established and may be amended by
the establishing sponsor of the given OPEB plan. Each OPEB plan provides postemployment healthcare benefits and, to
varying degrees, some of the non-REHP OPEB plans provide specific dental, hearing, vision, life insurance, long-term disability
and long-term care benefits. Among the different OPEB plans, the REHP is the largest of such plans and provides only
postemployment healthcare benefits. None of the OPEB plans issues a stand-alone financial report or is included in the
financial statements of a public employee retirement system.

REHP contribution requirements are established by the Office of Administration and the Governor’s Budget Office. All
employing agencies and certain plan members must contribute specified amounts to the REHP. During the fiscal year ended
June 30, 2014, almost all employing agencies contributed $305 (whole dollars) for each current, active REHP eligible
employee per biweekly pay period to fund the REHP. Several employing agencies contribute under comparable payment
arrangements. For employees who retired after June 30, 2005 and before July 1, 2007 the retiree contribution is set at 1
percent of the employee’s final annual salary. Most Commonwealth employees who retired on or after July 1, 2007 but
before July 1, 2011 are currently required to pay retiree contributions of 3 percent of either their final annual gross salary or
final average salary, whichever is less. Most employees who retire on or after July 1, 2011 are currently required to pay
retiree contributions of 3 percent of their final average salary. Upon enrollment in Medicare, Commonwealth employees
who are currently paying 3 percent will pay retiree contributions of 1.5 percent of either their final annual gross salary or final
average salary, whichever applies. In February 2008 a three tiered prescription REHP member copayment was introduced
and in May 2008 a Medicare Private Fee-For-Service plan for REHP was started. In January 2011, the majority of REHP
Medicare-eligible members were enrolled in Medicare HMO or Medicare PPO medical plans.

RPSPP contribution requirements are established within collective bargaining agreements. During the fiscal year ended June
30, 2014 employing agencies contributed $810 (whole dollars) for each current RPSPP eligible active employee per biweekly
pay period to fund the RPSPP. RPSPP plan members are not required to make contributions.

The REHP and RPSPP funding rates needed to fund current year annuitant health care costs are established as part of the
Commonwealth’s annual budgeting process. During the fiscal year ended June 30, 2014, the Commonwealth funded
$690,490 and $76,850 of annuitant health care claims and administrative costs for the REHP and RPSPP, respectively. Any
additional contributions to advance fund annuitant health care liabilities are determined annually by the Commonwealth.
During the fiscal year ended June 30, 2008, advance funding of $60,000 for the REHP and $50,800 for the RPSPP was
contributed to the Other Postemployment Benefits Investment Pool, a Pension (and Other Employee Benefit) Trust Fund.
Since then, neither the REHP nor the RPSPP Annual Required Contribution has been fully funded. Policy on advance funding
is evaluated annually.
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NOTE | - PENSION AND OTHER POSTEMPLOYMENT BENEFITS (continued)

Annual OPEB cost and actual contributions (amounts in millions):

As of and for the fiscal year ended

June 30, 2014 REHP RPSPP Judiciary House Senate Total
Annual required contributions.........cccceeveuennene S 893.07 $ 215.56 S 39.96 S 43.20 S 13.76 $1,205.55
Interest on net OPEB obligation.......cccecvevueenns 67.94 24.88 5.11 7.47 3.91 109.31
Adjustment to annual required contribution.. (62.68) (22.95) (4.52) (10.19) (1.35) (101.69)
Total Annual OPEB cost (expense)....cccceeeuenes 898.33 217.49 40.55 40.48 16.32 1,213.17
Qualifying contributions.....ccceceeeenenieniencnnene (690.49) (76.85) (21.95) (14.18) (6.10) (809.57)
Increase in net OPEB obligation.........ccc...... 207.84 140.64 18.60 26.30 10.22 403.60
Net OPEB obligation, July 1, 2013........cccceuvenne 1,430.27 523.76 102.14 165.97 86.98 2,309.12
Net OPEB obligation, June 30, 2014..................... $ 1,638.11 $ 664.40 $ 120.74 $ 192.27 S 97.20 $2,712.72

The net OPEB obligation attributable to REHP at June 30, 2014 is allocated among all REHP-participating employers. Several
REHP-participating employer organizations are not reported as part of the Commonwealth’s financial reporting entity or are
reported as discretely presented component units. Percentage of annual OPEB cost contributed during the fiscal years ended
June 30, 2014, 2013 and 2012 is as follows (amounts in millions):

REHP RPSPP Judiciary House Senate Total

For the fiscal year ended June 30, 2014

ANNUAL OPEB COSteuuiiiuiiiitiieteeeeeereeeeeereeeereesseeereesseeseens S 898.33 S 217.49 S 40.55 S 40.48 $ 16.32 $1,213.17

Percentage of annual OPEB cost contributed.......... 77% 35% 54% 35% 37% 67%

Net OPEB 0bligation..cccceverinenieieieneseseceeeeeeninn $1,638.11 $ 664.40 S 120.74 $192.27 $ 97.20 $2,712.72
For the fiscal year ended June 30, 2013

ANNUAl OPEB COST.uuiiiiiiniiniienieeieeieesiee et S 869.14 $ 208.55 S 35.99 S 40093 S 1834 $1,172.95

Percentage of annual OPEB cost contributed.......... 71% 33% 57% 32% 39% 62%

Net OPEB obligation.....cccevienienienieniecie e $1,430.27 $ 523.76 S 102.14 $ 165.97 S 86.98 $2,309.12
For the fiscal year ended June 30, 2012

ANNUAl OPEB COST.uuiniiniiiirierierieniereeienee st $ 870.20 $ 175.24 S 34.48 $ 39.50 S 17.46 $1,136.88

Percentage of annual OPEB cost contributed.......... 72% 39% 62% 33% 37% 65%

Net OPEB obligation.....ccccoveevienienienienienceeeeeee $1,174.79 $ 383.59 S 86.51 $138.23 S 75.75 $1,858.87

Funded status of the OPEB plans as of the most recent valuation is as follows (amounts in millions):

Actuarial Actuarial Actuarial Unfunded Funded Ratio Estimated UAAL as a
Valuation Date Value of Accrued Actuarial (assets as % Annual Covered Percentage of
Assets Liability Accrued Liability of AAL) Payroll Annual Covered
(AAL) (UAAL) Payroll

July 1, 2013 S 82.06 S 13,234.04 S 13,151.98 0.62% S 4,264.00 308%
July 1, 2013 69.48 3,188.19 3,118.71 2.18% 391.00 798%
.. July1,2014 - 502.60 502.60 - 200.60 251%
. July1, 2012 - 386.30 386.30 - 95.32 405%
Senate... July 1, 2013 - 220.87 220.87 - 49.75 444%
Total S 15154 S 17,532.00 S 17,380.46 S 5,000.67 348%

The REHP and RPSPP data in the preceding charts was obtained from an actuarial valuation, prepared by an independent
actuary, as of July 1, 2013 using census data collected as of December 2012 and health care claims costs for calendar year
2012. The valuation measurements result, in part, from estimates of the value of reported amounts and assumptions about
the probability of events far into the future and such actuarially determined estimates are subject to continual revision as
actual results are compared to past expectations and new estimates are made about the future. Also, the valuation
measurements are based, in part, on the types of benefits provided under the terms of the substantive plan at the time of
the valuation and on the pattern of cost sharing between the Commonwealth and its employing agencies and the plan
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NOTE | - PENSION AND OTHER POSTEMPLOYMENT BENEFITS (continued)

members through June 30, 2013. Inherently, the projection of benefits for financial reporting purposes does not explicitly
incorporate the potential effects of legal or contractual funding limitations on the pattern of cost sharing between the
employer and plan members in the future. The actuarial measurements were made using a long-term perspective and,
consistent with that perspective, the different actuarial methods and assumptions used include techniques that are designed
to reduce short-term volatility in both actuarial accrued liabilities and the actuarial value of assets.

Specific actuarial assumptions for the REHP and RPSPP:

Actuarial cost method: Projected Unit Credit
Method used to determine actuarial value of assets: Fair Value
Investment returns: 4.75 percent
Inflation rate assumption: 2.75 percent
Healthcare cost trend increases: Initial Rate Ultimate Rate

REHP RPSPP REHP  RPSPP
Medicare-Retiree
Medical Benefits (REHP) 5.7 -- 3.8 --
Non-Medicare Retiree
Medical Benefits (REHP) 6.2 -- 3.8 --
Medical Benefits (RPSPP) -- 6.2 -- 3.8
Pharmacy Benefits 6.2 6.2 3.8 3.8
Dental Benefits (RPSPP) -- 6.2 -- 3.8
Part B Premiums - 6.0 - 4.0
Amortization method: Level percent of payroll
Amortization period: 30 year open amortization (fresh start each year)

Schedules of Funding Progress and Employer Contributions for primary government OPEB plans are included in Required
Supplementary Information, immediately following the Notes to the Financial Statements, and include three fiscal years of
information about whether the actuarial value of plan assets is increasing or decreasing in relation to the actuarial accrued
liability for benefits.
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NOTE J - SHORT-TERM DEBT, NOTES PAYABLE AND OTHER FINANCING OBLIGATIONS

Short-Term Debt

On August 30, 2013, the Commonwealth initiated a temporary interfund advance of $250,000 from the PA Treasury
Department’s Short Term Investment Pool (STIP) to the Capital Facilities Fund. This advance was made to remedy cash flow
imbalances and to allow work to continue on state-supported construction and improvement projects. The advance was
repaid on November 8, 2013 with the issuance of general obligation bonds. Disclosures related to general obligation bonds
payable are provided in Note K to the basic financial statements.

Balance Balance
July 1, 2013 Additions Reductions June 30, 2014

Advance s - $ 250,000 $ 250,000 S -

On December 12, 2013, the Commonwealth entered into an investment agreement with the PA Treasury to establish a
revolving line of credit for the exclusive, limited purpose of making funds available for deposit only into the General Fund to
be used to remedy cash flow imbalances. The source of the funds was the STIP. The STIP advanced $600,000 on December
13, 2013, $500,000 on January 14, 2014, and $400,000 on March 14, 2014 to the General Fund. All advances were repaid on
March 21, 2014.

Balance Balance
July 1, 2013 Additions Reductions June 30, 2014

Advance s - $ 1,500,000 $ 1,500,000 S -

Other Financing Obligations

Pursuant to applicable Commonwealth laws, the Underground Storage Tank Indemnification Fund (USTIF), an Agency Fund,
advanced $67,500 to the General Fund. There were no borrowings from, or repayments to, the USTIF during the fiscal year
ended June 30, 2014, as follows:

Balance Balance
July 1, 2013 Additions Reductions June 30, 2014
Principal S 67,500 S - S - S 67,500

Based on several contractual agreements between the Commonwealth, the City of Philadelphia (City), and the Pennsylvania
Convention Center Authority (PCCA), a discretely presented component unit, the Commonwealth is financially obligated for
debt service principal and interest payments for certain bonds issued by a public financing authority in connection with the
PCCA premises in Philadelphia, Pennsylvania. Total debt service requirements for the bonds at June 30, 2014 are as follows:
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NOTE J — SHORT-TERM DEBT, NOTES PAYABLE AND OTHER FINANCING OBLIGATIONS (continued)

Total
Other Financing
Fiscal Year Ending June 30 Obligations

2015 s S 24,136
2016, 19,985
2007 oot 20,004
2018 19,946
2019 18,899
2020-24...ceeeeee s 90,472
202529 80,157
2030-34... e 120,260
203539 e 130,306
Total principal and interest................ 524,166

Less:interest .....cevvnenesnieiineennnns (276,046)
Total Principal S 248,120

Total bond principal and interest payments made during the fiscal year ended June 30, 2014 amounted to $25,108 and were
financed by $15,000 from the City (in the form of an annual service fee), $5,324 from the U.S. Treasury (in the form of a Build
America Bonds interest subsidy for Series B of the bonds), and $4,784 from the Gaming Fund of the Commonwealth (paid
under the provisions of Act 53 of 2007).

Through June 30, 2039, the Commonwealth anticipates that the City will remit $15,000 each fiscal year to the bond trustee,
to be applied first to bond principal and interest payments due during each fiscal year amounting to a total of $360,000; a
total of $101,703 of Build America Bonds Series B interest subsidy that will be paid to the bond trustee; the bond trustee will
apply Debt Service Reserve fund income of $22,554; and the Commonwealth will appropriate a maximum amount of $39,909
to be financed by the Gaming Fund under the provisions of Act 53 of 2007 to finance total bond principal and interest
payments of $524,166 at June 30, 2014. Amounts to be financed by the Gaming Fund under the provisions of Act 53 of 2007
are established each fiscal year and will vary based on bond trustee investment income and other amounts due under the
bond trust indenture and other contractual agreements.

Commonwealth of Pennsylvania 121 Governor's Office of the Budget
WWW.pa.gov www.budget.state.pa.us



NOTES TO FINANCIAL STATEMENTS (amounts in thousands) June 30, 2014

NOTE K — GENERAL LONG-TERM OBLIGATIONS — GOVERNMENTAL ACTIVITIES

Long-term obligations of the Commonwealth’s governmental activities at June 30, 2014 and changes therein during the fiscal
year ended June 30, 2014 are as follows:

Maturity Bonds

Issue Interest Dates Authorized Balance Balance
GENERAL LONG-TERM OBLIGATIONS Dates Rates Through But Unissued July1,2013 Additions Reductions  June 30,2014

General Obligation Bonds Payable From
Tax Revenues:
Capital Facilities....

2003-14 3.00-5.85% 2034 $97,286,089 $ 6,815,710 $1,265,000 $ 646,550 S 7,434,160

Disaster Relief.... - - - 105,908
Land and Water Development.. 1992 6.25% 2012 300 - - - -
Nursing Home Loan Development... - - - 31,000 - - - -

Volunteer Companies Loan......cccveeeeenunneens 1992 6.25% 2012 50,000 - - - -
Vietnam Conflict Veterans

Compensation - - - 3,000 - - - -
Water Facilities Loan... 1992 6.25% 2012 11,500 - - - -
Pennsylvania Economic Revitalization........ 1992 6.25% 2012 14,000 - - - -
Pennsylvania Infrastructure
Investment Authority. 2005-13 3.00-5.85% 2033 51,600 560,550 - 29,790 530,760
Local Criminal Justice 2006-08 4.00-5.00% 2028 3,000 1,915 - 325 1,590
Water Supply and Wastewater
Treatment....cocoeeiieiiiieniieeiceec e 2005-14 3.00-5.85% 2034 8,725 157,570 30,000 20,350 167,220
GrOWING GreENEr..cuviieuiieiiieeiiii et 2005-13 3.00-5.85% 2033 56,000 440,710 - 48,235 392,475
Persian Gulf Conflict Veterans
Compensation 2008 4.00-5.00% 2028 13,000 5,120 - 260 4,860
Refunding Bonds.... 2002-14 2.00-5.50% 2024 - 2,915,590 289,945 319,525 2,886,010
Total principal...ccccccerceiniiiiiiiiiiiciiccnen, 97,634,122 10,897,165 1,584,945 1,065,035 11,417,075
Unamortized premium on bonds issued*... 1,136,261 203,087 81,494 1,257,854
Total general obligation bonds payable**.. $97,634,122 12,033,426 1,788,032 1,146,529 S 12,674,929
Other General Long-Term Obligations
Payable From Tax and Other Revenues:
Installment Purchase Obligations............... 3,181 715 1,361 2,535
Capital Lease Obligations 121,839 - 6,414 115,425
Self-Insurance-—-Note M *** 825,472 773,997 757,421 842,048
Compensated Absences ***.........ccccovennn. 741,387 485,495 476,376 750,506
Pollution Remediation Obligations*** ....... 237,456 2,770 26,383 213,843
OLher oo 1,352,838 378,122 269,024 1,461,936
Subtotal....cceeeeiiiieee s 3,282,173 1,641,099 1,536,979 3,386,293
TOTAL GENERAL LONG-
TERM OBLIGATIONS. $15,315,599 $3,429,131 $2,683,508 $ 16,061,222

*Due to the implementation of GASB Statement 65, the beginning balance for the Unamortized premium on bonds issued included bond issuance costs,
which now have been written off.

**The beginning balance for total general obligation bonds payable has been adjusted due to the implementation of GASB Statement 65 to reflect the
reclassification of deferred net refunded loss from a component of bonds payable to a deferred outflow.

***The reported current liability portion of: Self-Insurance is $149,821; Compensated Absences is $132,845; Pollution Remediation Obligation is $18,283 and
Other liabilities is $202,135.

Total principal “Additions” above, amounting to $1,584,945, are equal to Bonds Issued of $1,295,000 and refunding bonds
issued of $289,945 reported in the Governmental Funds Statement of Revenues, Expenditures, and Changes in Fund Balances
for the fiscal year ended June 30, 2014.

The total “Additions” of $1,788,032 for General Obligation Bonds Payable at June 30, 2014 consists of total bond and
refunding bond proceeds of $1,450,262 and $337,770, respectively, for Governmental Funds (including premium of
$203,088).

The total “Reductions” of $1,146,529 for General Obligation Bonds Payable at June 30, 2014 consists of total principal
repayments of $1,065,035, plus $81,494 of bond premium that was amortized and credited to bond interest expense in the
Statement of Activities (unamortized premium in the Statement of Net Position at June 30, 2014 is $1,257,854).
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NOTES TO FINANCIAL STATEMENTS (amounts in thousands) June 30, 2014

NOTE K — GENERAL LONG-TERM OBLIGATIONS — GOVERNMENTAL ACTIVITIES (continued)

The Commonwealth has pledged its full faith and credit for the payment of principal and interest on its general obligation
bonds. The General Fund, the Motor License Fund and the PA Gaming Economic Development and Tourism Fund transferred
amounts to Debt Service funds for general obligation bond principal and interest payments. During the fiscal year ended
June 30, 2014, these three funds transferred $1,018,047, $63,910 and $47,074 respectively, to the Capital Debt Fund. The
Capital Debt Fund reported $1,185,341 (92 percent) of total Debt Service funds principal and interest expenditures of
$1,286,689. Typically, except for Catastrophic Loss Benefits Claims, which are funded by motorist violation fines, general
long-term obligations other than general obligation bonds are mostly 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.

Pollution remediation obligations generally involve groundwater, surface water and/or soil at or adjacent to former
manufacturing/industrial locations. Also, affected landfills have either received specific contaminants and/or are the source
of leachate, either on-site or affecting adjacent properties. Typical contaminants include petroleum, chlorinated and/or
polycyclic aromatic hydrocarbons; also, priority pollutant and/or target analyte list metals or lead. Financial responsibility is
often coordinated between the Commonwealth, the Federal Environmental Protection Agency and, from time to time, either
private responsible or potentially responsible parties. Reported obligation amounts do not include instances, or portions of
instances, where specific components of a potential remediation effort are not reasonably estimable as of June 30, 2014. The
nature of the remediation activities in such instances is often site assessment, investigation or feasibility studies. Remediation
efforts are typically funded through the Hazardous Sites Cleanup Fund or the Motor License Fund, both special revenue
funds.

Included in “Other” for Other General Long-Term Obligations payable from workers’ compensation insurance carrier
assessments, General Fund, Motor License Fund, and/or other governmental fund tax revenues, investment income and/or
escheated property are the following at June 30, 2014:

Workers' Compensation Security Trust claims......ccoeeevvveveneccrieneenennn. S 384,755
Catastrophic Loss Benefits Claims......ccceeveverecinenenicenessereeseeseenas 74,721
Public Utility Realty Tax Act (PURTA) liability...ccccoveveverevenecerereerenee. 30,834
Litigation liability - NOTE N....coceevveeeieeeceseeeees e 80,400
State INSUrance FUN ClaimS .. ittt 6,057
Foster Care litigation liability....ccccoeereeiieneireccee e 56,160
Restricted receipts liability...ccivrerrineinirece e 1,514
Escheated property [iability.....cocveiennieirncccr e 827,495

Total $1,461,936

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 Continuation Fund
provides specific benefits to qualifying claimants who sustained severe injuries in motor vehicle accidents. The Public Utility
Realty Tax Act (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. Escheated property is held in perpetuity for the rightful owner. The liability represents the estimated property that
will ultimately be claimed. This property may be claimed without the appropriation process. None of the “Other” amounts
included in General Long-Term Obligations at June 30, 2014 are 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 $61,334,564 as of August 31, 2014, with net debt
outstanding after credit for refunded debt of $9,960,500.
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NOTES TO FINANCIAL STATEMENTS (amounts in thousands)

June 30, 2014

NOTE K — GENERAL LONG-TERM OBLIGATIONS — GOVERNMENTAL ACTIVITIES (continued)

The following tables present annual principal and interest payments for long-term debt outstanding at June 30, 2014:

2015 2016 2017 2018 2019 2020-24 2025-29
GENERAL OBLIGATION BONDS:
Capital FaCilities...ocevveveeeeererisireeeeseesieean S 743,805 $ 703,827 S 668533 S 656,484 S 609,700 S 3,178,209 S 3,174,024
Disaster Relief ... - - - - - - -
Land and Water Development.........cccccvveneene. - - - - - - -
Nursing Home Loan Development................... - - - - - - -
Volunteer Companies Loan........cocceeervevnuenes - - - - - - -
Vietnam Conflict Veterans
Compensation.....ceevererenenieieeine e - - - - - - -
Water Facilities Loan - - - - - - -
Pennsylvania Economic Revitalization............ - - - - - - -
Pennsylvania Infrastructure
Investment Authority.......coovevvrerivirieienieriienne 42,812 42,607 39,930 39,737 37,001 238,836 253,746
Local Criminal Justice.....cceerevvincinriiccne 176 172 176 132 138 715 728
Water Supply and Wastewater
Treatment. ..o 16,959 16,987 15,991 14,573 11,106 74,208 72,606
GroWing GreeNer......ccveverieiriniieieicrieie e 41,371 41,254 38,652 32,144 30,768 179,940 170,312
Persian Gulf Conflict Veterans
Compensation......coeeeeeenerinenenieiene e 503 499 505 500 525 2,018 2,304
Refunding Bonds 428,438 427,227 417,421 408,926 437,222 1,289,652 48,129
Total Principal and Interest........c.cooeevvernrnnne 1,274,064 1,232,573 1,181,208 1,152,496 1,126,460 4,963,578 3,721,849
Less: Interest Payments. .........o..ocevevereeee (862,713) (652,797) (444,081) (478,354) (348,103) (1,421,079) (464,262)
Total General Obligation Bonds............ccv... 411,351 579,776 737,127 674,142 778,357 3,542,499 3,257,587
Other General Long-Term Obligations............. 503,084 280,189 235,299 225,421 226,782 970,416 472,215
TOTAL GENERAL LONG-TERM OBLIGATIONS S 914,435 $ 859,965 $ 972,426 $ 899,563 $ 1,005,139 $ 4,512915 § 3,729,802
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NOTES TO FINANCIAL STATEMENTS (amounts in thousands) June 30, 2014

NOTE K — GENERAL LONG-TERM OBLIGATIONS — GOVERNMENTAL ACTIVITIES (continued)

2030-34 Total

GENERAL OBLIGATION BONDS:
Capital Facilities.......covvuereeeeeieeeeeeecciiiieee e $ 1,287,393 $ 11,021,975
Disaster Relief...cccuuiiiieiiiiiiiieiiecee e - -
Land and Water Development........cccceeeveveeereninnne - -

Nursing Home Loan Development.

Volunteer Companies Loan.......ccccveeeeeevnnineneeeeenens - -
Vietnam Conflict Veterans

ComMPEeNSAtION.....cciiiiiiiiiiie e - -
Water Facilities LOan......cccccceeeeeriniiniiiiiieieeeeeeeenn - -
Pennsylvania Economic Revitalization.................... - -

Pennsylvania Infrastructure

Investment AUthOrity.........uvevevieiieeiieeiieiieeceeiiiiie, 107,131 801,800
Local Criminal Justice....coooovvviiiiiiiiiieiiiiieeeeeeies - 2,237
Water Supply and Wastewater Treatment............. 15,535 237,965
GrOWINE GrEENET ccciiiiiiiiiieeeeeeeeeeeeeeeereiiise e e 29,534 563,975
Persian Gulf Conflict Veterans

CompPeNnSatioN.....cooeiiiiiiiiiiiiiiiree e - 6,854
RefUNding BONdS......uuuviiiiieeeiiiiiiiiiiieeeee e - 3,457,015

Total Principal and Interest.......cccccceeeeevenviiiinenennns 1,439,593 16,091,821

Less:Interest Payments......coovvvviveieeeeeeeeeenninnnnnns (3,357) (4,674,746)

Total General Obligation Bonds 1,436,236 11,417,075
Other General Long-Term Obligations............c........ 472,887 3,386,293
TOTAL GENERAL LONG-TERM OBLIGATIONS............... $ 1,909,123 $ 14,803,368

The Commonwealth routinely leases various facilities and equipment on an ongoing basis. Some of these lease agreements
constitute in-substance purchases (capital leases) whereby the assets being leased are reported as capital assets and the
related liabilities are reported as Capital Lease Obligations. In addition, the Commonwealth routinely acquires certain capital
assets using installment purchase arrangements. The following is a schedule by fiscal year of future minimum payments due
for capital leases and installment purchases, together with the present value of the net minimum lease payments as of June
30, 2014:
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NOTES TO FINANCIAL STATEMENTS (amounts in thousands) June 30, 2014

NOTE K — GENERAL LONG-TERM OBLIGATIONS — GOVERNMENTAL ACTIVITIES (continued)

Capital Installment
Lease Purchase
Obligations Obligations
Fiscal Year EndingJune 30
$ 13,278 $ 1,142
13,434 894
7,355 611
7,400 83
7,426 -
39,955 -
42,263 -
53,760 -
Total minimum lease payments.......cccceeeeeervnunnnnnns 184,871 2,730
Less:amount representing estimated
executory costincludedin
minimum lease payments.....cccoovvvvivinieeeeeeeeenennnne (1,620) -
Net minimum lease payments and
installment purchases.......cccccceeeeeericciinieeeeeeennn. 183,251 2,730
Less:amount representinginterest.......ccccccceeeunn. (67,826) (194)
Total Capital Lease and Installment Purchase
ODbBliAtiONS....ceeeeerereerereceerrrnneneeeeeeeeereeeesssnnnneeeenns S 115,425 S 2,536

At June 30, 2014, general capital assets included $197,000 of buildings and $1,595 of equipment that are being procured by

capital leases. A total of $21,500 in general capital assets are being procured by vendor-financed installment purchase
arrangements.
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NOTES TO FINANCIAL STATEMENTS (amounts in thousands) June 30, 2014

NOTE L - REFUNDED DEBT

During the fiscal year ended June 30, 2014, the Commonwealth issued $289,946 in general obligation bonds, First Refunding
Series of 2014 with an average interest cost of 2.03 percent to advance refund $312,930 of previously issued general
obligation bonds with average interest rates of 4.8 percent. The net refunding bond proceeds of $336,896 (including bond
premium of $47,825), after payment of underwriting fees and other issuance costs, were deposited in irrevocable trusts to
provide for all future debt service payments on the refunded bonds. As a result, the bonds refunded are considered to be
defeased and have been removed from the Commonwealth’s financial statements. The Commonwealth refunded its
previously issued bonds to reduce debt service payable on its general obligation bonds by $34,549 and to obtain an economic
gain of $28,417.

A deferred outflow of resources of $23,966 for net refunding loss was reported in the Statement of Net Position. Bond
issuance costs of $4,821 were reported in the Statement of Revenues, Expenditures and Changes in Fund Balance, as Interest
and Fiscal Charges.

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, 2014, $824,265 of
general obligation bonds outstanding that were previously accounted for in the Commonwealth’s financial statements were
defeased through advance refunding.
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NOTES TO FINANCIAL STATEMENTS (amounts in thousands) June 30, 2014

NOTE M - SELF-INSURANCE LIABILITIES

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 a $1,000 retention with excess commercial insurance coverage up to $500,000 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.

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, 2014. No accrued liability has been reported for
property losses under self-insurance.

There were no reductions in commercial insurance coverage during the fiscal year ended June 30, 2014. No settlements
exceeded commercial insurance coverage during any of the past three fiscal years.

At June 30, 2014, none of the $842,048 of accrued self-insurance liabilities for governmental activities were payable from
current expendable available financial resources. The governmental activities liabilities are primarily owed by the General
Fund ($634,726) and the Motor License Fund ($170,706). Business-type activities liabilities are primarily owed by the State
Lottery Fund ($2,914), the State Workers’ Insurance Fund ($2,091), and the State Stores Fund ($32,345), all Enterprise
Funds. All accrued self-insurance liabilities at June 30, 2014 are summarized as follows:

Governmental Activities Business-Type Activities Fiduciary Fund Types
Current Non-Current Current Non-Current Current Non-Current
Employee disability.....c.c........ $ 99,325 $561,098 $ 5971 $ 33,735 S 54 S 304
Annuitant medical/hospital. 30,996 - - - - -
Automobile tort.......covvevernes 3,250 6,183 - - - -
Employee tort......ovenerrernnnnns 5,750 50,218 - - - -
General tort....eeeeevieenenns 500 11,554 - - - -
Transportation........ccceeneeee 10,000 63,174 - - - -
TotalS e $ 149,821 $692,227 $ 5971 S 33,735 S 54 S 304

The following summary provides aggregated information on June 30, 2013 reported self-insurance liabilities; incurred claims
and payments during the fiscal year ended June 30, 2014 and reported self-insurance liabilities at June 30, 2014:

June 30, Incurred June 30,
2013 I Claims . Payments I 2014

Liability Current Prior Current Prior Liability
Employee disability................ S 673,340 S 91,590 S 47,530 S 12,022 S 99,951 S 700,487
Annuitant medical/hospital. 35,308 624,350 - 593,354 35,308 30,996
Automobile tort.......cceeeevenene 8,969 3,347 570 1,389 2,064 9,433
Employee tort......ccoeeeveveerennnne 55,179 12,358 (7,662) 1 3,906 55,968
General tort...cooeveveeeeenrinnas 13,031 931 (761) 72 1,075 12,054
79,566 6,942 (5,198) 452 7,684 73,174

S 865,393 S 739,518 S 34479 S 607,290 $149988 S 882,112
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NOTES TO FINANCIAL STATEMENTS (amounts in thousands) June 30, 2014

NOTE M — SELF-INSURANCE LIABILITIES (continued)

The following summary provides aggregated information on June 30, 2012 self-insurance liabilities; incurred claims and
payments during the fiscal year ended June 30, 2013; and reported self-insurance liabilities at June 30, 2013:

June 30, Incurred June 30,
2012 I Claims - Payments I 2013

Liability Current Prior Current Prior Liability
Employee disability................ $ 673,639 S 84,082 S 16,480 S 12,479 S 88,382 $ 673,340
Annuitant medical/hospital. 49,967 562,058 - 526,750 49,967 35,308
Automobile tort.......ccceeuuenneee. 11,000 2,789 (1,329) 984 2,507 8,969
Employee tort......coeceverveernnnee. 43,189 11,489 5,389 163 4,725 55,179
General tort........... 13,072 683 151 35 840 13,031
Transportation 91,445 7,189 (11,575) 411 7,082 79,566
Totals e S 882,312 $ 668,290 S 9,116 S 540,822 S 153,503 S 865,393
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NOTES TO FINANCIAL STATEMENTS (amounts in thousands) June 30, 2014

NOTE N — COMMITMENTS AND CONTINGENCIES

Construction and Other Commitments: At June 30, 2014 the Department of Transportation (DOT) had contractual
commitments of approximately $907,176 for various DOT 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 $6,076,161 at June 30, 2014. Actual expenditures are contingent upon approved spending
authority and/or availability of financial resources.

Encumbrances: The Commonwealth utilizes encumbrances to account for outstanding commitments for open purchase
orders and unfulfilled contracts. Amounts related to encumbrances based on outstanding purchase orders or other contracts
are as follows:

General Fund S 546,457
Motor License Fund..........ccceeeeeueen. 269,346
Capital Facilities Fund................... 1,774,733
Other nonmajor funds.... 301,464
TOLAN oo eeereeeeeeeseeeseeese s $2,892,000

Investment Commitments: At June 30, 2014, the Treasury Commonwealth Investment Program had capital commitments of
$15,000 to fund alternative investments, of which $11,469 was unfunded. At June 30, 2014, the Tuition Payment Fund had
capital commitments of $152,000 to fund alternative investments, of which $72,233 was unfunded. At June 30, 2014, the
Tobacco Settlement Fund had capital commitments of $291,000 to fund private equity investments, of which $45,294 was
unfunded.

Loan and Grant Commitments: At June 30, 2014 primary government funds had approved $79,291 in loans that had not
been disbursed. Also at June 30, 2014 the Commonwealth Financing Authority (CFA), a blended component unit, had
approved loans and grants that had not been disbursed of $258,439.

Operating Lease Commitments: As of June 30, 2014, the Commonwealth has commitments to lease certain buildings and

equipment. Future minimum rental commitments for non-cancelable operating leases as of June 30, 2014 were as follows:

Fiscal year ending June 30:

2005 ettt e ser e ettt s sttt enentee S 205,427
2016 ittt sttt s b ettt s sttt en et 152,744
2007 ettt b s s et st s e ens 116,823
2018ttt b e st st sttt es e ees 89,832
2009 ettt e ettt e ses e s et et nennnen 72,120
2020728ttt ns 254,930
2025529ttt a e as 59,333

Total Minimum Lease Payments.........coeeuveveerevesrereennenns S 951,209

Rental expenditures/expenses for all operating leases for the fiscal year ended June 30, 2014 amounted to $296,108.

Child Support Payments: At June 30, 2014, the Commonwealth was contingently liable for approximately $17,102 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
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NOTES TO FINANCIAL STATEMENTS (amounts in thousands) June 30, 2014

NOTE N - COMMITMENTS AND CONTINGENCIES (continued)

Federal laws. The Commonwealth has reported accrued liabilities at June 30, 2014 with respect to torts as described in Note
M for probable losses, and, separately, other General Long-Term Obligations with respect to litigation cases in the amount of
$80,400 for which the likelihood of an unfavorable outcome is probable. The Medical Care Availability and Reduction of Error
Fund, an Agency fund, faces a probable loss of $140,000 due to litigation.

Additionally, the Commonwealth is currently involved in certain legal proceedings for which the likelihood of an unfavorable
outcome is reasonably possible and may impair future revenue sources. Unfavorable outcomes for such cases, which the
Commonwealth is vigorously contesting, could range from approximately $100,000 to $1,300,000 for the General Fund;
$1,000 to $177,000 for the Motor License Fund, a Special Revenue Fund; and $100 to $1,000,000 of possible additional
liabilities for the State Employees’ Retirement System, a fiduciary fund. The range of potential liability for governmental
activities is from $100,000 to $1,400,000. The liability for these cases has not been recorded as of June 30, 2014.

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 $18,000 to $300,000 at June 30,
2014. The Commonwealth’s management believes ultimate disallowances and sanctions, if any, will not have a material
effect on the basic financial statements.

Lottery Prizes: The State Lottery Fund (Lottery), 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, 2014, the amount of future payments
owed to prizewinners was $714,135. To satisfy its financial obligation to these prizewinners, the Lottery purchases annuity
contracts from insurance companies whereby the insurance companies make periodic payments to prizewinners. Generally,
in the event of insurance company default, the Lottery 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 Lottery is not liable for
the related annuity payments. At June 30, 2014, prizewinners had voluntarily assigned future payments of $543,324.

Pennsylvania Turnpike Commission (PTC): Through fiscal year ended May 31, 2014, the PTC, a discretely presented
component unit, issued $936,296 of Special Revenue Bonds with an accreted value of $970,503. Pursuant to Act 44 of 2007
the PG, through its Motor License Fund, provided security for these bonds in the event of a debt service shortfall. This
guarantee extends until the retirement or defeasance of any Special Revenue Bonds or until October 13, 2057, whichever is
sooner. To date, the PTC has made all required Special Revenue Bond debt service payments. No funds have been drawn or
requested from the Commonwealth’s Motor License Fund for Special Revenue Bond debt service during the current
reporting period or any prior reporting periods. In the event that the Commonwealth’s Motor License Fund would be
required to make a Special Revenue Bond debt service payment, a provision of the Amended Lease and Funding Agreement,
executed between the PTC and the Motor License Fund, requires the PTC to reimburse the Motor License Fund for any
Special Revenue Bond debt service payments plus interest.

During the PTC’s fiscal year ending May 31, 2015, total interest and principal due on the $970,503 of Special Revenue Bonds
outstanding at May 31, 2014 will amount to $34,962 and $1,065, respectively. Disclosures related to the PTC’s Special
Revenue Bonds payable as of May 31, 2014 are provided in Note S to the basic financial statements.
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NOTE N - COMMITMENTS AND CONTINGENCIES (continued)

Loan Guarantees: The CFA, through various economic development programs, provided loan guarantees as of June 30, 2014
as follows:

First Industries loan guarantees S 32,797
Tax Increment financing guarantees 28,115
Second stage loan guarantees 138
New Pennsylvania Venture Guarantees 84,390

Total loan guarantees S 145,440

In the event a borrower is unable to make the required debt service payment on a guaranteed debt issuance, or a loss is
incurred on the aggregate guaranteed investment portfolio, the CFA is required to make payment. The guarantees related to
the New Pennsylvania Venture Guarantee Program extend throughout the life of the investment portfolio. The guarantees
related to the Tax Increment Financing Guarantee, Second Stage Loan, and First Industries programs extend through July 1,
2032, September 1, 2016, and April 1, 2036, respectively, as of June 30, 2014. The CFA has recognized a liability for
nonexchange financial guarantees at June 30, 2014 of $8,182 as a result of the implementation of GASB Statement No. 70
and has made cumulative payments of $5,861 for said amount. The CFA expects to recover a portion of these amounts in
future periods; however, at this time the amount of any future recoveries is undeterminable.

CFA Nonexchange Financial Guarantee
Balance Balance

July1,2013 Additions Reductions June 30,2014

S 9,223 S 257 S 1,298 S 8,182

Primary Government Commitment for the Pennsylvania Convention Center Authority (PCCA): According to a contractual
arrangement (Operating Agreement) among the Commonwealth, the City of Philadelphia, and the PCCA, a discretely
presented component unit, the Commonwealth is required to make payments to the PCCA to finance operating deficits. Such
payments are to be primarily financed using the Gaming Fund. The Gaming Fund is used to finance a variety of programs
and/or projects and the Gaming Fund itself may be unable to finance all of the PCCA operating deficits during the term of the
Operating Agreement, which expires in 2039. In that event, primary government payments to the PCCA based on the
Operating Agreement must be financed using funds separate from the Gaming Fund; such amounts are subject to annual
appropriation by the General Assembly.

Primary Government Commitment for the CFA: According to a contractual arrangement (Service Agreement) among the
Department of Community and Economic Development, the Office of the Budget and the CFA, the primary government is
required to request sufficient annual appropriations from the General Assembly (to be funded by the General Fund and the
Gaming Fund) to finance the Service Fee established in the Service Agreement. The Service Fee is the only significant source
of funds the CFA has to pay its debt service obligations. The amount of such Service Fee is to be requested by October 1,
each year, for the succeeding fiscal year budget effective July 1 of the following year. During the term of the Service
Agreement, there can be no assurance that 1) the General Assembly will annually appropriate sufficient amounts to fund the
annual Service Fee, or 2) funds will be available to finance such annual appropriations. During the fiscal year ended June 30,
2014 the primary government paid a Service Fee in the amount of $147,885. Disclosures related to the CFA’s $1,656,210 of
revenue bonds payable are provided in Note F to the basic financial statements.

Primary Government Commitment for the Pittsburgh Penguins Arena: A lease agreement between the Commonwealth and
the Sports and Exhibition Authority of Pittsburgh and Allegheny County (SEA) created a ‘subject to appropriation’ obligation
of the Commonwealth. In October 2007, the SEA issued $313,300 of Commonwealth Lease Revenue Bonds (the Arena
Bonds) to finance a multi-purpose arena to serve as home of the Pittsburgh Penguins (the Penguins), a hockey team in the
National Hockey League. The Arena Bonds are not debt of the Commonwealth but are limited obligations of the SEA payable
solely from the Special Revenues pledged. These Special Revenues include annually (1) $4,100 from a lease with the
Penguins, (2) not less than $7,500 from the operator of a casino located in the City of Pittsburgh, and (3) $7,500 from the
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NOTE N - COMMITMENTS AND CONTINGENCIES (continued)

Commonwealth’s Gaming and Economic Development and Tourism Fund. While the Special Revenues currently are
projected to be adequate to pay all debt service on the Arena Bonds, to the extent such revenues are in any year inadequate
to cover debt service, the Commonwealth is obligated under the Arena Lease to fund such deficiency, subject in all cases to
appropriation by the General Assembly. The maximum annual amount payable by the Commonwealth under the Arena
Lease is $19,100.

In April 2010, the SEA issued $17,360 in additional Commonwealth Lease Revenue Bonds (the Supplemental Arena Bonds).
The Supplemental Arena Bonds do not constitute debt of the Commonwealth but are limited obligations of the SEA payable
solely from the Special Revenues pledged therefor. The Commonwealth is obligated under the Arena Lease to fund any
deficiency in Special Revenues necessary to pay debt service; subject in all cases to appropriation by the General Assembly.
For fiscal year ended June 30, 2014 the actual amount appropriated to support the SEA debt service was $545.
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NOTE O - CERTAIN AGENCY FUND CLAIMS LIABILITIES

The Pennsylvania Medical Care Availability and Reduction of Error Fund (Fund), an Agency Fund, acts as a service agent to
facilitate the payment of medical malpractice claims to claimants which exceed basic liability coverage carried by healthcare
providers practicing in the Commonwealth. The Fund collects statutory healthcare provider surcharges, as a percentage of
insurance premiums for basic liability coverage; in turn, the Fund pays claimants on behalf of healthcare providers. The Fund
has assets of $259,173 at June 30, 2014. The actuarially computed liability for outstanding claims for injuries caused by
alleged negligence by certain healthcare providers totaled $1,220,000 at June 30, 2014. The claims will be funded exclusively
through statutory surcharge assessments in future years as claims are settled and paid.

The Underground Storage Tank Indemnification Fund (USTIF), 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 estimated actuarial liability for existing
and potential future claims total $405,957 and $1,291,606 respectively, at June 30, 2014. There are statutory limits on the
extent of the USTIF’s liability to participating owners and operators; the USTIF is not obligated beyond assets held at June 30,
2014. The USTIF has assets of $282,155 at June 30, 2014. Owners and operators will be assessed for any claims exceeding
assets and no financial liability is reported for those claims.
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NOTE P - DEFERRED COMPENSATION PLAN

The Commonwealth sponsors a deferred compensation plan (the Deferred Compensation Program) for its employees, which
is a defined contribution benefit 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. The Commonwealth makes no contributions to the plan; contributions are limited to voluntary, participating
employee salary deferrals, and/or employee transfers from other plans. Contributions for the calendar year 2013 were
$127,008.
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NOTE Q - JOINT VENTURE

The Commonwealth and various labor unions representing Commonwealth collective bargaining employees participate in a
joint venture, the Pennsylvania Employees Benefit Trust Fund (PEBTF). The PEBTF was established in 1988 through an
Agreement and Declaration of Trust (Agreement). The PEBTF establishes and provides healthcare benefits for active
Commonwealth employees and is the Commonwealth’s third party administrator for paying retiree healthcare benefits for
the Commonwealth Retired Employee Health Program and the Retired Pennsylvania State Police Program. The
Commonwealth has, in its collective bargaining agreements with unions participating in the Agreement, obligated itself to
provide certain contributions on behalf of bargaining unit employees. The Commonwealth also remits contractually
established contributions on behalf of active non-union employees and other active employees covered by contracts
between the Commonwealth and other unions. Nearly all active employees contribute established percentages of their
salaries and wages received, constituting an ‘employee share,’ to finance active employee benefits. During the fiscal year
ended June 30, 2014, total employer contributions for active employees amounted to approximately $883,117; active
employee contributions amounted to approximately $93,963. Neither the Commonwealth nor the unions have an equity
interest in the PEBTF.

At June 30, 2014, for the active employees benefit program, the PEBTF reported total assets of $407,126, total liabilities of
$8,847, total benefit obligations of $104,238, and an excess of net assets over benefit obligations of $294,041. During the
fiscal year ended June 30, 2014, the PEBTF reported an increase in net assets over benefit obligations of $12,711 for the
active employees benefit program.

Due to timing differences in the implementation and payment of the new Employer Contribution effective July 1, 2011 the
PEBTF recorded $512 in contribution overpayments for the fiscal year ended June 30, 2014. It is expected that these
overpayments will be offset by reductions in contribution payments as the collective bargaining agreements are adopted.

Audited financial statements for the active employee healthcare plans are available, by request, from:
Pennsylvania Employees Benefit Trust Fund

150 South 43rd Street
Harrisburg, Pennsylvania 17111-5700
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NOTE R — SUBSEQUENT EVENTS

Short term debt

On September 8, 2014 the Commonwealth initiated a Short Term Investment Agreement (Investment Agreement) between
the Treasury (Treasury) Department’s Short Term Investment Pool (STIP) and the Office of the Budget for $1,500,000. The
Investment Agreement is structured as a revolving line of credit, which imposes a market based rate of return, for the
exclusive purpose of providing cash for expenses payable from the General Fund. The Investment Agreement will provide
the benefit, consistent with the public interest, of an alternate means of financing short term revenue shortfalls and avoids
unnecessary costs and fees otherwise associated with traditional short term bond financing. On September 15, 2014 the
Treasury advanced $700,000 and on November 14, 2014, $750,000 was advanced to the General Fund. The Investment
Agreement will expire on June 30, 2015.

A temporary interfund advance of $250,000 from the PA Treasury Department’s STIP to the Capital Facilities Fund was
completed on October 6, 2014. The advance was made to remedy cash flow imbalances and to allow work to continue on
state-supported construction and improvement projects.
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NOTE S — DISCRETELY PRESENTED COMPONENT UNITS

Discretely Presented Component Units (DPCUs) as defined by Governmental Accounting Standards Board (GASB)
Statement No. 14, paragraph 20, and amended by GASB 61, paragraph 4b, are legally separate organizations for
which the elected officials of the primary government (PG) are financially accountable. In addition, DPCUs can be
other organizations of which the nature and significance of their relationship with the PG is such that exclusion of
these organizations from the PG’s financial statements would be misleading. DPCUs are established for the benefit
of the Commonwealth’s citizenry for a variety of purposes such as economic development, financing and public
transportation. The following DPCU disclosures include only information that is deemed essential to the fair
presentation of the Commonwealth’s financial statements.

Restatements

The Pennsylvania Turnpike Commission (PTC), the Pennsylvania Housing Finance Agency (PHFA), the Pennsylvania
Higher Education Assistance Agency (PHEAA), the Pennsylvania Infrastructure Investment Authority (PENNVEST)
and the State System of Higher Education (SSHE) adopted GASB Statement No. 65, Items Previously Reported as
Assets and Liabilities, for the fiscal year ended June 30, 2014 (May 31, 2014 for the PTC). Statement No. 65
established accounting and financial reporting standards that reclassify, as deferred outflows of resources or
deferred inflows of resources, certain items that were previously reported as assets and liabilities and recognizes,
as outflows of resources or inflows of resources, certain items that were previously reported as assets and
liabilities. Some of these items previously reported as assets and liabilities were deferred gains on debt
refundings, debt issuance costs, loan origination fees and costs, and commitment fees. Additionally, the SSHE
added new component units and the PHFA reported corrections of prior period errors related to mortgage loan
receivables, unrealized investment gains, interest rate swaps, note receivables and accrued interest. The following
tables reflect the aggregate restatement impact on the beginning net position:

Statement of Net Position

PTC
(June 1, 2013) PHFA PHEAA PENNVEST SSHE
Net position, as previously reported, at June 30, 2013.... $ (2,617,625) $ 851,003 S 951,634 $3,189,722 $ 1,088,784
Implementation of GASB 65 (70,783) (58,347) (58,430) (17,387) (6,149)
Other changes - (80,195) - - 6,488
Net position, as restated, at July 1, 2013.......ccceevvrerrrrerrrene '$ (2,688,408) $ 712,461 'S 893,204 'S 3,172,335 $ 1,089,123

Please refer to the individual component unit separately audited and issued financial statements for additional
restatement detail.

Deposits, Investments and Financial Instruments with Off-Balance Sheet Risk

DPCU organizations typically control receipt and disbursement of their own deposits, often through a trustee.
Enabling legislation provides varying authority for investments; several DPCU organizations participate in the
Commonwealth Investment Program (CIP).

Deposit Risks

Custodial credit risk for deposits is the risk that, in the event of a financial institution failure, the DPCU would not
be able to recover the value of the deposits.

All cash deposits held in various financial institutions for the PTC were either insured or collateralized by a pledge
of direct obligations of the United States Government or the Commonwealth or otherwise in accordance with the
laws of the Commonwealth governing trust funds of public bodies.

The PHFA held $55,127 of cash deposits that were uninsured and collateralized with securities held by the pledging
financial institution, its trust department or agent, but not in the PHFA’s name.
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NOTE S — DISCRETELY PRESENTED COMPONENT UNITS (continued)

The PHEAA held $110,400 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. All collateral on deposits are held by the participating financial institution’s trust
department and is not held in the PHEAA’s name.

The majority of PENNVEST deposits are held in the CIP. Deposits of the CIP must be held in insured depositories
and must be fully collateralized.

The SSHE held $45,354 of uninsured and uncollateralized deposits of which $44,725 is covered under the
collateralization provisions of the Commonwealth of Pennsylvania Act 72 of 1971, as amended.

Investment Risks

Risk Management Policies: DPCU policies for certain risks are established by governing boards and bond
indentures. Credit quality risk is addressed by establishing minimum nationally recognized statistical rating
organization (NRSRO) ratings for allowable investment purchases. Concentration of credit risk is also avoided by
limiting the concentration of investments in any one issuer. Some organizations have policies in place that prohibit
a certain percent of the overall portfolio, whereas others determine concentration limits based on security type.
Custodial credit risk is typically avoided through registration.

The PTC investment policies established by its bond indentures and the PTC management define guidelines and
operational factors governing the investment of financial assets. Management’s policy generally has the same
restrictions regarding permitted investments as the indentures. Allowable investments include obligations of, or
obligations guaranteed by, the United States of America, its agencies, and its instrumentalities; certificates of
deposit issued by institutions insured by the FDIC or fully collateralized with United States Government obligations;
investment agreements with certain financial institutions; commercial paper and asset-backed securities rated in
the highest category by applicable rating agencies; money market funds and auction rate certificates rated in one
of the two highest categories by applicable rating agencies; corporate bonds and medium term notes with a
minimum rating of AA-; investments in long-term debt obligations of any state or political subdivision but only to
the extent that the applicable rating agency has assigned a rating to such obligations, which at the time of
purchase is not lower than the highest underlying rating assigned to any series of PTC bonds then outstanding; and
repurchase agreements with banks or primary government dealers reporting to the Federal Reserve Bank of New
York collateralized with obligations of, or guaranteed by, the United States of America. All investment ratings shall
be based on security ratings at the time of purchase. The portfolio’s average credit quality should be rated Aa3/AA-
or better by Moody’s/S&P.

Commonwealth statutes and contractual provisions contained in the bond trust indentures govern the investment
policies of the PHFA. The Housing Finance Agency Law, Act of December 3, 1959, P.L. 1688 and bond indentures
provide the authority to invest all PHFA funds. In compliance with the Act and bond indentures, it is the policy of
the PHFA to invest in securities that provide suitable returns, preserve principal, meet liquidity needs and to
further the purposes of the PHFA. The PHFA mitigates its credit risk by limiting investments to those permitted in
its deposit and investment policies, diversifying the investment portfolio and prequalifying firms with which PHFA
administers its investment activities.

The PHEAA Board of Directors authorizes the investment guidelines and PHEAA management governs the
investments by using the “prudent person” rule. Generally, the PHEAA’s investments are limited to U.S.
Government securities, U.S. Government agency securities, federal instrumentalities sponsored by U.S. agencies,
high-grade commercial paper, repurchase agreements collateralized by U.S. Treasury obligations, certificates of
deposit, bankers acceptances eligible for purchase by the Federal Reserve System, and other investments
approved by the Board of Directors.
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NOTE S — DISCRETELY PRESENTED COMPONENT UNITS (continued)

The trust indenture and the Commonwealth Fiscal Code, as amended, authorizes PENNVEST to invest in
obligations of the U.S. government and government-sponsored agencies and instrumentalities; certificates of
deposits, fully insured or collateralized; certain commercial paper and repurchase agreements, highly rated bank
promissory notes or investment of funds or trusts; and “prudent man” investments as determined by PENNVEST’s
depository.

The SSHE investment policy is established by Board Policy and authorizes SSHE to invest in obligations of the U.S.
Treasury, repurchase agreements, commercial paper, certificates of deposit, banker’s acceptances, U.S. money
market funds, municipal bonds, corporate bonds, collateralized mortgage obligations, asset-backed securities, and
internal loan funds.

Investments by Type

The investment types and related amounts for certain DPCUs at June 30, 2014 (May 31, 2014 for the PTC) are as
follows:

Investment Type PTC PHFA PHEAA PENNVEST SSHE
Asset-backed securities......ccooeeeereevecreeeeceecreenenn, S - S - S - S - S 182,177
Bond mutual funds......ccceeeeeciiiecceeeeeeeee s - - - - 5,936
Commercial PAPEr.....civeeiicineeeeeee e - - 61,544 - 181,411
ComMMON SEOCK.....uviiieereieeeceeeeeee e eeaeees - - - - 2,456
Corporate obligations.....ccceecevveveneeciineeieeseeeeen 320,486 - - - 266,797
Debt SECUNTI@S..ccuiiuieieiiriieiereeecee e - - - - 80
DEriVATIVES ..t naes 57,652 - - - -
Equity/balanced mutual funds.......cccccoeevecurereennnns - - - - 36,013
GNMA MOItEaZES...eiiieiiiiiiieeerree et 8,057 - - - -
Money market mutual funds... - - 366,261 - -
Mortgage backed securities......cccceverivenceeenieenns - 179,130 - - 214,795
Municipal bonds.......cccoeviiiiniiniecrees 280,105 - - - -
Repurchase agreement.....ccccceceevveeeeenieeneeesivennnes - - - - 13,749
Securities lending collateral.......cccoeeiiinicinnnne - - - 22,904 -
Short-term funds.......ccoceecieeiniiicninicnccceee - - 147 - -
Commonwealth Investment Program.................... - - 508,945 1,024,374 -
U.S. Government and agency obligations............ 188,657 52,132 - - 411,138
U.S. Treasury obligations.....ccceceveveecieneseesienennns 87,580 10,254 - - -
Total investments. 942,537 241,516 936,897 1,047,278 1,314,552
Certificates of deposit.....ccceecriereneriiencnieenenenee, - - - - 23
Total investments and certificates of deposits... $ 942,537 $ 241,516 $ 936,897 $ 1,047,278 $ 1,314,575

Note: Total investments by type does not include $573,900 of investments reported by component units of the
SSHE.

Concentration of Credit Risk: Concentration of credit risk is the risk of loss attributed to the magnitude of the
organizations’ investment in a single issuer.

The PTC's investment policy defines permitted investments along with the following concentration limitations.
Investments in any single Federal agency are limited to 35 percent of the portfolio. Investments in certificates of
deposit and investment agreements are limited to 30 percent of the portfolio and combined exposure to
commercial paper, corporate bonds, and asset-backed securities, in aggregate, is limited to 35 percent of the total
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NOTE S — DISCRETELY PRESENTED COMPONENT UNITS (continued)

portfolio. Investments in any single issuer, excluding U.S. Treasury and Federal Agencies, are limited to 5 percent
of the portfolio.

The PHFA policy indicates that the proportion of investments in government securities shall not exceed 70 percent
of the portfolio and the proration of investments in certificates of deposit shall not exceed 30 percent of the
portfolio. Departure from the policy requires written approval from the Executive Director, as permitted by PHFA
Investment Policy and Guidelines. Concentration limits are not established in the bond indentures and governing
agreements for trust investments.

The PHEAA investment policy does not contain requirements that limit the amount that can be invested in any one
issuer. As of June 30, 2014, the PHEAA did not have investments in any one issuer that represented 5 percent or
more of their total investments.

The PENNVEST participates in the CIP managed by the Commonwealth. The Commonwealth places a 10 percent
limit on the concentration of investments in any one fixed income issuer within the CIP. This limitation excludes
government-sponsored enterprises, direct obligations of the U.S. Treasury or U.S. agencies, and repurchase
agreements. The Commonwealth also places a 5 percent limit on the concentration of investments in one equity
issuer within the CIP.

The SSHE investment policy contains the following limitations: US Government securities together with repurchase
agreements must comprise at least 20 percent of market value of the fund. Commercial paper investments must
not exceed 20 percent of the market value of the fund. Municipal bonds must carry a long-term debt rating of A or
better and may not exceed 20 percent of the market value of the fund. Corporate bonds may not exceed 20
percent of the market value of the fund; 15 percent must carry a long-term debt rating of A or better while 5
percent may be rated Baa2 or better. Collateralized mortgage obligations must be rated Aaa and guaranteed by
the U.S. Government and may not exceed 20 percent of the market value of the fund. Asset-backed securities
must be Aaa rated and the total may not exceed 20 percent of the market value of the fund, with no more than 5
percent invested in any single issuer. Investment fund loans may not exceed 20 percent of the market value of the
fund and the loan terms may not exceed 5 years.

The following concentration existed as of June 30, 2014:

Issuer Name PHFA
Tennessee Valley Authority......ccccccoeeecceeeicceececieeeees S 51,809
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NOTE S — DISCRETELY PRESENTED COMPONENT UNITS (continued)

Credit Risk: The following table discloses aggregate fair value, by Moody’s or Standard and Poor’s credit quality
rating category, at June 30, 2014 (May 31, 2014 for the PTC):

Moody's PTC PHFA PHEAA PENNVEST SSHE
AQA i S - S 17,980 S 95 S - S 747,536
AAQ et et 43,060 - 9 - 58,938
8,717 - 15 - 143,444
5,875 - 21 - 55,816
- - - - 250,173
Moody's Investor Service subtotal............. 57,652 17,980 140 - 1,255,907
Standard and Poor's
AAA. oo 317,389 - 366,261 - -
AA e 370,435 - - - -
A 100,640 - 61,544 - -
Below A, 784 - - - -
Standard and Poor's subtotal.............cc.c..... 789,248 - 427,805 - -
Rated Subtotal 846,900 17,980 427,945 - 1,255,907
Unrated
Bond mutual funds.......cccoeeieeieeiieciecceecieees - - 7 - 5,936
Debt secUrities. ... - - - - 80
Mortgage backed securities.......cccccervueercunnns - 161,150 - - -
Commonwealth Investment Program.. - - 508,945 1,024,374 -
U.S. Treasury obligations.......ccccecervivenennnenns 87,580 10,254 - - -
U.S. Government agency obligations............ - 52,132 - - 411
Repurchase agreements........ccoceeveevereneeneennes - - - - 13,749
GNMA obligations 8,057 - - - -
Unrated subtotal 95,637 223,536 508,952 1,024,374 20,176
Total Fixed income investments................. 942,537 241,516 936,897 1,024,374 1,276,083
Variable income investments
Equity/balanced mutual funds.......ccccccueuenene - - - - 36,013
COMMON STOCK...uieeetiieceiieeeereee et e - - - - 2,456
Variable income investments subtotal...... - - - - 38,469
Total investments $ 942,537 $ 241,516 $ 936,897 $ 1,024,374 $ 1,314,552

Note: Total investments by type does not include $573,900 reported by component units of the SSHE.

U.S. Government agency obligations include all securities issued by the U.S. Treasury, U.S. Government agencies,
and U.S. Government Sponsored Enterprises. These include securities that are both explicitly and implicitly
guaranteed by the full faith and credit of the U.S. Government. Many of these securities are not usually rated by a
NRSRO and have an implied rating of Aaa/AAA.

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 PTC at May 31, 2014
and the SSHE at June 30, 2014:
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NOTE S — DISCRETELY PRESENTED COMPONENT UNITS (continued)

Investment Type
Asset backed securities....
Bond mutual funds
Certificates of deposit
Commercial paper
Corporate obligations......ccocevvvvvrrrenenene
Debt securities......
GMNA mortgages..
Mortgage-backed securities........ccocvvrunnnnn
Municipal bonds..
U.S. Government agency obligations..........
U.S. Treasury obligations......ccoevvvrrenens
Total

PTC SSHE
Option- Option- Securities
Adjusted Adjusted with no
Amount Duration Amount Duration Duration
$ - - $ 182,177 131§ -

- - 5,936 4.68 -

- - - - 23

- - 181,411 0.11 -
320,486 1.75 266,797 1.73 -

- - 80 5.03 -

8,057 2.77 - - -

- - 214,795 2.74 -
280,105 134 - - -
188,657 2.58 411,138 3.10 -

87,580 3.02 - - -
$ 884,885 $ 1,262,334 $ 23

The PHFA and PHEAA do not use option-adjusted duration as a means of managing interest rate risk; the following
provides segmented time distribution for those organizations at June 30, 2014:

PHFA
Matures in Matures in Matures in
less than 1to 10 more than
Investment Type 1 year years 10 years Total
Mortgage-backed securities S - S 29,960 S 149,170 $ 179,130
U.S. Government agency obligations... 85 238 51,809 52,132
U.S. Treasury obligations......ccccceeueeunen. 6,479 3,775 - 10,254
Total $ 6,564 $ 33,973 $ 200,979 $ 241,516
PHEAA
Matures in Matures in Matures in
less than 1 1to10 more than
Investment Type year years 10 years Total
Commercial paper S 61,544 S - S - S 61,544
Money market mutual funds 366,261 - - 366,261
Commonwealth Investment Program.. 508,945 - - 508,945
Short-term funds.......cceeeeveeeveereesecennnnns - 147 - 147
Total $ 936,750 $ 147 $ - $ 936,897
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NOTE S — DISCRETELY PRESENTED COMPONENT UNITS (continued)

Derivatives

As of May 31, 2014, the PTC in its separately-issued financial statements reported noncurrent hedging derivative
instrument liabilities of $49,684 which were offset by reported deferred outflow of resources of $49,684. Changes
in the net fair value of the hedging derivative instruments during the fiscal year ended May 31, 2014 $(62,495)
were deferred.

As of June 30, 2014, the PHFA, in its separately-issued financial statements, reported a noncurrent hedging
derivative instrument liability of $51,515. Changes in the fair value of the hedging derivatives of $31,535 were
deferred.

Further information regarding the nature and notional value of the hedging and investment derivative instruments
of the PTC (as of May 31, 2014) and the PHFA (as of June 30, 2014) are available within their separately audited
and issued financial statements.

Loans Receivable

Loans receivable at June 30, 2014 consisted of the following:

PHFA PHEAA PENNVEST

MOFtEAEE |0@NS vttt ettt s a ettt a s eaa e ens S 3,893,536 S - S -

R (0 Te 1T L Al Ko = o L3RS - 7,212,781 -

Drinking water, storm water and sewer system loans................... - - 2,501,858
Subtotal 3,893,536 7,212,781 2,501,858
Less: allowance for uncollectible amounts.........cccccccevveeciieennnenn. 198,648 19,712 49,183
Loans receivable, net s 3,694,888 $ 7,193,069 $ 2,452,675
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NOTES TO FINANCIAL STATEMENTS (amounts in thousands) June 30, 2014

NOTE S — DISCRETELY PRESENTED COMPONENT UNITS (continued)

Capital Assets

A summary of capital assets by category at May 31, 2014 for PTC and June 30, 2014 for SSHE is as follows:

Balance Balance
PTC May 31, 2013 Increases Decreases May 31, 2014
Non-depreciable capital assets:
Land and intangibles......cccoeeeeeieeeeeeieeeens S 271,310 S 18,717 S 127 S 289,900
Construction iN Progress......ccccceeeeeeeereveeeeennnes 661,613 369,940 241,157 790,396
Subtotal 932,923 388,657 241,284 1,080,296
Depreciable capital assets:
Buildings...... et 893,705 14,004 2,474 905,235
Improvements other than buildings................ 112,632 4,838 3,461 114,009
Equipment.................. e e —————. 549,578 22,583 2,046 570,115
Infrastructure......ccoeeeeeveeccveeeeecreeene 7,172,878 231,541 59,083 7,345,336
Subtotal 8,728,793 272,966 67,064 8,934,695
Accumulated depreciation:
Buildings....cccccevuenen. 312,159 22,265 2,452 331,972
Improvements other than buildings................ 66,252 5,131 3,461 67,922
Equipment eeeennrree e e e ———————aan 392,113 30,163 1,729 420,547
INfrastruCture......ccoceecieceeeeeeeceee s 4,059,290 266,451 45,552 4,280,189
Total accumulated depreciation........cccceeeeeeueens 4,829,814 324,010 53,194 5,100,630
Total capital assets being depreciated, net.... 3,898,979 (51,044) 13,870 3,834,065
Total capital asset S 4,831,902 $ 337,613 $ 255,154 S 4,914,361

Balance Balance
SSHE June 30, 2013 Increases Decreases June 30, 2014
Non-depreciable capital assets:
Land and intangibles.....cccccoceiieceeieneeneeeeeene S 29,263 S 3,097 S - S 32,360
Construction in Progress.......cocccceeeeeeeeeeeeecccnnnes 103,782 56,997 90,573 70,206
Subtotal 133,045 60,094 90,573 102,566
Depreciable capital assets:
BUITAINGS ceveeeieiieeeeeeeeeeceeeeee e 1,953,267 86,533 - 2,039,800
Improvements other than buildings.. 242,462 22,036 - 264,498
Equipment 445,431 19,135 9,809 454,757
Library books... 83,911 1,181 1,402 83,690
Subtotal 2,725,071 128,885 11,211 2,842,745
Accumulated depreciation:
BUITAINGS ceeeieiiieeeeieeeereccee e 703,610 79,062 5,417 777,255
Improvements other than buildings................ 112,279 9,721 416 121,584
EQUIPMENT ..o 339,086 29,276 12,996 355,366
Library books 73,566 2,134 1,402 74,298
Total accumulated depreciation.. . 1,228,541 120,193 20,231 1,328,503
Total capital assets being depreciated, net.... 1,496,530 8,692 (9,020) 1,514,242
Total capital asset $ 1,629,575 S 68,786 S 81,553 S 1,616,808

Note: Capital assets do not include $1,057,220 (as restated) and $1,178,479 reported by the component units of the SSHE as of June 30, 2013
and 2014, respectively.
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NOTES TO FINANCIAL STATEMENTS (amounts in thousands) June 30, 2014

NOTE S — DISCRETELY PRESENTED COMPONENT UNITS (continued)

Student loan auction rate security bonds payable, notes payable and other financing
obligations

In December 2010, the PENNVEST issued the first series of short term obligations to finance the issuance of loans
to program participants. In October 2011 the first amendment was issued. These obligations were in the form of
bonds, and bear interest, which is due upon maturity. During the fiscal year ended June 30, 2014, the PENNVEST
issued twenty-two such obligations in the aggregate principal amount of $205,800 and repaid eighteen of these in
the aggregate principal amount of $164,800. Interest rates on these bonds ranged from .05 percent to .11 percent
with no maturity being greater than 120 days. As of June 30, 2014, $51,000 of these obligations remained
outstanding. PENNVEST used a letter of credit to finance the $164,800 repayment and repaid all balances owed
for the letter of credit during the fiscal year ended June 30, 2014. A schedule of changes in the short-term
obligations and the letter of credit follows:

Balance Balance
July1,2013 Additions Reductions June 30,2014
Notes Payable................ S 10,000 205,800 164,800 S 51,000
Letter of Credit............... S - 164,800 164,800 $ -

The PHEAA has reported $1,681,200 of auction rate security bonds payable, $5,384,497 of notes payable
(consisting of student loan financings of $200,000, student loan financing warehouse facility of $244,140 and
student loan floating rate notes of $4,940,357), and $43,432 of other obligations (consisting of capital acquisition
refunding bonds of $37,152 and term financings of $6,280) at June 30, 2014 as follows:
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NOTES TO FINANCIAL STATEMENTS (amounts in thousands) June 30, 2014

NOTE S — DISCRETELY PRESENTED COMPONENT UNITS (continued)

Balance
June 30, 2013
Restated per Balance
GASB 65 Additions Reductions June 30,2014
Bonds payable:
Student loan auction rate security bonds,
due 2037-2047, at weighted-average rates
of1.19 percent as of June 30,2014 and 1.07 percent
as 0fJune 30, 2013 . i S 2,516,700 S - S 835,500 S 1,681,200
Notes payable:
Student loan variable rate funding notes........ccccceeeeeeiiiiinneeens S 319,006 S - $ 319,006 S -
Less: deferred loss on bond refundings of student loan variable
floating rate NOtES.....iiiiiiiiie i (926) - (926) -
SUDBLOTAl....cciieeeiiiiiiiii e 318,080 - 318,080 -
Student loan floating rate notes, due 2018-2046
at weighted average rates of 0.76 percent as of
June 30,2014 and 0.92 percent as of June 30,2013........... 3,507,238 2,034,800 589,023 4,953,015
Less: discount on student loan floatingrate notes......c............ (1,802) (11,848) (992) (12,658)
SUDLOTAl....ciiieeiiiiiii e 3,505,436 2,022,952 588,031 4,940,357

Student loan financings, due on demand

at weighted-average rates of 0.90 percent as of

June 30,2014 and 0.94 percent as of June 30, 2013 .......... 161,300 38,700 - 200,000
Student loan financing warehouse facilities, due 2015, at weighted

average rates of 1.13 percent as of June 30,2014 and 0.21

percentas ofJune 30,2013 . ..ccciiiiiiiiiiiiieiee e 966,769 852,566 1,575,195 244,140
Plus: deferred gain on bond refunding of student loan

financing warehouse facilities - 9,108 9,108 -
Subtotal......cccceirieniiiiniiiiiniinannnns . 966,769 861,674 1,584,303 244,140
Total notes payable........ccccceiiiiieeniiiiiiiiiirreee e S 4,951,585 $ 2,923,326 $ 2,490,414 S 5,384,497
Capital acquisition refunding bonds, Series 0of2012, due

2015-2023, at weighted-average rates of4.15 percent as of

June 30,2014 and 3.68 percent as of June 30,2013........... S 37,235 S - S 3,635 S 33,600
Term financings, due 2029, at zero percent interest as of

June 30,2014 and 2013 i 11,107 - 4,827 6,280
Subtotal 48,342 - 8,462 39,880
Plus: unamortized premium 4,364 - 812 3,552
Total capital and other financing obligations S 52,706 S - S 9,274 S 43,432

The note and bond indentures, among other things, require the PHEAA to comply with various covenants. Student
loans and investments collateralize all student loan auction rate notes, floating and variable rate notes, and
financings. As of June 30, 2014, $7,300,000 of student loan principal and related interest receivable and $253,900
of cash equivalents collateralized the $7,100,000 of student loan financings and notes and bonds payable.

The student loan auction rate security bonds, floating rate notes, financing warehouse facilities and other term
financings are non-recourse obligations to the PHEAA’s unrestricted net position and to the Commonwealth,
except for the $200,000 of student loan financings and $33,600 of capital acquisition refunding bonds, Series of
2012, which are borrowings from the Commonwealth’s Treasury Department.

PHEAA reported debt service requirements subsequent to June 30, 2014, based upon stated maturities for student
loan bonds and estimated interest payments for variable-rate debt after considering terms renegotiated after June
30, 2014 are as follows:
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NOTES TO FINANCIAL STATEMENTS (amounts in thousands)

June 30, 2014

NOTE S — DISCRETELY PRESENTED COMPONENT UNITS (continued)

Student Loan Bonds and Notes

Other Financing Obligations

Year of maturity Principal Interest Principal Interest

2015 i S 444,140 S 65,096 S 3,660 $ 2,032
- 62,493 3,745 1,157
- 62,191 3,895 998

8,600 62,179 4,055 833

2009t 14,849 62,142 4,230 661

202024 47,072 309,653 14,015 880

202529ttt 542,068 301,033 -

2030-34 it 370,790 275,312 6,280 -

2035-39. it 2,426,060 242,559 -

208084 ..ot 2,244,851 133,593 -

2048549t 979,925 22,345 -

Total $ 7,078,355 $ 1,598,596 S 39,880 $ 6,561

Reported as:

Total principal owed on student loan

auction rate security bonds payable.............. $ 1,681,200 S

Notes payable -current.......ccccoeuvieeeiinniiiieeenenn. 444,140

Notes payable -non-current.... 4,940,357

Discount on student loan floating rate notes..... 12,658

Other financing obligations, current................... - 3,660

Other financing obligations, non-current............ - 39,772

Unamortized premium.........ccceevveeenieeenieeenneen. - (3,552)

Total principal ........ S 7,078,355 $ 39,880

The PHEAA reported $7,100,000 of its total $7,300,000 of student loan bonds, notes, and financings as variable-
rate debt, of which $13,800 reset based upon auctions every 7 days, $1,600,000 reset based upon auctions every
28 days, $104,800 reset based upon auctions every 35 days, $5,200,000 is indexed to the one-month or three-
month LIBOR (London interbank offered rate), $244,100 is indexed to the asset-backed commercial paper rate.
PHEAA notes and bonds payable, as well as all other debt, are limited obligations of the PHEAA, payable only from
related pledged assets.

In addition to the PHEAA’s reported current notes payable of $444,140 at June 30, 2014, PENNVEST reported
current notes payable of $51,000. Also, in addition to the PHEAA’s reported non-current notes payable of
$4,940,357 at June 30, 2014, Component Unit (CU) organizations of the SSHE reported non-current notes payable
of $288,071.
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NOTES TO FINANCIAL STATEMENTS (amounts in thousands)

June 30, 2014

NOTE S — DISCRETELY PRESENTED COMPONENT UNITS (continued)

Long-Term Obligations

Significant revenue bond obligations of PTC (as of May 31, 2014) and PHFA (as of June 30, 2014), changes during

the fiscal year and annual principal and interest payments for long-term debt outstanding are as follows:

Maturity Balance
Issue Interest Dates June 1, 2013, Balance

REVENUE BONDS PAYABLE Dates Rates Through As Restated Additions Reductions May 31, 2014
PTC 2001-14 various 2054 $ 8,698,310 $1,702,379 $ 896,310 $ 9,504,379
Less: unamortized bond discount. (8,236) (416) (426) (8,226)
Add: unamortized bond premium. 187,096 36,023 11,367 211,752
TOTAL S 8,877,170 $1,737,986 S 907,251 S 9,707,905
Year of Maturity Principal Interest Total
2015 $ 184,675 S 369,849 S 554,524
2016 203,230 370,562 573,792
2017 227,740 396,877 624,617
2018 266,500 395,127 661,627
2019 284,425 408,506 692,931
2020-24 1,484,129 1,926,515 3,410,644
2025-29 1,276,384 1,675,859 2,952,243
2030-34 1,661,295 1,382,711 3,044,006
2035-39 2,102,098 971,981 3,074,079
2040-44 1,400,990 421,491 1,822,481
2045-49 342,728 76,249 418,977
2050-54 70,185 3,903 74,088

Total $ 9,504,379 $ 8,399,630 $ 17,904,009

Note: The balance as of June 1, 2013 was restated due to PTC’s implementation of GASB Statement No. 65.
Maturity Balance
Issue Interest Dates July 1, 2013, Balance

REVENUE BONDS PAYABLE Dates Rates Through As Restated Additions Reductions June 30,2014
PHFA. 1999-11 various 2043 3,706,709 - 373,244 3,333,465
Add: unamortized bond premium.......... 8,652 - 2,104 6,548
Less: deferred net refunded loss............ (12,638) 12,638 - -
TOTAL $3,702,723 ¢ 12,638 $ 375,348 S 3,340,013
Year of Maturity Principal Interest Total
2015 $ 111,340 S 89,339 S 200,679
2016 130,010 86,831 216,841
2017 124,905 83,946 208,851
2018 129,745 81,008 210,753
2019 134,905 77,867 212,772
2020-24 706,315 333,867 1,040,182
2025-29 663,330 245,722 909,052
2030-34 613,830 157,083 770,913
2035-39 581,530 73,937 655,467
2040-44 137,555 6,507 144,062

Total $ 3,333,465 $ 1,236,107 $ 4,569,572

Note: The balance as of July 1, 2013 was restated due to PHFA’s implementation of GASB Statement No. 65.

The tables below present significant bond obligations of SSHE at June 30, 2014 and changes during the fiscal year

then ended, followed by principal and interest payments for long-term debt outstanding.
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NOTES TO FINANCIAL STATEMENTS (amounts in thousands) June 30, 2014

NOTE S — DISCRETELY PRESENTED COMPONENT UNITS (continued)

Maturity
Issue Dates Balance Balance
BONDS PAYABLE Dates Interest Rates  Through July1,2013 Additions Reductions June 30,2014
SSHE....eevreeieene 2004-14 various 2039 $ 899,805 $ 77,025 $116,940 $ 859,890
Principal Interest Total
$ 54,695 $ 41,053 S 95748
61,025 38,303 99,328
62,560 35,408 97,968
61,475 32,381 93,856
64,985 29,437 94,422
301,900 102,137 404,037
152,420 44,189 196,609
77,515 15,368 92,883
23,315 2,267 25,582

$859,890 $ 340,543 $ 1,200,433

Note: The total principal obligations outstanding does not include $1,199,328 reported by component units of the SSHE.

Conduit Debt

The PHFA is financing a portion of housing projects through the issuance of limited obligation or special limited
obligation bonds to provide more affordable housing in the Commonwealth. These bonds are secured solely by
the specific housing properties and related revenues or by appropriations to be paid by the U.S. Department of
Housing and Urban Development. At June 30, 2014, the PHFA had $74,403 of such bonds outstanding. Neither
the PHFA nor the Commonwealth has any obligation for this debt. Therefore, neither the financed assets nor the
bonds payable are reported in the accompanying financial statements.

The State Public School Building Authority (SPSBA) 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 SPSBA represent limited obligations payable solely from lease/loan payments made by the
borrowing institutions and related assets held by trustees. At June 30, 2014, the SPSBA had $3,252,973 of debt
outstanding. Neither the SPSBA nor the Commonwealth has any obligation for this debt. Therefore, neither the
financed assets nor the bonds are reported in the accompanying financial statements.

The Pennsylvania Higher Educational Facilities Authority (PHEFA) 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, 2014,
the PHEFA had $6,724,685 of debt outstanding. Neither the PHEFA nor the Commonwealth has any obligation for
this debt. Therefore, neither the financed assets nor the bonds are reported in the accompanying financial
statements.

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 PEDFA financed project
revenues. At June 30, 2014, the PEDFA had $6,039,653 of debt outstanding of which $3,115,668 represented
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NOTE S — DISCRETELY PRESENTED COMPONENT UNITS (continued)

conduit debt. Neither the PEDFA nor the Commonwealth has any obligation for this conduit debt. Therefore,
neither the financed assets nor the bonds are reported in the accompanying financial statements.

Refunded Debt

In July 2013, the PTC issued $265,155 2013 Series B Senior Bonds at a variable rate with a maturity date of
December 1, 2020. The 2013 B Senior Bonds were issued primarily for the current refunding of the PTC’s 2009
Series C Variable Rate Turnpike Revenue Bonds ($52,070) and the PTC’s 2011 Series D Variable Rate Turnpike
Revenue Bonds ($17,455), both with maturity dates of December 1, 2013; the PTC’s 2010 Series A-1 Multi-Modal
Revenue Refunding Bonds ($97,230) and the PTC’s 2010 Series A-2 Multi-Modal Revenue Refunding Bonds
($97,140), both with a mandatory redemption date of July 2013; and for the payment of the costs of issuance of
the 2013 Series B Senior Bonds.

In October 2013, the PTC issued $27,785 2013 Series A Senior Oil Franchise Tax Revenue Refunding Bonds at a
fixed rate with a maturity date of December 1, 2024. The 2013 A Senior Qil Franchise Tax Revenue Refunding
Bonds were issued primarily for the current refunding of the $30,775 December 1, 2024 maturity of the PTC’s Oil
Franchise Tax Senior Revenue Bonds, Series A of 2003 and for the payment of the costs of issuance of the 2013 A
Senior Oil Franchise Tax Revenue Refunding Bonds. The refunding of the 2003 A Senior Oil Franchise Tax Bonds
allowed the PTC to reduce its debt service by approximately $4,760. The transaction resulted in an economic gain
of approximately $3,480.

In October 2013, the PTC issued $32,035 2013 Series B Subordinate Oil Franchise Tax Revenue Refunding Bonds at
a fixed rate with a maturity date of December 1, 2025. The 2013 B Subordinate Qil Franchise Tax Revenue
Refunding Bonds were issued primarily to partially refund the $34,695 December 1, 2025 maturity of the PTC’s
2003 B Qil Franchise Tax Subordinate Revenue Bonds and for the payment of the costs of issuance of the 2013 B
Subordinate Oil Franchise Tax Revenue Refunding Bonds. The partial refunding of the 2003 B Subordinate Oil
Franchise Tax Bonds allowed the PTC to reduce its debt service by approximately $4,220. The transaction resulted
in an economic gain of approximately $2,990.

In May 2014, the PTC issued $444,280 2014 Series B-1 Senior Bonds at a variable rate with a maturity date of
December 1, 2021. The 2014 B-1 Senior Bonds were issued primarily for the current refunding of existing variable
rate debt which included the PTC’s 2008 Series B-1 Multi-Modal Revenue Bonds ($100,000), the PTC’s 2008 Series
C Multi-Modal Revenue Bonds ($50,000), the PTC’s 2011 Series C-1 Multi-Modal Revenue Bonds ($230,745), and
the PTC’s 2011 Series C-2 Multi-Modal Revenue Bonds ($61,500), all with a mandatory redemption date of May
2014. The bonds were also issued for payment of the costs of issuance for the 2014 Series B-1 Senior Bonds.

In May 2014, the SSHE used the net proceeds from the Series AP revenue bonds to current refund Series Z and AA
bonds. This refunding was performed to reduce debt service by approximately $6,448 and resulted in an economic
gain of approximately $5,833.

At June 30, 2013, $5,910 of bonds that were previously reported by the PENNVEST have been defeased through
refundings. At June 30, 2014 the amount of defeased debt was $2,630.

Other Post Employment Benefits (OPEB)

Each DPCU with employees participates in the Commonwealth’s Retired Employees Health Program (REHP) except
for the PTC and the PHFA, which have both established and sponsor their own, separate OPEB plans. The SSHE
participates in the REHP, for certain employees, as well as its own, separate SSHE OPEB plan. All separate, non-
REHP plans, have been established under pertinent statutory authority. All benefit provisions and contributions
are established by the plan sponsors. Net OPEB stand-alone plan obligations (assets) for PTC are reported at May
31, 2014 and the PHFA and SSHE at June 30, 2014 as follows:
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NOTE S — DISCRETELY PRESENTED COMPONENT UNITS (continued)

As of and for the fiscal year ended PTC
June 30, 2014 (May 31, 2014) PHFA SSHE
Annual required contributions...........cccceueeie. S 18,353 S 5,526 S 127,861
Interest on net OPEB obligation.........ccecueeenn. (4,069) 970 39,257
Adjustment to annual required contribution. 8,922 (1,324) (49,536)
Annual OPEB cost (eXpense).....ccccervueeeueenunen. 23,206 5,172 117,582
Qualifying contributions......c.cccccoveeiiieiicnineennes (44,228) (888) (44,201)
Increase in net OPEB obligation/(asset)......... (21,022) 4,284 73,381
Net OPEB obligation/(asset), July 1, 2013........ (58,127) 21,567 933,690
Net OPEB obligation/(asset), June 30, 2014.... S (79,149) S 25,851 $ 1,007,071
Actuarial Value of Actuarial Unfunded Funded Ratio Estimated UAAL as a
Assets Accrued Actuarial (assets as % Covered Percentage
As of and for the fiscal year ended June 30, 2014 Liability Accrued of AAL) Payroll of Covered
PTC (May 31, 2014)...ocmiiiiiniiiccnes $ 271,265 $ 283,133 S 11,868 95.8% S 126,699 9.4%
PHFA oo $ - $ 49455 49,455 0.0% $ 16,175 305.7%
SSHE et s$ - $ 1,473,632 $ 1,473,632 0.0% $ 583,755 252.4%

Note: The PHFA report their OPEB liability as other noncurrent liabilities on the Statement of Net Position.
Commitments and Contingencies

PTC

PTC Commitment to the PG: In July 2007, Act 44 was signed into law and, among other things, provides funding
for roads, bridges and transit throughout the Commonwealth. Under Act 44, the PTC and the Pennsylvania
Department of Transportation (PennDOT) established a 50 year Lease and Funding Agreement (Agreement). Act
44 and the Agreement require the PTC to make scheduled quarterly payments to the PennDOT. Subsequently, in
April 2014, the PTC and PennDOT executed Amendment Number One to the aforementioned Lease and Funding
Agreement in accordance with Act 89 of November 2013. In accordance with Act 89 and the Amended Funding
Agreement, the PTC’s aggregate annual payment to PennDOT for fiscal year 2014 through fiscal year 2022 remains
at $450,000 and at least $30,000 of the payment must be made from current revenues. Commencing in fiscal year
2023 through the term of the Amended Funding Agreement, the PTC’s aggregate annual payment to PennDOT is
$50,000, which must be paid from current revenues. Through June 30, 2014 the PTC has paid the PennDOT
$4,300,000; the Motor License Fund received $2,250,000 and the Public Transportation Trust Fund received
$2,050,000.

Due to the significance of the quarterly payments under Act 44, the PTC currently does not have excess cash from
operations to finance these required payments due to PennDOT. Therefore, the PTC plans to continue to increase
toll rates annually and to issue debt for the foreseeable future to finance the majority of these payments. Act 44
authorizes the PTC to issue Special Revenue Bonds up to an aggregate principal amount of $5,000,000 (not to
exceed $600,000 per calendar year). Through its fiscal year ended May 31, 2014, the PTC issued $936,297 of
Special Revenue Bonds with an accreted value of $970,503.

Deferred Outflows and Inflows of Resources

The following table discloses the deferred outflows of resources and deferred inflows of resources at June 30, 2014
(May 31, 2014 for the PTC):
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NOTE S — DISCRETELY PRESENTED COMPONENT UNITS (continued)

Deferred Outflows of Resources PTC PHFA PHEAA SSHE Total
Hedge derivatives........ccccoveiiiniinennnnee $ 49,684 $ 31,535 S - $ - $ 81,219
Deferred loss on bond refundings...... 164,194 10,573 2,728 6,527 184,022

$ 213,878 $ 42,108 $ 2,728 S 6,527 $ 265,241

Deferred Inflows of Resources

Deferred gain on bond refundings...... S 1,566 S - $ 192,404 $ 332 $ 194,302
Deferred gain on sales leaseback....... - - 548 - 548
Service concession arrangements...... 122,994 - - - 122,994

TOtal e $ 124,560 S - $ 192,952 S 332 $ 317,844

Subsequent Events
PTC

On June 2, 2014, the PTC issued $69,870 2014 Series B-2 Senior Revenue Bonds at a variable rate with a final
maturity date of December 1, 2016. The 2014 B-2 Bonds were issued primarily to refund the 2009 Series C Bonds
and the 2011 Series D Bonds.

On June 17, 2014, the PTC executed a partial reversal of one of the Mainline Constant Maturity Swaps associated
with the PTC’s 2012 Series B, 2013 Series B and 2014 Series B-1 Bonds. JPMorgan Chase Bank was the winning
bidder with an offer of $4,068 which was received by the PTC. This payment was in lieu of interest payments that
may have been received by the PTC through July 2, 2018, which is the reversal maturity date.

On July 2, 2014, the PTC executed a partial reversal of one of the Mainline Constant Maturity Swaps associated
with the PTC’s 2012 Series B, 2013 Series B and 2014 Series B-1 Bonds. PNC was the winning bidder with an offer of
$4,179 which was received by the PTC. This payment was in lieu of interest payments that may have been received
by the PTC through July 2, 2018, which is the reversal maturity date.

On July 22, 2014 the PTC executed a partial reversal of one of the Constant Maturity Swaps associated with the
PTC’s Oil Franchise Tax 2003 Series C Bonds. This reversal was executed at a level of $3,270 which Royal Bank of
Canada paid to the PTC. This payment was in lieu of interest payments that may have been received by the PTC
through May 15, 2018, which is the reversal maturity date.

On August 26, 2014, the PTC executed a partial reversal of one of the Constant Maturity Swaps associated with the
PTC’s Oil Franchise Tax 2003 Series C Bonds. This reversal was executed at a level of $3,292 which Wells Fargo will
pay to the PTC. This payment is in lieu of interest payments that may have been received by the PTC from
JPMorgan through November 15, 2018, which is the reversal maturity date.

On September 17, 2014, the PTC issued $288,675 Special Obligation Bonds (Federally Taxable) Series 2014. The
2014 Special Obligation Bonds were issued to: current refund certain PTC bonds that were previously escrowed to
maturity (with a retention of call rights) and were originally issued to finance PTC projects for the Mon-Fayette
Expressway and Southern Beltway sections of the Pennsylvania Turnpike (the “System”); provide funds for certain
capital improvements to the Mon-Fayette Expressway and Southern Beltway sections of the System and to pay for
the costs of issuing the Bonds.

On October 28, 2014, the PTC issued $201,395 Turnpike Subordinate Bonds Series B of 2014. The Subordinate
Revenue Series B bonds were issued primarily to provide funds, together with a $15,000 equity contribution by the
Commission; to finance the costs of making payments to the Pennsylvania Department of Transportation in
accordance with Act 44 and 89 to fund certain grants to mass transit agencies and for certain multi-modal
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NOTE S — DISCRETELY PRESENTED COMPONENT UNITS (continued)

transportation projects; funding any necessary deposit to the Debt Service Reserve Fund under the Subordinate
Indenture with respect of the 2014 B bonds and to pay for the cost of issuing the Bonds.

On October 28, 2014, the PTC executed a partial reversal of the Bank of New York Mellon Mainline Constant
Maturity Swap. The swap is associated with the PTC’s 2012 Series B, 2013 Series B and 2014 Series B-2 Bonds. This
payment received by the PTC of $4,140 was in lieu of interest payments that may have been received by the
Commission through January 1, 2019 which is the reversal maturity date.

On October 29, 2014, the PTC executed a partial reversal of one of the Merrill Lynch Derivative Products Mainline
Constant Maturity Swap. The swap is associated with the PTC’s 2012 Series B, 2013 Series B and 2014 Series B-2
Bonds. The payment received by the PTC of $3,150 was in lieu of interest payments that may have been received
by the PTC through January 1, 2019 which is the reversal maturity date.

On November 26, 2014, the PTC issued $239,620 Turnpike Revenue Refunding Bonds Series of 2014. The Turnpike
Revenue Refunding Bonds were issued primarily to current refund the PTC's outstanding Turnpike Revenue Bonds,
Series A of 2004 and to pay for the cost of issuing the Bonds.

On December 18, 2014 the PTC issued $294,225 Turnpike Revenue Bonds Series C of 2014. The bonds were issued
to provide funds to finance costs for various capital expenditures; reimburse the PTC for certain costs previously
incurred in connection with such capital expenditures; capitalized interest on the 2014C bonds; debt service
reserve fund deposit and to pay for the cost of issuing the 2014C bonds.

PHEAA

On August 8, 2014, the PHEAA Student Loan Foundation, Inc. (the Foundation), entered into a trust agreement
with a financial institution, which created the PHEAA Student Loan Trust 2014-3 (“2014-3 Trust”), a statutory trust.
The 2014-3 Trust was formed under the laws of the State of Delaware and its principal purpose is to securitize
student loans and related assets, and to acquire student loans from the Foundation and issue promissory notes
secured by a pledge of such assets. On September 18, 2014, the 2014-3 Trust issued $631,100 of original principal
amount of student loan asset backed notes, Class A (“Class A Notes”), at par, and $15,600 of original principal
amount of student loan asset backed notes, Class B (“Class B Notes”), at a discount. The Class A Notes were issued
with an interest rate of 1-month LIBOR plus 0.59% and a final maturity date of August 25, 2040. The Class B Notes
had a price to public of 89.75%, which resulted in a discount of $1,600. The Class B Notes were issued with an
interest rate of 1-month LIBOR plus 1.50% and a final maturity date of June 25, 2043. The 2014-3 Trust used the
proceeds from the Class A Notes and Class B Notes and the cash portion of the capital contribution to purchase
approximately $638,400 of financed student loans indirectly through the Foundation from PHEAA, pay cost of
issuance fees and deposit amounts into various funds established under the indenture of trust. On that same day,
PHEAA used the proceeds from the above student loan sale to pay down student loan financing warehouse
facilities and release prior liens on financed student loans from various trusts.

On October 31, 2014, PHEAA, through a warehouse facility trust, executed a borrowing notice with a financial
institution, which requested a borrowing of $954,800 with a November 6, 2014 borrowing date. The proceeds
from the borrowing notice along with proceeds from a student loan financing and contributions from PHEAA were
used to purchase at par $1,000,000 of student loans from the 1997 Master Trust.

PHFA

On July 8, 2014, Sumitomo Mitsui Banking Corporation (“Sumitomo”) replaced JP Morgan as the liquidity provider
for all the PHFA's Single Family Program VRDQ’s for which JP Morgan had been the liquidity provider. This includes
series 2006-93B, 2006-95C, 2007-98C, 2007-99C and 2007-100C, as listed in the Variable Rate Demand Obligations
section of Note 9 in their financial statements. The agreements with Sumitomo are scheduled to expire on July 8,
2019.
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NOTE S — DISCRETELY PRESENTED COMPONENT UNITS (continued)

All Component Units Accounting Change

The GASB issued Statement No. 68 “Accounting and Financial Reporting for Pensions, an amendment of GASB
Statement No. 27” in June 2012. This statement establishes standards for measuring and recognizing pension
liabilities, deferred outflows of resources, deferred inflows of resources, and pension expense/expenditures. For
defined benefit pensions, this Statement identifies the methods and assumptions that should be used to project
benefit payments, discount projected benefit payments to their actuarial present value, and attribute that present
value to periods of employee service. As a result, component units will be required to measure and record its
proportionate share of the net pension obligations for its participation in their respective pension plan, which is
expected to have a significant impact on their financial statements.
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Commonwealth of Pennsylvania

Schedules of Funding Progress and Employer Contributions
Retired Employees Health Plan (REHP)

Retired Pennsylvania State Police Program (RPSPP)

PA Judiciary

PA House of Representatives

PA Senate

For the Fiscal Year Ended June 30, 2014

($ amounts in mmons)

Total
PA House of Primary
Funding Progress: REHP RPSPP PA Judiciary Representatives _PA Senate Government
As of and for the fiscal year ended June 30, 2014
Actuarial Valuation Date.... July 1, 2013 July 1, 2013 July 1, 2014 July 1, 2012 July 1, 2013
Actuarial Value of Assets... $ 82.06 $ 69.48 $ - $ - $ - $ 151.54
Actuarial Accrued Liability (AAL) $ 1323404 $ 318819 $ 502.60 $ 386.30 $ 22087 $ 17,532.00
Unfunded Actuarial Accrued Liability (UAAL).. . $ 13,15198 $ 311871 $ 502.60 $ 386.30 $ 22087 $ 17,380.46
Funded Ratio (assets as % Of AAL)......c..covvvuveeeeeeinninnnnns 0.6% 2.2% 0.0% 0.0% 0.0% 0.9%
Estimated Annual Covered Payroll $ 426400 $ 391.00 $ 200.60 $ 9532 % 49.75  $ 5,000.67
UAAL as a Percentage of Covered Payroll.... 308.4% 797.6% 250.5% 405.3% 444.0% 347.6%
As of and for the fiscal year ended June 30, 2013
Actuarial Valuation Date.............cccuuveieeeearniiiiieee e July 1, 2013 July 1, 2013 July 1, 2012 July 1, 2012 July 1, 2012
Actuarial Value of Assets $ 82.06 $ 69.48 $ - $ - $ - $ 151.54
Actuarial Accrued Liability (AAL $ 1323404 $ 318819 $ 440.70 $ 386.30 $ 241.13 $ 17,490.36
Unfunded Actuarial Accrued Liability (UAAL).. ... $ 13,151.98 $ 3,11871 $ 440.70  $ 386.30 $ 24113 $ 17,338.82
Funded Ratio (assets as % Of AAL)......c..covvvuvereeeeiiiinnnnns 0.6% 2.2% 0.0% 0.0% 0.0% 0.9%
Estimated Annual Covered Payroll..... $ 426400 $ 391.00 $ 198.00 $ 9532 % 4892 % 4,997.24
UAAL as a Percentage of Covered Payroll.... 308.4% 797.6% 222.6% 405.3% 492.9% 347.0%
As of and for the fiscal year ended June 30, 2012
Actuarial Valuation Date.... July 1, 2011 July 1, 2011 July 1, 2012 July 1, 2010 July 1, 2011
Actuarial Value of Assets... $ 7074  $ 59.90 $ - $ - $ - $ 130.64
Actuarial Accrued Liability (AAL).. .. $ 12,907.79 $ 2,49228 $ 42550 $ 35227 $ 217.75 $  16,395.59
Unfunded Actuarial Accrued Liability (UAAL)...........cccveennee $ 12,837.05 $ 243238 $ 42550 $ 35227 $ 217.75 $  16,264.95
Funded Ratio (assets as % of AAL) 0.5% 2.4% 0.0% 0.0% 0.0% 0.8%
Estimated Annual Covered Payroll...............cccoevcveiiinenne $ 383900 $ 44700 $ 19450 % 96.16 $ 4845 % 4,625.11
UAAL as a Percentage of Covered Payroll.............cccccuuue 334.4% 544.2% 218.7% 366.3% 449.5% 351.7%
Total
PA House of Primary
Employer Contributions: REHP RPSPP PA Judiciary Representatives _PA Senate Government
For the fiscal year ended June 30, 2014
Annual required contribution. $ 893.07 $ 21556  $ 39.96 $ 4320 % 13.76 $ 1,205.55
Percentage contributed 77.3% 35.7% 54.9% 32.8% 44.3% 67.2%
For the fiscal year ended June 30, 2013
Annual required contribution.............ccceeviiiiiiiniiinineins $ 864.83 $ 207.14 % 3550 $ 4320 % 17.40 $ 1,168.07
Percentage contributed...........ccoovuvieeeiiiiiiiiiiieieiiiieeeen 71.0% 33.0% 57.4% 30.5% 40.9% 61.9%
For the fiscal year ended June 30, 2012
Annual required contribution. $ 866.77 $ 174.23 $ 3407 % 41.33 $ 17.02 $ 1,133.42
Percentage contributed 72.5% 39.5% 63.0% 31.3% 37.5% 65.1%

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

Following is a list of assumptions used in the August 2013 valuation for the REHP and RPSPP plans.
Economic Assumptions - The discount rate used is 4.75 percent, there was no change from the September 2011 valuation.

Healthcare Assumptions - The healthcare trend rates were modified to reflect the SOA Long-Run Medical Cost Trend Getzen Model and its baseline projection are
based on an econometric analysis of historical U.S. medical expenditures.

Demographic assumptions - The demographic assumptions used for valuing the liabilities of the post-retirement medical plan are those used for the actuarial
valuation of the State Employees’ Retirement System. The demographic assumptions include the rate of mortality, the rate of withdrawal, the rate of retirement, and
the rate of disability. Ancillary demographic assumptions include the age of female spouses, coverage rates and participation rates.
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Commonwealth of Pennsylvania
Budgetary Comparison Schedule
Budgeted Major Funds

General Fund

For the Fiscal Year Ended June 30, 2014

(Amounts in thousands) Actual
Original Final (Budgetary
Budget Difference Budget Difference Basis)
REVENUES:
State Programs:
COrporation tAXES.......cooveiiiiiieieee e $ 4,981,400 $ 63,500 $ 5,044,900 $ (146,517) $ 4,898,383
Consumption taxes. ... 10,577,600 (53,600) 10,524,000 (71,463) 10,452,537
Other taXes.........vvviiiiiiiiiiiiiiiiie e 13,067,700 (6,500) 13,061,200 (314,056) 12,747,144
TOTAL TAX REVENUE......ccoiiiiiiiiiii e 28,626,700 3,400 28,630,100 (532,036) 28,098,064
NONTAX FEVENUE.......uuiiiiiiiiie e 489,200 (3,400) 485,800 23,288 509,088
TOTAL REVENUE STATE. ...t 29,115,900 - 29,115,900 (508,748) 28,607,152
less: RefUNdS..........evviiiiiiiiiiiiiii e (1,275,000) - (1,275,000) 170,000 (1,105,000)
plus: Departmental SErviCes...........uuuiieeeiiiiiiiiiieeeeeeiiiinnnnn 2,795,329 - 2,795,329 587,454 3,382,783
TOTAL STATE PROGRAMS. ... ..ottt 30,636,229 - 30,636,229 248,706 30,884,935
Federal programs..............eeeeeeeeeiiiiiii 21,116,540 (112,305) 21,004,235 (512,397) 20,491,838
TOTAL REVENUES. ...t 51,752,769 (112,305) 51,640,464 (263,691) 51,376,773
EXPENDITURES:
State Programs..........ccoeeiiiiiiiiiiiiiiiieeeeeeeee e 31,217,798 69,864 31,287,662 490,164 31,777,826
Federal programs..............eeeeeeeeiiiiiii 21,116,540 (112,305) 21,004,235 (512,397) 20,491,838
TOTAL EXPENDITURES.......cooiiiiiiiiiiiiiieeciieeeee 52,334,338 (42,441) 52,291,897 (22,233) 52,269,664
REVENUES UNDER EXPENDITURES...........c.ccceeeuunnee (581,569) (69,864) (651,433) (241,458) (892,891)
OTHER FINANCING SOURCES (USES):
CUITENT YEAr 1APSES. .. e eeeeeeeiiee e e et e et e e - 70,000 70,000 (70,000) -
Prior Year [apsSes. ... ..oouieeeiiieeeeeeii e - 251,500 251,500 175,104 426,604
TOTAL OTHER FINANCING SOURCES (USES)........... - 321,500 321,500 105,104 426,604
REVENUES AND OTHER SOURCES OVER
(UNDER) EXPENDITURES AND OTHER USES................ (581,569) 251,636 (329,933) (136,354) (466,287)
UNRESERVED/UNDESIGNATED FUND BALANCES
(BUDGETARY BASIS), JUNE 30, 2013, REVISED......... 540,918 5,000 545,918 1,000 546,918
UNRESERVED/UNDESIGNATED FUND BALANCES
(BUDGETARY BASIS), JUNE 30, 2014, REVISED......... $ (40,651) $ 256,636 $ 215,985 $ (135354) $ 80,631

* Current year lapse amount in the Actual (Budgetary Basis column) is already netted out of the state expenditure amount.

For Supporting Documentation, please go to www.budget.state.pa.us

- The notes to required supplementary information are an integral part of this schedule. -
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Commonwealth of Pennsylvania
Budgetary Comparison Schedule
Budgeted Major Funds

Special Revenue Fund-Motor License
For the Fiscal Year Ended June 30, 2014

(Amounts in thousands)

REVENUES:
State Programs:
LiQUID FUEIS TAXES. ....eeeieieiii ettt
Motor licenses and fEeS.........oooiiiiiiiiiiii
Other Motor License FUNd revenues *............ceeveeeiiuiineneeeiniiineeeeeennes
TOTAL REVENUE STATE.....i ittt
plus: Departmental services *..
TOTAL STATE PROGRAMS..
Federal programs.................... .
TOTAL REVENUES. .....coiiiiiiiiiiieeeeeeeeeeeeeeeeeeeeee
EXPENDITURES:
SEALE PrOGIAIMS. . ettt eaa s
Federal Programs. .......coooooooi
TOTAL EXPENDITURES......outiiiiiiiee e
REVENUES OVER (UNDER) EXPENDITURES..........ccocevtiiiinneees
OTHER FINANCING SOURCES (USES):
Current year lapses **..
Prior year 1apsSes..........uuvveieiiiiiiiiieeeeiiiins
TOTAL OTHER FINANCING SOURCES..
REVENUES AND OTHER SOURCES OVER
(UNDER) EXPENDITURES AND OTHER USES..........covvvvivirererininenee
UNRESERVED/UNDESIGNATED FUND BALANCES
(BUDGETARY BASIS), JUNE 30, 2013.......ccuumimiiimininiiiniienene
UNRESERVED/UNDESIGNATED FUND BALANCES
(BUDGETARY BASIS), JUNE 30, 2014.......ccuumimimininininiene

* Act 44 receipts are included in Other Motor License Fund Revenues.

** Current year lapse amount in the Actual (Budgetary Basis column) is already netted out of the state expenditure amount.

For Supporting Documentation, please go to www.budget.state.pa.us

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

Commonwealth of Pennsylvania
WWw.pa.gov

Actual
Original Final (Budgetary

Budget Difference Budget Difference Basis)
$ 1,323,600 $ 2,500 $ 1,326,100 $ (31,668) $ 1,294,432
871,400 15,100 886,500 7,385 893,885
273,800 (16,152) 257,648 799 258,447
2,468,800 1,448 2,470,248 (23,484) 2,446,764
98,957 - 98,957 (33,347) 65,610
2,567,757 1,448 2,569,205 (56,831) 2,512,374
1,584,741 - 1,584,741 (28,966) 1,555,775
4,152,498 1,448 4,153,946 (85,797) 4,068,149
2,601,519 - 2,601,519 (41,755) 2,559,764
1,584,741 - 1,584,741 (28,966) 1,555,775
4,186,260 - 4,186,260 (70,721) 4,115,539
(33,762) 1,448 (32,314) (15,076) (47,390)

- 5,000 5,000 (5,000) -
- 25,352 25,352 19,248 44,600
- 30,352 30,352 14,248 44,600
(33,762) 31,800 (1,962) (828) (2,790)
107,584 - 107,584 - 107,584
$ 73,822 $ 31,800 $ 105,622 $ (828) % 104,794
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NOTES TO REQUIRED SUPPLEMENTARY INFORMATION (amounts in thousands)

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 is enacted and 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.budget.state.pa.us and
click on Current and Proposed Commonwealth Budgets.

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. Actual budgetary federal program revenues are
recorded in amounts equal to federal expenditures. Also, estimated encumbrances and unspent appropriation balances are
available 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 paid in the subsequent year. Over-estimates of prior year encumbrances and
available appropriation balances 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
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NOTES TO REQUIRED SUPPLEMENTARY INFORMATION (amounts in thousands)

Nonmajor Funds present 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.

The following presents a reconciliation of the budgetary basis to the modified accrual basis of reporting for the major
budgeted funds:

General Fund

General
General Fund Motor
Fund Components License

—
=}

+
R

Fund

(Budgeted) (Nonbudgeted)

Budgetary basis —revenues and other
sources under expenditures

aNd Other USES.....ooueieeeeeeeeeeeeeeeeeeeeeeeeeeevenens S (466,287) S S (466,287) S  (2,790)

Adjustments:
Basis differences
To adjust revenues, other financing
sources and related receivables
and unearned revenue........cccceveveeceriennns (2,170,475)

(2,170,475) 1,276,868

To adjust expenditures, other financing
uses and related accounts payable

and accrued liabilities......cccovveeeiirecneennnn. 571,361 - 571,361 (1,214,550)
Basis difference adjustments.................. (1,599,114) - (1,599,114) 62,318
Perspective differences
Nonbudgeted statutory funds which are
financially reported as part of this
fund:
REVENUES.....cvveeteeereectee et - 405,906 405,906 311
EXPENditUres.....cocoevvereeeeirereeee e - (472,211) (472,211) (309)
Perspective difference adjustments... - (66,305) (66,305) 2
Net adjustments (1,599,114) (66,305) (1,665,419) 62,320
Modified accrual basis — net changein
governmental fund balance.........ccceuuneee. $ (2,065,401) S (66,305) $(2,131,706) S 59,530

The above revenue adjustments include net revenue accruals and unearned revenue, 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 — Legal Level of Budgetary Control

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
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NOTES TO REQUIRED SUPPLEMENTARY INFORMATION (amounts in thousands)

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 $173,132 in appropriation increases approved during the
fiscal year ended June 30, 2014.

A separately available report, the “Status of Appropriations” (General Fund), demonstrates budgetary expenditure
compliance for the General Fund for the fiscal year ended June 30, 2014. This report includes a variety of detailed
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 and click on Financial Reports. The Governor controls spending by using
executive authorizations for Special Revenue funds not controlled by legislatively adopted budgets.

To assist the user of the Budgetary Comparison Schedule, additional supporting documentation is available at
http://www.budget.state.pa.us by clicking from the left side menu ‘Financial Reports’, and under the heading
‘Comprehensive Annual Financial Report’ click ‘select this link’ and finally click on ‘General Fund Budgetary Comparison
Schedule Rationale’ and ‘Motor License Fund Budgetary Comparison Schedule Rationale’.
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Commonwealth of Pennsylvania
Combining Balance Sheet-Nonmajor Governmental Funds
June 30, 2014

(Amounts in thousands) Special Debt Capital
Revenue Service Projects
Funds Funds Funds Total
ASSETS
CaSN. .. $ 53,348 $ - $ 4 $ 53,352
Temporary investments 1,762,065 148,579 698,337 2,608,981
Long-term iNVeStMENTS...........oeeviieeeiiieeeiie e e 1,538,364 - 95,240 1,633,604
Receivables (net):
TS . ettt ettt ettt - - 25,700 25,700
ACCOUNES. ..ttt s 175,080 3,222 - 178,302
Investment iNCOME........couuuiiieeriiiiie e 5,833 2 95 5,930
LOANS. ..ttt - - 1 1
Lease rentalS..........cuuuuiieeeeieiiiiie e - 427 - 427
Investment sale proceeds...........ccuovveeuiieiiiinieiieaeennnns 7,035 - - 7,035
ORI e 24,205 - - 24,205
Due from other funds..........cc.oieiiiiiiiiieeeeen 68,962 1,054 17,610 87,626
Due from pension trust funds............cccoeveeiriiiiiiiinneennes 71 - - 71
Due from component UNitS...........cooceuuiviiiiieiiiiiaeeeiines - 924 640 1,564
Due from Federal government............ccoeeeevvieevivnneeennnn. 15,575 - - 15,575
Due from political subdivisions.... 37 - 670 707
Advances to other funds............ceeiveiiiiiiiiiinee e, 3,750 - - 3,750
TOTAL ASSETS ...ttt ettt $ 3,654,325 $ 154,208 $ 838,297 $ 4,646,830
LIABILITIES, DEFERRED INFLOWS OF
RESOURCES, AND FUND BALANCES
Liabilities:
Accounts payable and accrued liabilities......................... $ 186,532 $ 141,338 $ 211,520 $ 539,390
Investment purchases payable............cccccveiiveeriiennnnnnn. 15,360 - - 15,360
Securities lending obligations...........c...cccoeiiiiiiiiiiiiinnee. 68,768 - 2,716 71,484
Due to other funds...........coeevvveviiinnenns 20,260 - 34,326 54,586
Due to component units............c..cceuueeenn. 36,477 - 122,000 158,477
Due to pension trust funds 1,492 - 3 1,495
Due to political subdivisions 34,435 - 44,029 78,464
Due to other governments..........c.cccveeeeevieeeiiineeiieeeenn, 734 - 33 767
Unearned revenue 82,056 3,649 - 85,705
TOTAL LIABILITIES......iiiiiiiiiii e 446,114 144,987 414,627 1,005,728
Deferred inflows of resources:
TOTAL DEFERRED INFLOWS OF RESOURCES....... 181,139 - - 181,139
Fund balances:
82T 1 101 1= 2,653,887 - - 2,653,887
Committed 373,185 9,221 423,670 806,076
TOTAL FUND BALANCES.......ccotiiiiiiiiieieieeeeies 3,027,072 9,221 423,670 3,459,963
TOTAL LIABILITIES, DEFERRED INFLOWS
OF RESOURCES AND FUND BALANCES........ccccoeveuunnnns $ 3,654,325 $ 154,208 $ 838,297 $ 4,646,830
Commonwealth of Pennsylvania 166 Governor's Office of the Budget
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Commonwealth of Pennsylvania

Combining Statement of Revenues, Expenditures, and Changes in Fund

Balances-Nonmajor Governmental Funds

For the Fiscal Year Ended June 30, 2014

(Amounts in thousands)

REVENUES:

Intergovernmental..............euveeeveeieeeeeenennnnnns
Charges for sales and services......................
Investment iNCOMe..........coveeiiiiiiiiiiiiieeeeeeens

EXPENDITURES:
Current:

Direction and supportive services..................
Protection of persons and property................
Health and human services..............ccceeeennenn.
Public education.............ccuuvuiiiiiiiiiiiiiine,
Recreation and cultural enrichment...............
Economic development...........cccoeevvviiieeiinnnns
Transportation...........ccceeveveeeeeeeeiieeeeeeeeeeees
Capital outlay........ccoeeeeeieiieiiieee e,

Debt service:

Principal retirement...........ccccooevviiiiiiiiineeen,
Interest and fiscal charges..............cccoeveeeen.
TOTAL EXPENDITURES .......cccovviieeeennnn.

EXCESS/(DEFICIENCY) OF REVENUES

OVER/(UNDER) EXPENDITURES .........

OTHER FINANCING SOURCES (USES):

Bonds issUed........ccuuuuiiiiiiiiiiii e
Refunding bonds issued..........cccccoeevvuiiennnnnn.
Premium on bonds/refunding bonds..............
Transfers iN.......ooeoiieii e
Transfers OUt.........cocvvveveeiiiieii e,
Payment to refunded bond escrow agent.......

NET OTHER FINANCING

SOURCES (USES).....vcveueeeeeeeeeeeeeeeen

NET CHANGE IN FUND BALANCES..........
FUND BALANCES JULY 1, 2013 (Restated)

FUND BALANCES JUNE 30, 2014..............

Commonwealth of Pennsylvania
WWw.pa.gov

Special Debt Capital
Revenue Service Projects
Funds Funds Funds Total
$1,806,486 $ - $ 262,681 $2,069,167
801,031 - - 801,031
571,695 27,169 - 598,864
302,747 - 4,625 307,372
152,354 24 10,255 162,633
- - 808 808
257,572 11,906 - 269,478
3,891,885 39,099 278,369 4,209,353
401,186 232 206,713 608,131
542,232 - 6,677 548,909
523,166 - - 523,166
611,898 - 14,191 626,089
178,785 - 42,838 221,623
255,695 - 285,326 541,021
812,197 - 376,146 1,188,343
9,786 - 494,480 504,266
- 752,105 - 752,105
- 534,584 4,122 538,706
3,334,945 1,286,921 1,430,493 6,052,359
556,940 (1,247,822) (1,152,124) (1,843,006)
- - 1,295,000 1,295,000
- 289,770 176 289,946
- 47,825 155,263 203,088
230,206 1,219,303 - 1,449,509
(625,117) - (156,739) (781,856)
- (336,896) - (336,896)
(394,911) 1,220,002 1,293,700 2,118,791
162,029 (27,820) 141,576 275,785
2,865,043 37,041 282,094 3,184,178
$3,027,072 $ 9,221 $ 423,670 $3,459,963
167 Governor's Office of the Budget
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Comprehensive Annual Financial Report
For the Fiscal Year Ended June 30, 2014

Special Revenue Funds

Including
Nonmajor Budgetary Comparison Schedules
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SPECIAL REVENUE FUNDS
DESCRIPTION
NONMAIJOR FUNDS

Account for and report the proceeds of specific revenue sources that are restricted or
committed to expenditure for specific purposes other than debt service or capital projects.

Banking 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 workers’ compensation insurance in the Commonwealth.

Tobacco Settlement Fund — 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 Settlement Agreement, strategic contribution payments from the Master Settlement
Agreement, and earnings from investments. Expenditures from this fund are determined by the annual budget appropriated to
each program.

Public Transportation Trust Fund — to provide dedicated funding for public transportation in the Commonwealth. Revenues
come from scheduled payments by the Pennsylvania Turnpike Commission, a portion of the Sales and Use Tax, and transfers from
the Public Transportation Assistance Fund and the Lottery Fund. Monies in this fund are disbursed as grants to public transit
agencies for operating costs (including Shared Ride and Free Transit for Older Pennsylvanians), capital and asset improvements,
and programs of statewide significance.

Gaming Fund — to account for the administration of the Race Horse Development and Gaming Act. Revenue is received from
license fees and a percentage of the gross terminal revenue generated by licensed gaming facilities.

Other — to account for programs related to restoration, conservation, protection, and management of natural resources; the
payment of prescription drugs for eligible citizens 65 years or older; the preservation of historical landmarks; vocational
rehabilitation services; administrative and regulatory activities of various departmental programs; and miscellaneous
Commonwealth activities. This “Other” category is an aggregation of thirty-nine individual special revenue funds.

There are a total of forty-seven individual special revenue funds; the Motor License fund is reported as a Major Fund in the
basic financial statements.

Commonwealth of Pennsylvania 170 Governor's Office of the Budget
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Commonwealth of Pennsylvania

Combining Balance Sheet-Nonmajor Governmental Funds

Special Revenue Funds
June 30, 2014

(Amounts in thousands)

ASSETS

Temporary iNVEStMeNts...........cc..ccoeeeeveeveeeeveennn.
Long-term investments.........c..coeveeeveeeeeevueeeereenne

Receivables (net):

ACCOUNTS. ..ttt e
INVESTMENT INCOME......uiiiiiceeceee e

Investment sale proceeds.

Due from pension trust funds....

Due from Federal government............ccoccevvvvvnnnnnn.
Due from political subdivisions...............ccccceeeeees

Advances to other funds

TOTAL ASSETS...ooviiiiiiiiiiieceee e

LIABILITIES, DEFERRED INFLOWS OF
RESOURCES, AND FUND BALANCES
Liabilities:

Accounts payable and accrued liabilities...............

Investment purchases payable...........
Securities lending obligations.....

Due to other funds..............

Due to component units.........

Due to pension trust funds.....

Due to political subdivisions
Due to other governments..
Unearned revenue...........

TOTAL LIABILITIES......cccoooiiiiiine,

Deferred Inflows:

TOTAL DEFERRED INFLOWS OF RESOURCES.

Fund balances:

RESEIICIEA. ...

Committed.........ccoeeeeeeeeeeennnn.

TOTAL FUND BALANCES...........coooeviiiinnnnnn.

TOTAL LIABILITIES, DEFERRED INFLOWS

OF RESOURCES AND FUND BALANCES...............

Budgeted Funds

Workers' Workers' Tobacco Public
Milk Compensation Compensation Settlement Transportation

Banking Marketing Admin. Security Fund Trust Gaming Other Total
$ 50 $ 5 % - % 73 - $ - $ 13,898 % 39,322 % 53,348
7,086 3,773 106,539 81,268 162,263 133,358 764,403 503,375 1,762,065
12,699 - - 750,414 185,971 95,240 - 494,040 1,538,364
6,679 - 8 - 168,096 - 1 296 175,080
1 - - 5,596 48 15 93 80 5,833
- - - 7,035 - - - - 7,035
- - - - - - - 24,205 24,205
12 1 5 - - 48,097 41 20,806 68,962
- - - - - - - 71 71
- - - - 1,331 - - 14,244 15,575
37 - - - - - - - 37
- - - 750 - - - 3,000 3,750
$ 26564 $ 3,779 $ 106,552 $ 845,136 517,709 $ 276,710 $ 778,436 $ 1,099,439 $ 3,654,325
$ 1545 % 91 $ 2,818 $ 1,491 2,665 % 54,150 $ 32,110 $ 91,662 $ 186,532
- - - 15,360 - - - - 15,360
362 - - 51,600 - 2,716 - 14,090 68,768
77 33 146 232 1,163 9 6,292 12,308 20,260
- - - - - - 18,437 18,040 36,477
73 6 204 1 1 6 270 931 1,492
- - - - 730 3,941 23,340 6,424 34,435
29 2 79 - - 3 70 551 734
- 1,172 - - - - 24,646 56,238 82,056
2,086 1,304 3,247 68,684 4,559 60,825 105,165 200,244 446,114
1 1 - - 168,096 - 1 13,040 181,139
24,477 2,474 103,305 776,452 - 215,885 673,270 858,024 2,653,887
- - - - 345,054 - - 28,131 373,185
24,477 2,474 103,305 776,452 345,054 215,885 673,270 886,155 3,027,072
$ 26,564 $ 3,779 $ 106,552 $ 845,136 517,709 $ 276,710 $ 778,436 $ 1,099,439 $ 3,654,325




AoBed mmm

2T elUBA[ASUUSH JO Y)|ESMUOWIWOD

sn'ed areis1abpng mmm
196png ay1 Jo 92110 S,JouIBN0D

Commonwealth of Pennsylvania

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

Special Revenue Funds

For the Fiscal Year Ended June 30, 2014

(Amounts in thousands) Budgeted Funds
Workers' Workers' Tobacco Public
Milk Compensation Compensation Settlement Transportation
Banking Marketing Admin. Security Fund Trust Gaming Other Total
REVENUES:
I T $ - 8 - $ - % - $ - $ 424,270 $1,311,583 $ 70,633 $ 1,806,486
Licenses and fees..... 7,045 2,440 20 39,068 - 43,281 74,155 635,022 801,031
Intergovernmental..........cccooeevvieeiiieeeiiieeeeiieeee, - - - - 155,154 250,000 9,268 157,273 571,695
Charges for sales and SErvices.........c.ccevueeevvnnnnnns 13,665 - 59,711 - 15,169 - - 214,202 302,747
Investment income 1,264 8 217 79,053 14,408 9,540 1,048 46,816 152,354
(@13 T 2 - 100 1,392 233,292 - 5,242 17,544 257,572
TOTAL REVENUES .....coviiiiieieeeeeeeeee 21,976 2,448 60,048 119,513 418,023 727,091 1,401,296 1,141,490 3,891,885
EXPENDITURES:
Current:
Direction and supportive Services............ccceeeeeunnn. 16 - 3 - - - 400,678 489 401,186
Protection of persons and property...........c.......... 18,598 2,505 - 35,512 - - 12,002 473,615 542,232
Health and human services - - 60,978 - 410,412 - 12,181 39,595 523,166
Public education............ccooovviiiiiieeeeriiicee e - - - - - - 611,593 305 611,898
Recreation and cultural enrichment..................... - - - - - - 9,896 168,889 178,785
Economic development............ccoeeevveeeeeneeennnnnnns - - 154 - 220 - 58,526 196,795 255,695
TranspPortation........ccceeuueeeeueeeieiieeeeiieeeeiieeeenes - - - - - 804,172 - 8,025 812,197
Capital OULIaY.........coevvviiiiiieeeiie e - - 52 - - - - 9,734 9,786
TOTAL EXPENDITURES .....ceviviieiieeeeee. 18,614 2,505 61,187 35,512 410,632 804,172 1,104,876 897,447 3,334,945
EXCESS (DEFICIENCY) OF REVENUES
OVER (UNDER) EXPENDITURES ............... 3,362 (57) (1,139) 84,001 7,391 (77,081) 296,420 244,043 556,940
OTHER FINANCING SOURCES (USES):
TransSTers iMoo e - - - - - 110,979 - 119,227 230,206
Transfers OUt........ccoocueeiiiieeeiiiieeiie e, - - - - - - (349,079) (276,038) (625,117)
NET OTHER FINANCING
SOURCES (USES) .vivviieiieeeeeeeeeeee e - - - - - 110,979 (349,079) (156,811) (394,911)
NET CHANGE IN FUND BALANCES................ 3,362 (57) (1,139) 84,001 7,391 33,898 (52,659) 87,232 162,029
FUND BALANCES, JULY 1, 2013 (Restated)... 21,115 2,531 104,444 692,451 337,663 181,987 725,929 798,923 2,865,043
FUND BALANCES, JUNE 30, 2014.........c......... $ 24,477 $ 2474 % 103,305 % 776,452 $ 345,054 $ 215885 $ 673,270 $ 886,155 $ 3,027,072




Commonwealth of Pennsylvania
Budgetary Comparison Schedule
Budgeted Nonmajor Funds

Special Revenue Fund-Banking

For the Fiscal Year Ended June 30, 2014

(Amounts in thousands) Actual
Original Final (Budgetary
Budget Difference Budget Difference Basis)
REVENUES:
State Programs:

Licenses and fEesS.........ccouiiiiiiiiiii $ 17,069 $ 178 $ 17,247 $ 1,419 $ 18,666

Fines, penalties and iNTEreSt..........ooouuuuuiiiiiiiiiiee e 850 (450) 400 1,193 1,593

INVESEMENT INCOME...... i 350 - 350 (76) 274

TOTAL REVENUES......coiiiiiiiiiit ettt 18,269 (272) 17,997 2,536 20,533
EXPENDITURES:
SEALE PrOGIAMS. ..t e ettt e ettt e e e e ettt e e e e et et e e e e e e ebba e e e eeennanns 24,412 (815) 23,597 - 23,597
REVENUES OVER (UNDER) EXPENDITURES...........ccccooviiiiiiiieneeens (6,143) 543 (5,600) 2,536 (3,064)
OTHER FINANCING SOURCES:

PrIOT YN JAPSES. ...t - 2,266 2,266 47 2,313
REVENUES AND OTHER SOURCES OVER (UNDER) EXPENDITURES........ (6,143) 2,809 (3,334) 2,583 (751)
UNRESERVED/UNDESIGNATED FUND BALANCES

(BUDGETARY BASIS), JUNE 30, 2013.... 11,371 - 11,371 - 11,371
UNRESERVED/UNDESIGNATED FUND BALANCES
(BUDGETARY BASIS), JUNE 30, 2014........cccoiiiiiiiiiiiiiee e $ 5228 $ 2,809 $ 8,037 $ 2,583 $ 10,620

Budgetary Compliance

A separately available budgetary report, the “Status of Appropriations ” (Special Funds), demonstrates budgetary expenditure compliance for the Banking
Department for the fiscal year ended June 30, 2014 and is available at the following web address:
http://www.portal.state.pa.us/portal/server.pt?open=512&0bjlD=4574&&PagelD=473560&mode=2 (At the website, click on June 2014.)

Special Funds
"Status of
Appropriations”
Traceability to the " Status of Appropriations " Column Totals Report Page
Total State Programs-Actual (Budgetary Basis) Expenditures Reference
Appropriations (COIUMIN A)......uuuueeiriiieiiiiieiee s 225 $ 25,412
plus Actual Augmentations (Column B).. 225 -
less Lapses (Column C) 225 1,815
TOTAL STATE PROGRAMS Actual (Budgetary Basis) Expenditures $ 23,597

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
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 COIUMN @DOVE).........iiiiiiiiiie e $ (751)
Adjustments:
To adjust revenues, other financing sources and related
receivables and deferred FEVENUE. ......... .. i e e e e eeeeaaee (870)

To adjust expenditures, other financing uses and related
accounts payable and accrued HabilitiES. ..........uuuuuuruiiiiiiiiiiii 4,983

N = Vo | TS 0 T=T o £SO 4,113

Modified accrual basis — net change in
governmental fuNG DAIANCE. ........coiiiiiiii e $ 3,362

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 161 to 163 are an integral part of this schedule. -
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Commonwealth of Pennsylvania
Budgetary Comparison Schedule
Budgeted Nonmajor Funds

Special Revenue Fund-Milk Marketing
For the Fiscal Year Ended June 30, 2014

(Amounts in thousands) Actual
Original Final (Budgetary
Budget Difference Budget Difference Basis)
REVENUES:
State Programs:

LICENSES ANA FEES. . .eveiiee ettt e e e e et e e e e e e et eeaaa s $ 2,537 $ - $ 2,537 $ (103) $ 2,434

Fines, penalties and INtErest.............oveiiiiiiiiiiie e 8 - 8 2) 6

INVESTMENT INCOMIE. ... s 9 (17) (8) 16 8

TOTAL REVENUES . ... .ottt 2,554 (17) 2,537 (89) 2,448
EXPENDITURES:
SEALE PrOGIAMS. . .ceeiitiiee et ettt e et e et e e e et e e e e e e et e e e e e entna e eeeee 2,840 - 2,840 - 2,840
REVENUES OVER (UNDER) EXPENDITURES........cccttiiiiiiieeeeeiiiieeas (286) (17) (303) (89) (392)
OTHER FINANCING SOURCES:

PrIOF VAT JAPSES. ..o - 473 473 - 473
REVENUES AND OTHER SOURCES OVER (UNDER) EXPENDITURES........ (286) 456 170 (89) 81
UNRESERVED/UNDESIGNATED FUND BALANCES

(BUDGETARY BASIS), JUNE 30, 2013.....ccctiiiuiieeeeeeeiiinanaeeeeeeienaaeereennens 2,069 - 2,069 - 2,069
UNRESERVED/UNDESIGNATED FUND BALANCES
(BUDGETARY BASIS), JUNE 30, 2014 .......iiiiiiiiieeieeieeeeeee e $ 1,783 $ 456 $ 2,239 $ 89 $ 2,150

A separately available report, the “Status of Appropriations” (Special Funds), demonstrates budgetary expenditure compliance for the
Milk Marketing Fund for the fiscal year ended June 30, 2014 and is available at the following web address:

http://www.portal.state.pa.us/portal/server.pt?open=512&0bjlD=4574&&PagelD=473560&mode=2 (At the website, click on June 2014.)

Total Actual (Budgetary Basis) Expenditures of $2,840 are traceable from page 229, Column A '‘Appropriations' in the June 30, 2014 "Status of
Appropriations" (Special Funds).

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 over

expenditures (from Actual COIUMN @DOVE).........cevvviiiiiiiiiiiiiiiieeieeeeeeeeeeee et $ 81
Adjustments:
To adjust revenues, other financing sources and related
receivables and deferred reVENUE. ............v i (473)

To adjust expenditures, other financing uses and related
accounts payable and accrued Habilities...........oooeiiiiiiii i 335

NEt AQJUSTMENTS. ....iiiiiiiiiiiei ettt ettt ettt ettt ettt et e e e e e e eeeeeeeeeeeees 138

Modified accrual basis — net change in
governmental fund DAIANCE. .........oouuruiii e $ (57)

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 161 to 163 are an integral part of this schedule. -
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Commonwealth of Pennsylvania

Budgetary Comparison Schedule

Budgeted Nonmajor Funds

Special Revenue Fund-Workers' Compensation Administration
For the Fiscal Year Ended June 30, 2014

(Amounts in thousands) Actual
Original Final (Budgetary
Budget Difference Budget Difference Basis)
REVENUES:
State Programs:

Taxes, NEt OF FEFUNGS. ... ..uuiiiriiiiiiitib e $ 80,000 $ (15,908) $ 64,092 $ (131) $ 63,961

Fines, penalties and interest.. . 20 (15) 5 16 21

Investment income............ . 400 (176) 224 @) 217

Departmental services.. 194 - 194 - 194

Miscellaneous.............. . 348 366 714 (614) 100

TOTAL REVENUES ...ttt e e e e 80,962 (15,733) 65,229 (736) 64,493
EXPENDITURES:
SEALE PrOGIAMS. ...t ettt ettt ettt ettt et et e et e e na e et e e e ean e enn e e enneennan 76,028 435 76,463 - 76,463
REVENUES OVER (UNDER) EXPENDITURES.......c.cocviueieeereeeeeeeeeeneennes 4,934 (16,168) (11,234) (736) (11,970)
OTHER FINANCING SOURCES:

PrIOF YEAI [APSES. . oeeitiiiee ittt - 8,695 8,695 - 8,695
REVENUES AND OTHER SOURCES OVER (UNDER) EXPENDITURES.............. 4,934 (7,473) (2,539) (736) (3,275)
UNRESERVED/UNDESIGNATED FUND BALANCES

(BUDGETARY BASIS), JUNE 30, 2013......ciiiiiiiiiaeeeeeiiiieeeeeeeiin e e eeeii e eeeeens 91,105 - 91,105 - 91,105
UNRESERVED/UNDESIGNATED FUND BALANCES

(BUDGETARY BASIS), JUNE 30, 2014........cuuiiiiiiiiiiiiiiiiiee et $ 96,039 $ (7,473) $ 88,566 $ (736) _$ 87,830

Budgetary Compliance

A separately available budgetary report, the “Status of Appropriations ” (Special Funds), demonstrates budgetary expenditure compliance for the Workers'
Compensation Administration Fund for the fiscal year ended June 30, 2014 and is available at the following web address:
http://www.portal.state.pa.us/portal/server.pt?open=512&0bjlD=4574&&PagelD=473560&mode=2 (At the website, click on June 2014.)

Special Funds
"Status of
Appropriations"
Traceability to the " Status of Appropriations " Column Totals Report Page
Total State Programs-Actual (Budgetary Basis) Expenditures Reference

Appropriations (Column A) 320 $ 76,028

plus Actual Augmentations (Column B) 320 435
1€SS LAPSES (COIUMN C) ..ttt s 320 -
TOTAL STATE PROGRAMS Actual (Budgetary Basis) Expenditures $ 76,463

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 under

expenditures (from Actual COIUMN ADOVE).......ciiiiiiiiiieeiii ettt e e e e e e e e e nana s $ (3,275)
Adjustments:
To adjust revenues, other financing sources and related
receivables and deferred FEVENUE. ..........oi ittt e e et e e e e e eeeeaas (13,140)

To adjust expenditures, other financing uses and related
accounts payable and accrued labilities.............cooiiiiiiii 15,276

NET AAJUSTMENES. ... 2,136

Modified accrual basis — net change in
governmental fUN DAIANCE. ........uuuiiiiiii $ (1,139)

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 161 to 163 are an integral part of this schedule. -
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Comprehensive Annual Financial Report
For the Fiscal Year Ended June 30, 2014

Debt Service Funds
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DEBT SERVICE FUNDS
DESCRIPTION
NONMAIJOR 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.

Pennsylvania Infrastructure Investment Authority 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, port facilities, and water control systems. Funding consists of transfers from the General Fund
and the Pennsylvania Infrastructure Investment Authority 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.

Growing Greener Bond Sinking Fund — payments for principal and interest for the Growing Greener Bond Fund are made
from this Fund. Funding consists of transfers from the Environmental Stewardship Fund.

Water and Sewer Systems Assistance Bond Sinking Fund — payments to redeem or pay interest on bonds issued for the
Water and Sewer Systems Assistance Fund are made from this Fund. Funding is requested annually by the Governor and
appropriated by the General Assembly.

Water Supply and Wastewater Treatment Sinking Fund — monies in this fund are used to redeem or pay interest on bonds
issued for the Water Supply and Wastewater Treatment Fund. Funding consists of monies appropriated annually by the
General Assembly.

Other — these funds account for the payment of principal and interest on bonds issued for loans to nursing homes and
volunteer fire companies, compensation to Vietnam conflict veterans, finance of various environmental initiatives, and for
water and wastewater infrastructure projects related to economic development. Funding consists of transfers from the
General Fund, Environmental Stewardship Fund, and investment income. This other category is an aggregation of fourteen
individual debt service funds.

There are a total of nineteen individual debt service funds; all are reported as nonmajor funds.

Commonwealth of Pennsylvania 178 Governor's Office of the Budget
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Commonwealth of Pennsylvania

Combining Balance Sheet-Nonmajor Governmental Funds

Debt Service Funds
June 30, 2014

(Amounts in thousands) Pennsylvania Water and
Infrastructure Sewer Supply and
Investment Systems Wastewater
Authority Capital Assistance
Redemption Debt Bond Sinking Other Total
ASSETS
Temporary investments.........cooeevevveeeneennnen. $ 2,199 145,873 - 507 148,579
Receivables (net):
ACCOUNTS. ..eviiiiieiiie e e e - 3,222 - - 3,222
Investment iNCOMe..........coeveiviiieninennn. - 2 - - 2
Lease rentalS.........coeevevieeiiiiiieeiieeeeeenn, - 427 - - 427
Due from other funds..........coeeveiniiiiiininnnns - 1,054 - - 1,054
Due from component units...........c.cceeevnennes 424 - 500 - 924
TOTAL ASSETS...cuii et $ 2,623 150,578 500 507 154,208
LIABILITIES AND FUND BALANCES
Liabilities:
Accounts payable and accrued liabilities....... $ - 141,338 - - 141,338
Unearned reVeNUE. .........ceevuevineeeiiieeieaeinnns - 3,649 - - 3,649
TOTAL LIABILITIES.......coieiieieen, - 144,987 - - 144,987
Fund balances:
Committed.......cooviiiiiiiee e 2,623 5,591 500 507 9,221
TOTAL FUND BALANCES..........cccccco.... 2,623 5,591 500 507 9,221
TOTAL LIABILITIES AND FUND BALANCES.... $ 2,623 150,578 500 507 154,208
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Commonwealth of Pennsylvania

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

Debt Service Funds

For the Fiscal Year Ended June 30, 2014

(Amounts in thousands) Pennsylvania Water and Water
Infrastructure Growing Sewer Supply and
Investment Greener Systems Wastewater
Authority Capital Bond Assistance Treatment
Redemption Debt Sinking Bond Sinking Sinking Other Total
REVENUES:
INtergovernmMENtal............oeveivueieeee e $ - $ 26,668 $ - $ 500 $ - $ 1 $ 27,169
INVeStMENt iINCOME.........uiiiiiiiiieei e 3 11 - - - 10 24
(0] 1 =T PP UPPRP 11,906 - - - - - 11,906
TOTAL REVENUES ..., 11,909 26,679 - 500 - 11 39,099
EXPENDITURES:
Current:
Direction and SUPPOrtiVe SEIVICES........vevveivneeriernrennennns - 232 - - - - 232
Debt service:
Principal retirement..........c.coevviiiiiiiiec e, 8,660 706,085 21,515 7,790 7,580 475 752,105
Interest and fiscal charges..........ooveevveeeveiiiiiieieenennn, 9,332 479,256 21,221 17,202 7,235 338 534,584
TOTAL EXPENDITURES .....coiiiiiiiiieeiieeeeeee e 17,992 1,185,573 42,736 24,992 14,815 813 1,286,921
DEFICIENCY OF REVENUES
UNDER EXPENDITURES ....coeoiiiiiiiieiiieeie e, (6,083) (1,158,894) (42,736) (24,492) (14,815) (802) (1,247,822)
OTHER FINANCING SOURCES (USES):
Refunding bonds isSUed.........c.covevviiiinieiiiiieieeeeee, - 289,770 - - - - 289,770
Premium on refunding bonds...........cccceevviiiiiiiiniinnn.n. - 47,825 - - - - 47,825
Transfers iN.....o.eeii i 7,224 1,129,031 42,735 24,992 14,815 506 1,219,303
Payment to refunded bond escrow agent..................... - (336,896) - - - - (336,896)
NET OTHER FINANCING
NET OTHER FINANCING SOURCES...........ccceeevneee. 7,224 1,129,730 42,735 24,992 14,815 506 1,220,002
NET CHANGE IN FUND BALANCES...........ccceevnvnenn. 1,141 (29,164) 1) 500 - (296) (27,820)
FUND BALANCES, JULY 1,2013......cccceeiiiieineennnnen, 1,482 34,755 1 - - 803 37,041
FUND BALANCES, JUNE 30, 2014.......cccccevneeeneennnnen $ 2,623 $ 5,591 $ - $ 500 $ - $ 507 $ 9,221
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CAPITAL PROJECTS FUNDS
DESCRIPTION
NONMAIJOR 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. Projects fall within six broad categories: public improvements, public Improvement-
original furniture and equipment, transportation assistance, redevelopment assistance, flood control and highway projects.
Such projects include those of the primary government and also grants to non-primary government recipients.

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.

Growing Greener Bond Fund — to account for the proceeds of bonds issued. The money will be used to finance various
environmental projects such as watershed protection, mine drainage remediation, advanced energy, flood protection and
various capital improvement projects including county environmental initiatives.

Water Supply and Wastewater Treatment Fund — funding for this program is generated from the $250 million bond issue
approved by the electorate in April of 2004. Funds are allocated to the Commonwealth Financing Authority and the
Pennsylvania Infrastructure Investment Authority (PENNVEST) to be used for grants and loans for new and existing water
supply and wastewater system projects in the Commonwealth.

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.

Public Transportation Assistance Fund — This fund was established to help provide for the capital asset maintenance and
certain other transportation needs of the Commonwealth’s transit entities. Act 44 of 2007 revised the purpose of this fund

by transferring programs to the new Public Transportation Trust Fund.

There are a total of six individual capital projects funds; all are reported as nonmajor funds.

Commonwealth of Pennsylvania 182 Governor's Office of the Budget
WWW.pa.gov www.budget.state.pa.us



AoBed mmm

elUBA[ASUUSH JO Y)|ESMUOWIWOD

sn'ed areis1abpng mmm
196png ay1 Jo 92110 S,JouIBN0D

Commonwealth of Pennsylvania

Combining Balance Sheet-Nonmajor Governmental Funds

Capital Project Funds
June 30, 2014

(Amounts in thousands)

ASSETS

Temporary iNVeStMeNtS........oooeveeiiiiiiiiiiiieiieeeeeeieeeis
Long-term inVestMents.........cceuuveuuieuuennninaaaaeeennns
Receivables (net):

Due from component UnitsS..........cccceeeverinreeennieeennnnn.
Due from political subdivisions..............cccevvvevinnennn.

TOTAL ASSETS.... e

LIABILITIES AND FUND BALANCES

Liabilities:
Accounts payable and accrued liabilities....................
Securities lending obligations.............cccccceveeieiinneeen.
Due to other funds.........c.oooiiiiiiiii e
Due to component UNitS......c..ovvvuuieiiiinneeeineeciieeees

Due to pension trust funds..........cccoeoveeiiiiiieneeennnee.

Due to political subdivisions..........c.ccocceviivieiiineeennnnn.
Due to other governments...........ccouuiieeeieeiiinineeeaees

TOTAL LIABILITIES........ooiiii,

Fund balances:
(070 21011 411 1 (=T R

TOTAL FUND BALANCES..........ccoiviiiiien

TOTAL LIABILITIES AND FUND BALANCES..............

Keystone Water
Recreation, Growing  Supply and Public
Capital Park and Greener Wastewater Transportation

Facilities = Conservation Bond Treatment Development  Assistance Total
- 3 - 3 - 3 - 4 4
600,309 23,953 34,095 32,201 7,682 698,337
- 95,240 - - - 95,240
- - - - 25,700 25,700
83 3 4 3 2 95
- - - 1 - 1
1,981 6,824 - - 8,805 17,610
640 - - - - 640
670 - - - - 670
603,683 $ 126,020 $ 34,099 $ 32,205 42,193 838,297
206,408 $ 3904 $ 1,143 $ 65 - 211,520
- 2,716 - - - 2,716
32,774 655 - - 897 34,326
122,000 - - - - 122,000
- 3 - - - 3
35,503 1,221 249 272 6,784 44,029
32 1 - - - 33
396,717 8,500 1,392 337 7,681 414,627
206,966 117,520 32,707 31,868 34,512 423,670
206,966 117,520 32,707 31,868 34,512 423,670
$ 603,683 $ 126,020 $ 34,099 $ 32,205 42,193 838,297
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Commonwealth of Pennsylvania

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

Capital Projects Funds

For the Fiscal Year Ended June 30, 2014

(Amounts in thousands) Keystone Water
Recreation, Growing Supply and Land and Public
Capital Park and Greener Wastewater Water Transportation
Facilities Conservation Bond Treatment Development  Assistance Total
REVENUES:

I G T $ - % 65,741 $ - $ - $ - 8 196,940 $ 262,681

Charges for sales and services.............c......... 4,625 - - - - - 4,625

Investment iINCOME.........oeuiniiiii e 776 9,308 79 57 - 35 10,255

Interest on notes and loans.........c.c.occeeuueeee. - - - 808 - - 808
TOTAL REVENUES ..., 5,401 75,049 79 865 - 196,975 278,369

EXPENDITURES:
Current:

Direction and supportive services................... 206,677 - 3 33 - - 206,713

Protection of persons and property................ 2,119 - 4,431 - 127 - 6,677

Public education............covevvieiiiiiiiiieeeeean, - 13,590 601 - - - 14,191

Recreation and cultural enrichment................ 1,513 40,604 721 - - - 42,838

Economic development...........cccoociiiiiiinnnnee. 280,419 - 972 3,935 - - 285,326

Transportation...........cccoveeeveineeeiiineeeiie e, 201,508 - - - - 174,638 376,146

Capital outlay..........ooeveeeiiiiiiieeee e 490,052 3,205 1,223 - - - 494,480
Debt service:

Interest and fiscal charges.........ccc.ocvevueeeenn. 3,980 - - 142 - - 4,122
TOTAL EXPENDITURES .......coeviiiiiannen. 1,186,268 57,399 7,951 4,110 127 174,638 1,430,493
EXCESS/(DEFICIENCY) OF REVENUES
OVER/(UNDER) EXPENDITURES ......... (1,180,867) 17,650 (7.872) (3,245) (127) 22,337 (1,152,124)

OTHER FINANCING SOURCES (USES):

BONdS iSSUEd. ....c..uiieiiiieeiiieceei e 1,265,000 - - 30,000 - - 1,295,000

Refunding bonds issued...........ccccooevevuieeennnnn. 166 - - 10 - - 176

Premium on bonds issued.............cceeeeeeinnnnes 151,567 - - 3,696 - - 155,263

Transfers OUt..........ovvveeeeiieieniie e (53,616) - - (85,100) - (18,023) (156,739)
NET OTHER FINANCING
SOURCES (USES).....oeoieeeieeeeeeeeeeene 1,363,117 - - (51,394) - (18,023) 1,293,700

NET CHANGE IN FUND BALANCES........... 182,250 17,650 (7,872) (54,639) (127) 4,314 141,576

FUND BALANCES JULY 1, 2013................. 24,716 99,870 40,579 86,507 224 30,198 282,094

FUND BALANCES JUNE 30, 2014............... $ 206,966 $ 117,520 $ 32,707 $ 31,868 $ 97 % 34,512 $ 423,670
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ENTERPRISE FUNDS
DESCRIPTION
NONMAIJOR 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 and financing 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 and financing include loan principal and interest payments, transfers from the General Fund,
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 (PIB) — to account for and provide low-interest loans to, or enter into leases with,
qualified borrowers to finance the costs of construction and capital transportation projects within Pennsylvania. Acts 165
and 7A of 2004 expanded this program to include financing of rail freight infrastructure. Eligible borrowers include local
governments, transportation authorities, economic development agencies, not-for-profit organizations, and private
corporations. The interest rate on PIB loans is fixed at one-half the prime lending rate with terms up to 10 years.

Rehabilitation Center Fund — to account for the activities of the Hiram G. Andrews Rehabilitation Center (Center) which
offers rehabilitative, educational, vocational, life management, and counseling services, resulting in employment and
independence for persons with disabilities. The Center is funded from fees for services rendered.

Other — to account for enterprise operations including activities associated with low interest loans to manufacturers,
financial and technical assistance to minority business enterprises, and loans and grants provided to attract industrial,
manufacturing or research and development enterprises to the Commonwealth. This other category is an aggregation of
six individual enterprise funds.

There are a total of eighteen individual enterprise funds. The following funds are reported as Major Funds in the basic
financial statements: Unemployment Compensation, State Workers’ Insurance, State Lottery, Tuition Payment and the
Commonwealth Financing Authority (a blended component unit).

Commonwealth of Pennsylvania 186 Governor's Office of the Budget
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Commonwealth of Pennsylvania

Combining Statement of Net Position-Nonmajor Proprietary Funds

Enterprise Funds
June 30, 2014

(Amounts in thousands)

ASSETS
Current assets:

Cash with fiscal agents..........ccccevveveiiiiiiiieeeeee
Temporary iNVEStMENTS.........ccoevviiiiieiiiiieieeeeeeeeeeeeeees
Receivables (net):
ACCOUNTS L.t
INVESTMENT INCOME......uuiiiiiiiii e
INtErest ON l0ANS. .....coveiiieieeee e

Due from Federal government...
Due from other governments ...
INVeNtory........coeeevveeevieneennens .
Prepaid eXpenses..........evvveieiereieieieieieeeeeeeeeeeeeeeeeeeeeees
Other assets..............

Total current assets ...

Noncurrent assets:

Restricted Cash..........ccoevvvviiiiiiiiiiieeeeeeeeeeeeeeeee
Long-term iNVEStMENTS ........cccerrriirrieeeeeiiiieeeeee e
Receivables:

CoNStruction in ProgresSsS.........eeveeeeeeeeeerereremerenenenenens
Depreciable or amortizable capital assets:
Land improvements. ...........eeeeeeenrmnmenninnnnnns
Buildings and building improvements.......................
Machinery and equipment..............cooveveveviiiiiieennenns
INtangible aSSEtS........uururrrurmrernininiiiniiiiiniieeaenees
Less: accumulated depreciation and amortization...
Net depreciable or amortizable capital assets.............
Other @SSELS......uuveiieeiiiiiiiie e
Total NONCUIrent assets .......cceeeerveeeeriiieeeriiee i
TOTAL ASSETS....eiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiias

DEFERRED OUTFLOWS OF RESOURCES
TOTAL DEFERRED OUTFLOWS OF RESOURCES..

Machinery Coal and
Small Volunteer and Clay Mine PA
State Business Companies Equipment Subsidence Infrastructure Rehabilitation
Stores First Loan Loan Insurance Bank Center Other Total

$ 30,965 $ 128 % 18 % 56 $ 74 $ 43  $ 83 $ 7435 $ 38,802

- - - - - - 1 - 1

210,266 49,312 44,094 60,673 23,927 3,137 11,362 14,017 416,788

819 - 214 - - - 85 1,118

- 6 6 8 3 - 1 2 26

- - 109 - - 498 - - 607

- 7,460 14,820 10,522 - 8,270 - 778 41,850

- - - - - - - 772 772

- - - - - - - 10 10

257 - - - - - 2,049 12,372 14,678

- - - - - - 10 - 10

- - - - - - 44 147 191

- - - - - - - 36 36

206,787 - - - - - - 4 206,791

3,299 - - - - - - 600 3,899

- - - - - - - 437 437

452,393 56,906 59,261 71,259 24,004 11,948 13,635 36,610 726,016

- - - - - - - 4,462 4,462

- 63,493 38,096 69,842 88,890 62,989 - - 323,310

- 37,284 60,925 34,420 - 61,461 - 2,292 196,382

323 - - - - - - 141,226 141,549

- - - - - - - 30,227 30,227

- - - - - - - 42,890 42,890

22,036 - - - - - 34,135 337,002 393,173

73,189 - - - 158 - 2,677 41,058 117,082

19,882 - - - - - - 200 20,082
(79,140) - - - (74) - (23,751) (168,961) (271,926)

35,967 - - - 84 - 13,061 252,189 301,301

- - - - - - - 16,846 16,846

36,290 100,777 99,021 104,262 88,974 124,450 13,061 447,242 1,014,077

488,683 157,683 158,282 175,521 112,978 136,398 26,696 483,852 1,740,093

- - - - - - - 1,625 1,625
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Commonwealth of Pennsylvania

Combining Statement of Net Position-Nonmajor Proprietary Funds

Enterprise Funds
June 30, 2014

(Amounts in thousands)

LIABILITIES
Current liabilities:
Accounts payable and accrued liabilities.....................
Securities lending obligations............cccoeveveiiieieininennn.
Due to other funds..........ccceveiiiiiiiieii e
Due to pension trust funds...............eeeeeveveeerererenennnnns
Due to compoNeNnt UNitS.......coeeeveeeeeeeeeeeeeieeeeeeeeeeeeennn.
Due to political subdivisions.............c.cceveveveviieeeieeennns
Due to other governMENtS. ........cueverueeeiriieeeiiiieeans
Interest payable............evvviiiiiiiiiiieiiieieieieiee
Unearned reVENUE. ........occuuvvieeeee e e
Revenue bonds payable.........ccccoeveeieieiiiiieeeeeeeeeeeee
Self insurance liabilities...........ccccooviiiiieiiiiiiieeeeee
Compensated abSENCES. ......cccoviriririiiieieieee e
Advances from other funds.... .
Other liabilities. .......cccvvveiiiiii s
Total current liabilities..........cccccoeviriiiiierie e,
Non-current liabilities:
Insurance 10Ss liability.............ueeememimnmiiienens
Revenue bond payable..........ccceevvvveviiiiiiiiiiiiiiiieiiinns
Compensated abSENCES. .......ccviviririieiiieieeeee e
Self insurance liabilities.............ccccoevivneeenn.
Other postemployment benefit obligations..................
Other liabilities. .........c.ovveveiiii
Total non-current liabilities...........cccccoveiiiieieiennninns
TOTAL LIABILITIES....ooiiiiiiiiiiiiiiiiiiiiiins

NET POSITION

Net investment in capital assets..........cccceeevuenennnnnnnnns

Restricted for:
Health-related programs............ccovvveveveveeeeeeeieeenennnns
Transportation.........cooeeeeeeeeeeeeeee e
DEDL SEIVICE.....vvviviiiiiiiiiee e
Economic development........ccooeeveeeeeeeieeeeeieeeeeeeeee
EMEergency SUPPOIt........coveeveiiuuiiieeeeeeeiiineeeeeeiiies
Other PUIPOSES......cevvviieiiieieieieeeeeeeeeeeeeeeeeeeeeeeeeeaeeees
TOTAL NET POSITION. ..ot

Machinery Coal and
Small Volunteer and Clay Mine PA
State Business Companies Equipment Subsidence Infrastructure Rehabilitation
Stores First Loan Loan Insurance Bank Center Other Total
279,767 34 150 21 279 174 1,081 14,904 296,410
- 1,811 1,087 1,992 2,535 1,797 - - 9,222
10,448 3 - 3 6 - 47 32 10,539
1,948 2 - 1 9 - 74 52 2,086
- - - - 23 - - - 23
- - - - - - 20 - 20
814 1 - 1 4 - 29 148 997
- - - - - - 454 454
- - 94 - 2,384 63 - 1,229 3,770
- - - - - - - 3,330 3,330
4,865 7 - 6 21 - 196 123 5,218
4,793 - - 68 - 260 241 5,362
- 3,000 - - - - - - 3,000
- - - - - - - 29 29
302,635 4,858 1,331 2,024 5,329 2,034 1,707 20,542 340,460
- - - - 659 - - - 659
- - - - - - - 25,090 25,090
23,404 - - - 330 - 1,272 1,174 26,180
27,480 42 - 35 118 - 1,107 696 29,478
67,406 104 - 121 478 - 3,961 2,391 74,461
- - - - - - - 263 263
118,290 146 - 156 1,585 - 6,340 29,614 156,131
420,925 5,004 1,331 2,180 6,914 2,034 8,047 50,156 496,591
36,290 - - - 84 - 13,061 413,693 463,128
- - - - - - 5,588 - 5,588
- - - - - 134,364 - - 134,364
- - - - - - - 4,199 4,199
- 152,679 - 173,341 - - - 7,801 333,821
- - 156,951 - - - - - 156,951
31,468 - - - 105,980 - - 9,628 147,076
67,758 $ 152,679 $156,951 $ 173,341 $ 106,064 $ 134,364 $ 18,649 $ 435,321  $ 1,245,127
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Commonwealth of Pennsylvania

Combining Statement of Revenues, Expenses, and Changes in Net Position-Nonmajor Proprietary Funds

Enterprise Funds
For the Fiscal Year Ended June 30, 2014

(Amounts in thousands) Coal and
Small Volunteer Clay Mine PA
State Business Companies Subsidence Infrastructure Rehabilitation
Stores First Loan Insurance Bank Center Other Total
OPERATING REVENUES:
Sales and services.... $ 1,803,367 - % - 5,091 $ 3 $ 155 12,209 1,820,829
- 1,824 1,572 - 1,169 - 65 6,026
- 7 - - - - 159 177
OPERATING REVENUES BEFORE PROVISION
FOR UNCOLLECTIBLE ACCOUNTS.......uvieveiiiiinnnns 1,803,367 1,831 1,572 5,091 1,172 155 12,433 1,827,032
Provision for uncollectible accounts..............ccccceeeeeeeennnn - 2,178 (130) - [€)) - 16 (1,564)
NET OPERATING REVENUES.........cooevvviiiiiineeenens 1,803,367 4,009 1,442 5,091 1,171 155 12,449 1,825,468
OPERATING EXPENSES:
Cost of sales and SEerviCeS........ocevuviiieeeeiiieeeieeeeie s 1,669,612 984 126 4,351 - 326 10,258 1,686,338
13,486 - - 31 - 1,819 17,145 32,481
- - - - - - 4,606 4,606
TOTAL OPERATING EXPENSES ......ccviiieiiiiiiiinns 1,683,098 984 126 4,382 - 2,145 32,009 1,723,425
OPERATING INCOME (LOSS)...ccuueieeeiiiiiinaieeeeeennnns 120,269 3,025 1,316 709 1,171 (1,990) (19,560) 102,043
NONOPERATING REVENUES (EXPENSES):
INVESTMENT INCOME......uiiiieiiiiiiiiiee e 420 3,288 3,782 8,708 6,207 18 33 26,727
Grants and Other reVENUES............vevevnieieieeeieeeiieeeeannns - 18 - - - 1,380 492 1,890
Other EXPENSES. .. .iiiieeiiiiiieeeeieiii e eeeeate e e e e e e e e eeeaes (87) - - - - - (5,321) (5,408)
TOTAL NONOPERATING REVENUES (EXPENSES). 333 3,306 3,782 8,708 6,207 1,398 (4,796) 23,209
INCOME (LOSS) BEFORE TRANSFERS
AND CONTRIBUTIONS.......ouiiiiiiiiiiiiiieeeeeeii e 120,602 6,331 5,098 9,417 7,378 (592) (24,356) 125,252
TRANSFERS AND CONTRIBUTIONS:
Capital contributions.............ccoovviiiiiiiiiiiie e, - - - - - - 270 270
Transfers iN........cccciiiiii - - - - - - 56,238 56,238
Transfers OUL.........oooiiiiiiiiiiiii e (82,474) - - - - - - (82,474)
TRANSFERS AND CONTRIBUTIONS, NET............. (82,474) - - - - - 56,508 (25,966)
CHANGE IN NET POSITION.....cciiiiiiiieeeeeeeiiiieeens 38,128 6,331 5,098 9,417 7,378 (592) 32,152 99,286
TOTAL NET POSITION, JULY 1, 2013 (Restated)... 29,630 146,348 151,853 96,647 126,986 19,241 403,169 1,145,841
TOTAL NET POSITION, JUNE 30, 2014................... $ 67,758 152,679 $ 156,951 106,064 $ 134,364 $ 18,649 435,321  _$ 1,245,127
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Commonwealth of Pennsylvania

Combining Statement of Cash Flows-Nonmajor Proprietary Funds

Enterprise Funds
For the Fiscal Year Ended June 30, 2014

(Amounts in thousands)

CASH FLOWS FROM OPERATING ACTIVITIES:
ReCeiPtS fromM CUSTOMETS. .....cuuiiiie et e e
Receipts from borrowers for fees and loan repayments............ccccoeeeeeeienenns
Receipt of premiums...
Payments to claimants
Payments to borrowers
Payments for vendors, employees and other costs
Other receipts

NET CASH PROVIDED BY (USED FOR) OPERATING ACTIVITIES....

CASH FLOWS FROM NON-CAPITAL FINANCING ACTIVITIES:
THANSTEIS M.ttt et et
Transfers out.
Grants and other revenues.
Other payments for non-capital financing uses
NET CASH PROVIDED BY (USED FOR)

NON-CAPITAL FINANCING ACTIVITIES.........oooooiii

CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES:

Acquisition and construction of capital assets..
Disposition of capital assets...
Principal payments on other capital debt.............c.cooiiiiiiiiniiiiee s
Interest payments on other capital debt...
Transfers in
Capital contributions
Other receipts for capital and related financing activities...
Other payments for capital and related finanCing USES.............ueeiiriiiiieeiiiniiiieee e

NET CASH PROVIDED BY (USED FOR) CAPITAL AND

RELATED FINANCING ACTIVITIES.....cccooiiiiiiiiii

CASH FLOWS FROM INVESTING ACTIVITIES:

PUrChase Of INVESTMENTS.........cuuiiiiiieiiie ittt e e

Sales and maturities of INVESTMENES...........cociiiiiiiiii
Investment income
NET CASH PROVIDED BY (USED FOR) INVESTING ACTIVITIES..

NET INCREASE (DECREASE) IN CASH.......ooiiiiiiiiiiiiiiieciiiicce e

CASH AT JULY 1, 2013......coiiiiiiiiiiiec e

CASH AT JUNE 30, 2014 (including $4,462 included in restricted assets)..........

Machinery Coal and
Small and Clay Mine PA
State Business Equipment Subsidence Infrastructure Rehabilitation
Stores First Loan Insurance Bank Center Other Total
1,803,350 $ - $ - - 8 -8 1,258 $ 12,560 $ 1,817,168
- 14,726 11,808 - 15,336 - 756 58,902
- - - 5,217 - - - 5,217
- - - (1,336) - - - (1,336)
- (7,615) (15,822) - (19,963) - (844) (51,633)
(1,654,520) (936) (665) (2,463) - - (10,095) (1,668,929)
- 7 15 - 3 - 161 186
148,830 6,182 (4,664) 1,418 (4,624) 1,258 2,538 159,575
- - - - - - 2,622 2,622
(82,567) - - - - - - (82,567)
- 18 - - - 1,384 692 2,094
_ R - - - - (3,845) (3,845)
(82,567) 18 - - - 1,384 (531) (81,696)
(4,411) - - (@) - (95) (34,217) (38,725)
- - - - - - 4 4
_ - - - - - (3,380) (3,380)
- - - - - - (1,454) (1,454)
- - - - - - 47,856 47,856
- - - - - - 300 300
- - - - - - 42 42
- - - - - - (6,606) (6,606)
(4,411) - - (2) - (95) 2,545 (1,963)
(1,400,225) (14,023) (12,332) (6,332) (16,751) (20,695) (3,336) (1,488,883)
1,350,511 6,442 15,371 3,123 19,761 18,111 3,677 1,422,754
420 1,324 1,494 1,779 1,332 18 33 7,212
(49,294) (6,257) 4,533 (1,430) 4,342 (2,566) 374 (58,917)
12,558 (57) (131) (14) (282) (19) 4,926 16,999
18,407 185 187 88 325 103 6,971 26,266
30,965 $ 128 $ 56 74 $ 43 3 84 $ 11,897 43,265
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Commonwealth of Pennsylvania

Combining Statement of Cash Flows-Nonmajor Proprietary Funds
Enterprise Funds

For the Fiscal Year Ended June 30, 2014

(Amounts in thousands) Machinery Coal and
Small Volunteer and Clay Mine PA
State Business Companies Equipment Subsidence Infrastructure Rehabilitation
Stores First Loan Loan Insurance Bank Center Other Total
RECONCILIATION OF OPERATING INCOME (LOSS) TO NET
CASH PROVIDED BY (USED FOR) OPERATING ACTIVITIES
OPErating iNCOME (I0SS).....ccuveeueeaureiueeitiestee st e bt e bttt e b et e e bt et ennesneesneeseeas $ 120,269 $ 3025 $ 1316 $ (2,897) $ 709 % 1,171 $ (1,990) $ (19,560) $ 102,043
Depreciation and amortization of capital assets 13,486 - - - 31 - 1,819 17,145 32,481
Amortization of other assets - - - - - - - 4,606 4,606
Provision for uncollectible aCCOUNTS. ..........oiviiiiiiiiiiiiee e - (2,178) 130 3,627 - 1 - (16) 1,564
Changes in assets, liabilities, deferred outflows and deferred inflows:
Accounts receivable 193 - (120) - - 1) (5) 5 72
Interest on loans receivable... - - 126 - - - - - 126
Loans receivable - 5,287 7,378 (5,410) - (6,023) - (153) 1,079
Lease rental receivable. - - - - - - - 343 343
Other reCeiVabIES..........cocviiiiiiiiie s - - - - - - - 1 1
Due from other funds... (210) - - - - - 1,005 2 797
Due from COMPONENT UNITS........vviiiiiiiiiiiiee et e e e e e e e - - - - - - 17 - 17
Due from other governments. - - - - - - - 9) )
Inventory, (8,161) - - - - - - - (8,161)
Prepaitl EXPENSES. .....cciutiieirieeeitee ettt st et e ettt e bt n e nree e (517) - - - - - - 25 (492)
Other current and noncurrent assets.. - - - - - - - (437) (437)
Accounts payable and accrued liabilities... 10,462 16 (253) 1) 134 174 43 396 10,971
Due to other funds 3,732 3 - 2 - - (160) 6 3,583
Due to pension trust funds. 516 1 - - 4 - 23 9 553
Due to component units.. - - - (26) - 3) - (29)
Due to political SUDAIVISIONS. .......cccuviiiiiiieiiieeie e - - - - - - (18) ®3) (21)
Due to other governments 49 - - - 1 - 2 - 52
Unearned revenue - - 60 - 126 54 - 2 242
Self insurance liabilities (264) 13 - 3) (39) - 31 (176) (438)
Compensated absences 346 - - - 28 - 10 37 421
Insurance loss liability. - - - - 394 - - - 394
Other postemployment benefit obligations... 8,929 15 - 18 56 - 484 313 9,815
Other current and noncurrent liabilities.. - - - - - - - 2 2
Total Adjustments 28,561 3,157 7,321 (1,767) 709 (5,795) 3,248 22,098 57,532
NET CASH PROVIDED BY (USED FOR)
OPERATING ACTIVITIES. ...ttt ee ettt e e e e $ 148,830 $ 6,182 3 8,637  $ (4664) $ 1418  $ (4624) $ 1,258 $ 2,538 $ 159,575
Increase in fair value of investments during the fiscal year............cccccoviiiiiiininiininnns $ - % 194 $ 2969 $ 2779 % 6,929 $ 4876 $ -8 -8 19,517
Increase in investments from changes in securities lending obligations................ccueee.. - 251 151 276 351 237 - - 1,266

There were no other material investing, capital or financing activities that did not result in cash receipts or cash payments during the fiscal year.
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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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Commonwealth of Pennsylvania

Combining Statement of Net Position-Nonmajor Proprietary Funds
Internal Service Funds

June 30, 2014

(Amounts in thousands) Purchasing Manufacturing Total
ASSETS
Current assets:
(07T 1 $ 2,611 3 494 3 3,105
Temporary inVestMentsS.........coeeviviiriieiiieeieeeeee e, 21,279 9,786 31,065
Receivables (net):
ACCOUNTS. ..ttt 7 1,536 1,543
INVEStMENt INCOME......iveeiiieeeiie e 3 1 4
Due from other funds...........cciiiiiiiiiiii e, 22,983 2,467 25,450
Due from pension trust funds...........ccoeeveviiiveininennen. 1,060 4,459 5,519
Due from component UnitS...........cooevevuneeeiiinnieennnnene. 95 1 96
Due from other governments. ...........cccceeeeeveieeennnneen. - 16 16
INVENTOIY. ..o 32 15,305 15,337
Other @SSETS. ... - 45 45
Total current asSetsS......ocuviviiieieiiiieeeeeeeeeee e 48,070 34,110 82,180
Noncurrent assets:
Long-term inVestments ...........coociviiiiiiiieiii e - 19,048 19,048
Depreciable capital assets:
Land improvements........c..vvveeeneeeeii e 192 - 192
Buildings and building improvements....................... - 6,204 6,204
Machinery and equipment..........c.c.ooveveiievieineeeennnnn. 66,331 30,843 97,174
Less: accumulated depreciation..............ccueeeeeennnn.. (36,692) (18,037) (54,729)
Total NONCUIreNt aSSetS.....cuvvniriiniieeeeeeeeeeeeeeann 29,831 38,058 67,889
TOTAL ASSETS ...t 77,901 72,168 150,069
LIABILITIES
Current liabilities:
Accounts payable and accrued liabilities..................... 36,762 8,194 44,956
Securities lending obligations.............cccceeiveviiiieeeennnnn. - 543 543
Due to other funds...........oooveiiiiiiiiii e 4,412 140 4,552
Due to pension trust funds...........ccceeveeeiiiiiiiiieeeeennnn. 28 67 95
Due to component UNItS.........cceuuveiivinreeiiieeeeiieeeenen. 2 - 2
Due to other governments.........ccoovevieeeeeiiieneenneenennn. 9 23 32
Self insurance liabilities............cccooviiiiniiiin 109 309 418
Compensated abSENCES.........uiieeiieeeiiiiiiaeeeereeiiiiaeeen 127 329 456
Total current liabilities.........ccoevvieiiiiiiiieeeeeens 41,449 9,605 51,054
Non-current liabilities:
Installment purchase............cooveeiiiiiiii e 515 - 515
Compensated abSences...........ccuuvviiiiiiiieeiiineieiiineeeeen, 621 1,606 2,227
Self insurance liabilities..........ccccevviiiiiieeeen 616 1,742 2,358
Other postemployment benefit obligations.................. 1,962 4,651 6,613
Total non-current liabilities............coovveiiiiiiiieinenss 3,714 7,999 11,713
TOTAL LIABILITIES. ...t 45,163 17,604 62,767
NET POSITION
Net investment in capital assets...........cccceeveveveneeeennnn.. 29,316 19,010 48,326
Restricted for:
Correctional industries and procurement................... 3,422 35,554 38,976
TOTAL NET POSITION.....ciiiiiiiiiieiicicieeeea $ 32,738 $ 54,564 $ 87,302
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Commonwealth of Pennsylvania

Combining Statement of Revenues, Expenses, and Changes in

Net Position-Nonmajor Proprietary Funds

Internal Service Funds

For the Fiscal Year Ended June 30, 2014

(Amounts in thousands) Purchasing Manufacturing Total

OPERATING REVENUES:

SalES AN SEIVICES. ... iiiiieeeiteeeitc e et e e e e e e e e enan, $ 20,090 $ 68,792 $ 88,882
OPERATING EXPENSES:
Cost Of sales and SEIVICES........ccuiiuiiiiieeii e 18,077 67,170 85,247
DT o =T = 1T o TR 8,493 1,849 10,342
TOTAL OPERATING EXPENSES .....ccoovviiiiieeececeeeeeeeas 26,570 69,019 95,589
OPERATING LOSS ... ot e e e (6,480) (227) (6,707)
NONOPERATING REVENUES (EXPENSES):
INVESTMENT INCOME.....iii i e, 59 1,887 1,946
(0] 1 [T =Y o 1=T 1] P (1,284) - (1,284)
TOTAL NONOPERATING REVENUES (EXPENSES), NET.... (1,225) 1,887 662
INCOME (LOSS) BEFORE
TRANSFERS. ... (7,705) 1,660 (6,045)
CHANGE IN NET POSITION. ...ttt (7,705) 1,660 (6,045)
TOTAL NET POSITION, JULY 1, 2013....ccciiiiieieeeeeeeneenns 40,443 52,904 93,347
TOTAL NET POSITION, JUNE 30, 2014......ccceevvevieieeeeennen, $ 32,738 $ 54,564 $ 87,302
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Commonwealth of Pennsylvania

Combining Statement of Cash Flows-Nonmajor Proprietary Funds

Internal Service Funds
For the Fiscal Year Ended June 30, 2014

(Amounts in thousands) Purchasing  Manufacturing Total
CASH FLOWS FROM OPERATING ACTIVITIES:
RECEIPLS FrOM CUSTOMEIS. .. .uuiiiiieeieeeee e e e e ettt $ 24,805 $ 67,078 $ 91,883
Payments for vendors, employees and other COStS...........cooieiiiiiiiiiiiiiiiiiieeeeeeieaenn. (18,569) (62,317) (80,886)
NET CASH PROVIDED BY OPERATING ACTIVITIES. ..., 6,236 4,761 10,997
CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES:
Acquisition and construction of capital @SSets.........ccuuuiiiiiiiiiiiiii i (15,200) (2,755) (17,955)
Capital lease/installment purchase payments.............ccoeeuvuiieeiiiiiiiiieeeceeiie e (100) - (100)
NET CASH USED FOR CAPITAL AND RELATED FINANCING ACTIVITIES.. (15,300) (2,755) (18,055)
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of investments................. (386,175) (52,644) (438,819)
Sales and maturities of investments 386,882 46,856 433,738
INVESTMENT INCOMIE. ... e e e et e e e e e e et e e eaa e e eanaaaes 60 401 461
NET CASH PROVIDED BY (USED FOR) INVESTING ACTIVITIES.............. 767 (5,387) (4,620)
NET DECREASE IN CASH.....uuiiitiiiie et et et ee et e e eae et eteeeaae e enees (8,297) (3,381) (11,678)
CASH AT JULY 1, 2003, ittt et e e et et e et e e e e e 10,908 3,875 14,783
CASH AT JUNE 30, 2004 ..ottt e e $ 2,611 $ 494 $ 3,105
RECONCILIATION OF OPERATING INCOME TO NET
CASH PROVIDED BY (USED FOR) OPERATING ACTIVITIES
OPEIALING 10SS. ..ttt et e e e e e eeaa $ (6,480) $ (227) $ (6,707)
Depreciation and amortization of capital @SSets.........cuuuevriiiiiiiiiiiiiiiiiiiieeceeis 8,493 1,849 10,342
Changes in assets, liabilities, deferred outflows and deferred inflows:
ACCOUNES TECEIVADIE. .....cciiiiiii e 4) 505 501
Due from other funds (6,835) (974) (7,809)
Due from pension trust fFUNAS. ........cooiiieiiiiiiii e 373 (1,215) (842)
Due from COMPONENT UNITS. .....ccoiuriiiiiiiiiii e 127 (D) 126
Due from political SUDIVISIONS...........uiiiiiiiiiiie e 67 - 67
{101V Z] 01 o] Y2 PP PP PPN 18 2,236 2,254
Other current and NONCUITENT ASSETS.......ccciiiiuiiieiiiiie et - (29) (29)
Accounts payable and accrued liabilities. ... 10,801 2,056 12,857
DUE 10 OthEr fUNDS.....ei e (717) (219) (936)
Due to pension trust fUNGS.........oooiiiiiii e 7 26 33
Due t0 Other QOVEINMENTS....c..uuiiiiieiiiii et et e e e s 2 4 6
Self iNSUrance labilities. ... ......v i 64 9) 55
COMPENSALEA @DSENCES. .....uuiieieiiii ettt 81 48 129
Other postemployment benefit obligations................ccccooiiiiiiii, 239 711 950
Total AdJUSTMENTS.. ... e 12,716 4,988 17,704
NET CASH PROVIDED BY OPERATING ACTIVITIES......c.ccooiiiiiiiieneeeens $ 6,236 $ 4,761 $ 10,997
Increase in fair value of investments during the fiscal year.........................ooooee. $ - $ 1,486 $ 1,486
Increase in investments from changes in securities lending obligations... - 75 75
Capital asset disposals by SCrapPiNg.........ieeuuueeeereeeeieeeeiee e ee e e e e reeneeeennas (1,284) - (1,284)

There were no other 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 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 post
employment benefit plans and are held by the Commonwealth in a trustee capacity.

PENSION TRUST FUNDS

State Employees’ Retirement System (SERS) — a component unit organization reported as a Pension Trust Fund that administers
and provides retirement, disability, and death benefits to members of the SERS and their beneficiaries.

Deferred Compensation Fund — a pension trust fund administered by the SERS that collects and administers amounts contributed
by Commonwealth employees who defer a portion of their income until future years, in accordance with Internal Revenue Code
Section 457.

Public School Employees’ Retirement System — a component unit organization that administers and provides pension benefits to
public school employees in Pennsylvania.

OTHER EMPLOYEE BENEFIT TRUST FUNDS

Public School Employees’ Retirement System-Postemployment Healthcare — a component unit organization reported as an
employee benefit trust fund that administers and provides retirement, disability, and death benefits to members and their
beneficiaries.

Other Postemployment Benefits Investment Pool — an employee benefit trust fund that holds and invests amounts contributed
by the Commonwealth of Pennsylvania for the sole purpose of providing post retirement healthcare benefits to retired employees
and retired Pennsylvania State Police.
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Commonwealth of Pennsylvania

Combining Statement of Fiduciary Net Position
Pension (and Other Employee Benefit) Trust Funds
June 30, 2014

(Amounts in thousands) Pension (and Other Employee Benefit) Trust
Other
State Employees’ Public School Employees’ Postemployment
Retirement Deferred Retirement System Benefits
System Compensation Postemployment  Investment
(December 31, 2013) (December 31, 2013) Pension Healthcare Pool Total
ASSETS
$ -3 6,850 $ 200,955 $ -8 -3 207,805
Temporary investments.. - 8,121 - - 53,528 61,649
Long-term investments - 74,492 - - 174,060 248,552
Short-term funds 1,568,642 51,528 3,731,369 153,277 - 5,504,816
Corporate obligations 800,839 335,885 1,103,634 - - 2,240,358
Collective trust funds 1,249,802 - 11,795,390 - - 13,045,192
Real estate 3,113,115 - 7,230,493 - - 10,343,608
Alternative 8,196,130 - 13,187,365 - - 21,383,495
Securities lending collateral 211,893 10,001 596,936 - - 818,830
Asset-backed securities 77,380 93,658 733,494 - - 904,532
Commercial paper - - 9,982 - - 9,982
Domestic equities.. 5,440,420 1,175,026 6,675,218 - - 13,290,664
International equities........... 4,092,691 152,926 4,176,239 - - 8,421,856
International private debt securities - - 309,766 - - 309,766
International public debt securities.... 316,618 11,747 870,795 - - 1,199,160
Mortgage-backed securities... 530,793 398,763 1,006,240 - - 1,935,796
Private placements......... 436,712 2,872 - - - 439,584
Repurchase agreements. - - - 98,225 - 98,225
U.S. Treasury obligations 1,726,087 373,041 1,342,099 - - 3,441,227
U.S. government agency debt securities.................... 128,108 74,920 303,565 - - 506,593
Receivables (net):
INvVestment iNCOME..........ccceevviiiiiiieiiii e 54,881 12 238,202 - - 293,095
Interest on notes and loans - - - - 502 502
Pension contributions......... - 4,939 897,860 37,778 - 940,577
Investment sale proceeds............ccccoecuiiiieeiiiiiinnns 108,835 - 189,746 - - 298,581
Other. .o 3,114 176 454 22,202 - 25,946
Due from other funds........ 6,607 - 3,269 - - 9,876
Due from pension trust funds.. - - 133 - - 133
Due from component units...... 25,234 - - - - 25,234
Due from political subdivisions..............cccceevriuviereennn. 18,255 - - - - 18,255
Due from other governments.............cccccoeeiiiiiieeeenne - - - 16,386 - 16,386
Depreciable or amortizable capital assets:
Machinery and equipment.. . - - 12,595 - - 12,595
Intangible assets - - 34,336 - - 34,336
Less: accumulated depreciation and amortization.. - - (24,080) - - (24,080)
Net depreciable or amortizable capital assets............ - - 22,851 - - 22,851
TOTAL ASSETS. ..o 28,106,156 2,774,957 54,626,055 327,868 228,090 86,063,126
LIABILITIES
Accounts payable and accrued liabilities..................... 55,108 1,338 95,585 2,080 90 154,201
Investment purchases payable................cccceeeeinie 437,853 - 421,138 - - 858,991
Securities lending obligations 219,039 10,001 596,936 - 53,450 879,426
Due to other funds - 4 485 - - 489
Due to pension trust funds...........cceeeeeeiniiiieeiennnnnns - 107 175 - - 282
Other liabilities.........ooeiiiiiiiereee s - - 531,621 43,979 - 575,600
TOTAL LIABILITIES.....ccooiiiiiiiiiiiii 712,000 11,450 1,645,940 46,059 53,540 2,468,989
NET POSITION
Held in trust for:
Pension benefits..........cccccvviiiiiiiiiiiiiii 27,394,156 - 52,980,115 - - 80,374,271
Postemployment healthcare benefits... - - - 281,809 174,550 456,359
Employee salary deferrals - 2,763,507 - - - 2,763,507
TOTAL NET POSITION $ 27,394,156 $ 2,763,507 $ 52,980,115 $ 281,809 $ 174,550 $ 83,594,137
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Commonwealth of Pennsylvania

Combining Statement of Changes in Fiduciary Net Position
Pension (and Other Employee Benefit) Trust Funds

For the Fiscal Year Ended June 30, 2014

(Amounts in thousands) Pension (and Other Employee Benefit) Trust
Other
State Employees’ Public School Employees' Postemployment
Retirement Deferred Retirement System Benefits
System Compensation Postemployment Investment
(December 31, 2013) (December 31, 2013) Pension Healthcare Pool Total
ADDITIONS:
Pension contributions:
Employer.. $ 794,911 $ -3 1,992,084 $ 155,627 $ 740,000 $ 3,682,622
Employee. 351,968 127,008 966,926 257,740 - 1,703,642
Transfer in from other plans. - 59,527 - - - 59,527
Total contributions 1,146,879 186,535 2,959,010 413,367 740,000 5,445,791
Investment income:
Net appreciation/(depreciation) in
fair value of investments. 3,476,349 288,367 6,024,512 (651) 22,144 9,810,721
Interest income.... 120,815 30,032 235,211 1,007 8 387,073
Dividend income 204,214 - 284,808 - 4,000 493,022
Rental and other income 99,982 - 1,016,803 - 283 1,117,068
Total investment activity income.... 3,901,360 318,399 7,561,334 356 26,435 11,807,884
Less: investment expenses
Investment activity expense. (181,042) (3,413) (482,141) (95) - (666,691)
Net investment earnings 3,720,318 314,986 7,079,193 261 26,435 11,141,193
Securities lending activities:
Income.... 4,326 8 19,859 - - 24,193
Expenses. (606) (1) (1,291) - - (1,898)
Total securities lending income... 3,720 7 18,568 - - 22,295
Total net investment income.. 3,724,038 314,993 7,097,761 261 26,435 11,163,488
TOTAL ADDITIONS 4,870,917 501,528 10,056,771 413,628 766,435 16,609,279
DEDUCTIONS:
Benefit payments 2,833,676 67,739 6,028,795 363,950 740,000 10,034,160
Refunds of contributions 10,609 - 22,823 - - 33,432
Transfers to other plans. - 98,682 1,887 - - 100,569
Administrative expenses 21,811 225 38,712 28,005 7 88,760
Other expenses - 3,088 - - 448 3,536
TOTAL DEDUCTIONS......ooiiviiiieieeceeete et eee e enees 2,866,096 169,734 6,092,217 391,955 740,455 10,260,457
CHANGE IN PLAN NET POSITION HELD IN TRUST FOR:
Pension benefits 2,004,821 - 3,964,554 - - 5,969,375
Postemployment healthcare benefits - - - 21,673 25,980 47,653
Employee salary deferrals...........cccooveieiiieiiieenieeeee s - 331,794 - - - 331,794
TOTAL CHANGE IN PLAN NET POSITION HELD IN TRUST 2,004,821 331,794 3,964,554 21,673 25,980 6,348,822
Net position, July 1, 2013 25,389,335 2,431,713 49,015,561 260,136 148,570 77,245,315
Net position, June 30, 2014.... $ 27,394,156 $ 2,763,507 $ 52,980,115 $ 281,809 $ 174,550 $ 83,594,137
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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.

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. Although not yet determined, the actual amounts to
be paid based on the amount of the remaining assets are expected to be less than the amounts actually claimed by creditors,
policyholders, and stockholders.

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.

Allegheny Regional Asset District Sales and Use Tax Fund — to collect an additional 1% sales tax remitted by Allegheny County
business entities to the Department of Revenue, as established per Act 1993-77. On a monthly basis, the Treasury Department
distributes the fund balance to qualified County entities in accordance with the requirements of the Act.

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 a two percent premium tax received from foreign (out-of-state) casualty insurance
companies conducting business in the Commonwealth, 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 eight individual agency funds.

There are a total of fifteen individual agency funds.
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Commonwealth of Pennsylvania

Combining Statement of Fiduciary Assets and Liabilities

Agency Funds
June 30, 2014

(Amounts in thousands)

ASSETS

Cash with fiscal agents..........ccccovveevveeivennnns
Temporary investments..
Long-term investments.....
Receivables (net):

ACCOUNTS...eeiiiieeeie e

Investment income............
Investment sale proceeds..
Advances to other funds.......
Other aSSetS.......ucvvveeieeeiiieeeeeeeeeee e e e eeeennnns
TOTAL ASSETS....iiiiiiiieeeeeeeeeee e

LIABILITIES

Accounts payable and accrued liabilities.........
Investment purchases payable......................
Securities lending obligations.............cccccee...
Due to political subdivisions..............c...cuu....
Due to other governments
Compensated absence liability...........cccccceu....
Self insurance liabilities.................ccccvvvvnnenne
Other postemployment benefit obligations.....
Other liabilities. .........cccooeiiiiiieeeeeeeeeen

TOTAL LIABILITIES.......cooiiviiiieeens

Allegheny
Medical Regional Asset Underground
Care Availability  District Storage Fire Agency Total
Statutory & Reduction Sales and Tank Municipal Insurance Custodial Agency
Liquidator of Error Use Tax Indemnification Pension Aid Tax Accounts Other Funds
- $ 723 137 2,104 $ 35 - 12,075 578 15,652
31,164 - - - - - - - 31,164
109,832 194,932 14,823 17,420 264,131 84,092 19,958 37,833 743,021
2,886,033 63,493 - 179,857 - - - - 3,129,383
- - 14,241 - - - - 17,878 32,119
21,004 - - 14,235 - - 4,539 2 39,780
12,453 25 1 742 35 - - 3 13,259
4,067 - - 297 - - - - 4,364
- - - 67,500 - - - - 67,500
4,128,785 - - - - - 1,010 - 4,129,795
$ 7,193,338 $ 259,173 29,202 $ 282,155 $ 264,201 84,092 37,582 56,294 $ 8,206,037
25 $ 143,010 865 9,819 $ 10,089 1 11,559 4,253 179,621
7,152 - - 1,206 - - - - 8,358
1,995 1,814 - 7,129 - - - - 10,938
- - 28,337 38 254,112 84,091 - 47,898 414,476
- 4 - 1 - - - - 5
- 371 - 54 - - - - 425
- 293 - 65 - - - - 358
- 1,188 - 197 - - - - 1,385
7,184,166 112,493 - 263,646 - - 26,023 4,143 7,590,471
$ 7,193,338 $ 259,173 29,202 $ 282,155 $ 264,201 84,092 37,582 56,294 $ 8,206,037



Commonwealth of Pennsylvania

Combining Statement of Changes in Fiduciary Assets and Liabilities
Agency Funds

For the Fiscal Year Ended June 30, 2014

(Amounts in thousands) Balance Balance
July 1, 2013 Additions Deductions June 30, 2014

STATUTORY LIQUIDATOR FUND

ASSETS
Cash with fiscal agents..................ccc $ 39,330 $ 1,320,591 $ 1,328,757 $ 31,164
Temporary inVestMeNntS.........cccoveiviiiiiiiieeiiieeeieeeinns 205,216 109,832 205,216 109,832
Long-term investments........c.ccevvviiieeiiieeii e 2,961,196 2,453,383 2,528,546 2,886,033
Receivables (net):
ACCOUNTS. ..t e et e e e 23,801 21,929 24,726 21,004
Investment INCOME.........ccuuiiiiiiiieieiie e 12,551 57,403 57,501 12,453
Investment sale proceeds..........cceeveeeevvneiieeinnnnnn, 16,806 122,281 135,020 4,067
OLher @SSetS. ... .oieiei et 4,249,696 484,662 605,573 4,128,785
TOTAL ASSETS ..o $ 7,508,596 $ 4,570,081 $ 4,885,339 $ 7,193,338
LIABILITIES
Accounts payable and accrued liabilities................... $ - 8 25 3 - % 25
Investment purchases payable................ccooeevieennnns 4,811 194,007 191,666 7,152
Securities lending obligations............ccccccevviiiiiinnee. 1,718 1,995 1,718 1,995
Other liabilities. ....... ..o, 7,502,067 7,184,166 7,502,067 7,184,166
TOTAL LIABILITIES ..o $ 7,508596 $ 7,380,193 $ 7,695,451 $ 7,193,338
MEDICAL CARE AVAILABILITY AND
REDUCTION OF ERROR FUND
ASSETS
CaSH. .. $ 1,160 $ 1,377,820 $ 1,378,257 $ 723
Temporary inVestmMentsS.........ccoovevvieiniieieeiiieeeeeeennns 161,299 293,931 260,298 194,932
Long-term investments..........ccoevueeeevneevneeieeeieeeenn, 57,332 63,497 57,336 63,493
Receivables (net):
Investment iNCOME..........cuuiiiiiiiiiiieiie e 23 26 24 25
TOTAL ASSETS ..o $ 219,814 $ 1,735274 $ 1,695915 $ 259,173
LIABILITIES
Accounts payable and accrued liabilities................... $ 155463 $ 756,015 $ 768,468 $ 143,010
Securities lending obligations............ccccccovviiiiiinnee. 1,562 1,814 1,562 1,814
Due to other funds. ..., - 111 111 -
Due to political subdiviSions............cccoevvvveviiieiiiennnnns - 22 22 -
Due to other governments..........ccceeeveeeveeiineennnnnnn, 4 12 12 4
Compensated absence liability............ccccocoeveeniiennnni. 373 371 373 371
Self insurance liabilities..............ooooiiiiiiii . 327 293 327 293
Other postemployment benefit obligations................ 1,058 1,203 1,073 1,188
Other liabilities. .......ooieeeiii e 61,027 191,466 140,000 112,493
TOTAL LIABILITIES ..o $ 219814 $ 951,307 $ 911,948 3 259,173
(continued)
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Commonwealth of Pennsylvania

Combining Statement of Changes in Fiduciary Assets and Liabilities
Agency Funds (continued)

For the Fiscal Year Ended June 30, 2014

(Amounts in thousands) Balance Balance
July 1, 2013 Additions Deductions June 30, 2014

ALLEGHENY REGIONAL ASSET DISTRICT
SALES AND USE TAX FUND

ASSETS
CaSH. et $ 93 $ 939,887 $ 939,843 % 137
Temporary iNVeStMEeNtsS.........ccuevvvveviieeeeiineereeieeeeens 15,085 189,797 190,059 14,823
Receivables (net):
I YT 10,464 14,240 10,463 14,241
Investment iNCOME..........coviiiiiiiiiiii e 1 1 1 1
TOTAL ASSETS ..ot $ 25,643 $ 1,143,925 $ 1,140,366 $ 29,202
LIABILITIES
Accounts payable and accrued liabilities................... $ 170 $ 865 % 170 $ 865
Due to political subdivisions...........c.c..ccevveveeiiiineennn. 25,473 12,912 10,048 28,337
TOTAL LIABILITIES ..o $ 25,643 $ 13,777  $ 10,218 $ 29,202

UNDERGROUND STORAGE TANK
INDEMNIFICATION FUND

ASSETS

CaSh.c e $ - $ 737,217 $ 735113 % 2,104
Temporary inVeStMents.........c.cevvvveviieeeeiineereiieeeenns 33,524 126,553 142,657 17,420
Long-term investments.........coevevvieeeeiiineeeiieeeeeeiennn 143,442 152,069 115,654 179,857

Receivables (net):
ACCOUNTS. ..ttt 14,118 14,235 14,118 14,235
INvestment iNCOME..........ooviiiiiiiiiiii e 745 742 745 742
Interest on notes and 10ans...........ccooveevieiiiiinnnnnn. - 1,488 1,488 -
LOANS. ..t - 1,186 1,186 -
Investment sale proceeds........c.covvveeeveiiiieneiinnennns 522 297 522 297
Advances to other funds............ccccvviiiiiiiiiiieininnnnn. 67,500 - - 67,500
TOTAL ASSETS ..o $ 259,851 $ 1,033,787 $ 1,011,483 $ 282,155

LIABILITIES
Accounts payable and accrued liabilities................... $ 13,078 $ 166,175 $ 169,434 % 9,819
Investment purchases payable.........ccccocevvvivevennnnnn. 445 1,206 445 1,206
Securities lending obligations.............ccccoeiiiiiiinen, 14,368 7,129 14,368 7,129
Due to other funds............coviiiiiiiiiiiiie - 464 464 -
Due to political subdivisions...........c..cccueveeviiineeennnnn. 3 212 177 38
Due to other governments........cccoeveeeeeeeeeineeennnenns 1 29 29 1
Compensated absence liability...........cccocoevvvineennnnn.. 46 54 46 54
Self insurance liabilities............ccovvviiiiiiiiieeeee 74 65 74 65
Other postemployment benefit obligations................ 171 200 174 197
Other liabilities. .........oveiiiiiiiii e, 231,665 31,981 - 263,646
TOTAL LIABILITIES ..o $ 259,851 $ 207,515 $ 185211 B 282,155
(continued)
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Commonwealth of Pennsylvania

Combining Statement of Changes in Fiduciary Assets and Liabilities

Agency Funds (continued)
For the Fiscal Year Ended June 30, 2014

(Amounts in thousands)

MUNICIPAL PENSION AID FUND
ASSETS

Temporary iNVEStMENTS. .........uueueeeuneeniiiinnns
Receivables (net):

LIABILITIES
Accounts payable and accrued liabilities...................
Due to other funds...........cooviiiiiiiiiiiie
Due to political subdivisions............ccccoevvvviiieiiniinnnns
TOTAL LIABILITIES ..o

FIRE INSURANCE TAX FUND
ASSETS

Temporary iNVESTMENTS. .........uuuuerueeenenniiniinnnenennnanns
Receivables (net):

ACCOUNTS. . ettt e e e e e eeneaenas
Due from other funds..........ccooeviviiiiiiiiiiceeeeens
TOTAL ASSETS ..o

LIABILITIES
Accounts payable and accrued liabilities...................
Due to political subdivisions............cccccevvveeeeiinineennn.
TOTAL LIABILITIES ..o,

AGENCY CUSTODIAL ACCOUNTS
ASSETS

Temporary iNVeStMEeNtS.........ccuevvvvevnieeeeiineerenieeeeens
Receivables (net):
ACCOUNTS. ...t e e eas
Other aSSetS......uiiiiiiiieeiiie e
TOTAL ASSETS ..o

LIABILITIES
Accounts payable and accrued liabilities...................
Other liabilities. .......ovieiiiiiiiii e,
TOTAL LIABILITIES ..o

Commonwealth of Pennsylvania
WWw.pa.gov

Balance
July 1, 2013

Additions

Deductions

Balance
June 30, 2014

$ 34 $ 2,866,484 $ 2,866,483 $ 35
264,455 515,764 516,088 264,131
1,853 5,331 7,184 -
40 35 40 35
- 7,184 7,184 -
$ 266,382 $ 3,394,798 $ 3,396,979 $ 264,201
$ - $ 21,755 $ 11,666 $ 10,089
- 21 21 -
266,382 289,676 301,946 254,112
$ 266,382 $ 311452 $ 313,633 $ 264,201
$ 34 $ 838548 $ 838582 $ -
88,064 155,549 159,521 84,092
844 2,428 3,272 -
- 3,272 3,272 -
- 844 844 -
$ 88,942 $ 1,000,641 $ 1,005491 $ 84,092
$ - $ 1 3 - $ 1
88,942 4,851 84,091
$ 88,942 $ 1 3 4851 % 84,092
$ 12,528 % 2534 $ 2,987 % 12,075
20,769 168 979 19,958
6,753 58 2,272 4,539
966 56 12 1,010
$ 41,016 $ 2816 $ 6,250 $ 37,582
$ 11,201 % 606 $ 248 % 11,559
29,815 2,127 5,919 26,023
$ 41,016 $ 2,733 $ 6,167 $ 37,582
(continued)
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Commonwealth of Pennsylvania

Combining Statement of Changes in Fiduciary Assets and Liabilities

Agency Funds (continued)
For the Fiscal Year Ended June 30, 2014

(Amounts in thousands)

OTHER FUNDS
ASSETS

Temporary iNVEStMENTS. .........uueueeeeeeiniiiiinnnnns
Receivables (net):

Accounts.......

INVEStMENT INCOME.......covnieiieeeeeeeee e

TOTAL ASS

LIABILITIES

ETS o

Accounts payable and accrued liabilities...................
Due to other fuNds...........ovviiiiiiiiiii

Due to political
Other liabilities

SUDAIVISIONS......oiviieiieeieee e

TOTAL LIABILITIES ...

TOTAL — AGENCY FUNDS

ASSETS

Cash with fiscal agents........c.coovveiieeiiiiiiiiieeceeeees
Temporary iNVEStMENTS. ..........ueuerreeeeneniinniinnnnnnns
Long-term investments..........ccoeeeeeeeeeeeeeieeeeeeeeeee,
Receivables (net):

Investment sale proceeds.........coovvvveveeeeiiieeeinnnnens
Due from other funds............ccoviveiiiiieiieeeeeeans
Advances to other funds............coeveiieiiiiiiiiee.

Other assets....

TOTAL ASS

LIABILITIES

ETS o

Accounts payable and accrued liabilities...................
Investment purchases payable.........ccccocevvvivevennnnnn.

Securities lendi

ng obligations.........ccccevveveveiiinerrennnnn.

Due to other funds..........coceuiiviiiiiiieeeeeeeeas

Due to political

SUDAIVISIONS.....cueiveeniieeiee e,

Due to other governments.............eeveeeeeeeveveveeeeeeenns
Compensated absence liability...........ccccovevvveieeennnnn..
Self insurance liabilities. ..o
Other postemployment benefit obligations................

Other liabilities

TOTAL LIABILITIES ...

Commonwealth of Pennsylvania
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Balance
July 1, 2013

Additions

Deductions

Balance
June 30, 2014

$ 256 $ 4,000,078 $ 3,999,756 $ 578
38,122 706,987 707,276 37,833
16,646 17,879 16,647 17,878

1 1 - 2

3 4 4 3

$ 55028 $ 4,724,949 $ 4,723,683 $ 56,294
$ 285 $ 74142 $ 70,174 $ 4,253
- 129 129 -

50,731 54,547 57,380 47,898
4,012 131 - 4,143

$ 55028 $ 128049 $ 127,683 $ 56,294

$ 14,105 $10,762,568 $10,761,021 $ 15,652
39,330 1,320,591 1,328,757 31,164
826,534 2,098,581 2,182,094 743,021

3,161,970 2,668,949 2,701,536 3,129,383
29,807 39,878 37,566 32,119
44,673 39,495 44,388 39,780
13,363 58,211 58,315 13,259

- 1,488 1,488 -
- 1,186 1,186 -
17,328 122,578 135,542 4,364
- 8,028 8,028 -
67,500 - - 67,500

4,250,662 484,718 605,585 4,129,795

$ 8,465,272 $17,606271 $17,865506 $ 8,206,037

$ 180,197 $ 1,019,584 $ 1,020,160 $ 179,621
5,256 195,213 192,111 8,358
17,648 10,938 17,648 10,938

- 725 725 -

431,531 357,369 374,424 414,476

5 41 41 5

419 425 419 425

401 358 401 358

1,229 1,403 1,247 1,385
7,828,586 7,409,871 7,647,986 7,590,471

$ 8,465,272 $ 8,995,927 $ 9,255,162 $ 8,206,037
(concluded)
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Comprehensive Annual Financial Report
For the Fiscal Year Ended June 30, 2014

Discretely Presented
Component Units
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NONMAIJOR 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 — 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 — assists the primary government (PG) and other governmental entities in
financing a shipbuilding facility at the former Philadelphia Naval Shipyard. The Philadelphia Shipyard Development Corporation
has a December 31, 2013 fiscal year end.

Ben Franklin Technology Development Authority — promotes economic development through interaction of technology
development, modernization and training programs. Industrial resource centers and technology centers, established through the
Ben Franklin Technology Development Authority increase Pennsylvania business competitiveness.

Pennsylvania Higher Educational Facilities Authority — 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.

Port of Pittsburgh Commission — promotes economic development throughout waterways in southwestern Pennsylvania by
constructing and/or financing transportation and recreation facilities.

Pennsylvania Industrial Development Authority — 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.

Pennsylvania Convention Center Authority — operates the Pennsylvania Convention Center located in the City of Philadelphia.

Thaddeus Stevens College of Technology (College) — is a two year technical college that prepares students for skilled employment
in a diverse, ever-changing workforce. The College offers a two year degree or nine month certificate, in twenty two different
programs of study. The Commonwealth appropriates monies for College operations.

Pennsylvania Energy Development Authority (PEDA) — finances clean, advanced energy projects in Pennsylvania. Pennsylvania
projects that could potentially qualify for funding from the PEDA include solar energy, wind, low-impact hydropower, geothermal,
biomass, landfill gas, fuel cells, IGCC, waste coal, coal-mine methane, and demand management measures. The PEDA presently
can award grants, loans, and loan guarantees.

Pennsylvania eHealth Partnership Authority — promotes and maintains a health information exchange that complies with Federal
and State law.

There are a total of sixteen discretely presented component units (DPCU). The Pennsylvania Turnpike Commission, Pennsylvania
Housing Finance Agency, Pennsylvania Higher Education Assistance Agency, Pennsylvania Infrastructure Investment Authority,
and State System of Higher Education are reported as major DPCU’s. The Pennsylvania Economic Development Financing
Authority is not reported because the only activities for this component unit involve conduit debt.
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Commonwealth of Pennsylvania
Combining Statement of Net Position
Nonmajor Discretely Presented Component Units
June 30, 2014

(Amounts in thousands)

ASSETS
Current assets:

Temporary investments..

Receivables (net):
Accounts
Investment income.........
Interest on notes and loans

Due from primary government.
Due from Federal government.
Inventory.........cccceeeeeniennnns
Prepaid and deferred expenses

Total CUIrent aSSets ........ccovvveriiiiniieis i

Noncurrent assets:
Restricted cash
Long-term investments...
Receivables (net):

Construction in progress..
Depreciable or amortizable capital assets:
Land improvements
Buildings and building improvements..
Machinery and equipment...
Library books
Intangible assets
Less: accumulated depreciation and amortization
Net depreciable or amortizable capital assets
Other @SSEtS.......ooiviiiiiiiiiii e
Total NONCUITENT @SSELS .....vvveiiieeaiiieeeiiieeeiee e
TOTAL ASSETS...iiiiiiiiiiiiiriiiiiiiii s

DEFERRED OUTFLOWS OF RESOURCES
TOTAL DEFERRED OUTFLOWS OF RESOURCES.............

LIABILITIES
Current liabilities:
Accounts payable and accrued liabilities.....................cccee.
Securities lending obligations.............cccooiiiiiiiiiiiiiiieeeeeee
Due to primary goVernMeNt............cevveeerveerieeerirreenreeeneeeens
Due to political SubdiViSIONS............ccooiiiiiiiiiiiiiiiiiieeeieeees
Due to other governments.
Interest payable............coooiiiiiiiiiiiiiee e
Unearned revenue
Revenue bonds payable..
Compensated absences.....
Other postemployment benefit obligations..
Other liabilities. ..........ccuuiiiiii
Total current liabilities............cocvviiiiiiiiiii e

Non-current liabilities:
Revenue bond payable
Compensated absences.. .
Other postemployment benefit obligations.............ccccceevvnine
Other liabilities
Total non-current liabilities.
TOTAL LIABILITIES.......

NET POSITION
Net investment in capital assets..............ccccveeiiiiiiiiieeciiiiiees
Restricted for:

Health-related programs..
Debt service
Economic development.
Higher education....
Other purposes
Unrestricted/(Deficit)...
TOTAL NET POSITION

Commonwealth of Pennsylvania
WWw.pa.gov

Philadelphia

Pennsylvania

State Public Ben Franklin Higher
School Development Technology Educational Port of
Building Corporation Development Facilities Pittsburgh
Authority (December 31, 2013) Authority Authority Commission
$ - $ 1,622 $ - $ -8 -
3,544 - 8,518 - 2,757
1 - - - 1
80 - 1 - -
20 - - -
2,748 - - - -
- - - - 94
- 17 - - -
6,393 1,639 8,519 - 2,852
21,985 - - - -
3,200 - 21,349 - .
- 161 - - -
342 2 - - 2,114
- - - - 33
(321) - - - (1,199)
21 2 - - 948
- 15,321 - - -
25,206 15,484 21,349 - 948
31,599 17,123 29,868 - 3,800
77 - 284 - 163
- - 2 - 6
- - - - 9
34 - - - -
47 - - - -
158 - 286 - 178
- - - - 2,000
64 - - - 105
306 - 74 - 128
219 15,321 - - -
589 15,321 74 - 2,233
747 15,321 360 - 2,411
21 163 - - (1,068)
- 1,639 29,508 - 2,457
30,831 - - - -
$ 30,852 % 1,802 % 29,508 % - $ 1,389
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Pennsylvania

Pennsylvania

Thaddeus

Pennsylvania Pennsylvania

Industrial Convention Stevens Energy eHealth
Development Center College of Development Partnership
Authority Authority Technology Authority Authority Total
$ 244 $ 44,883 % 7,945 % -8 -8 54,694
220,967 - - 516 2,223 238,525
- 1,742 104 - - 1,848
- - - - - 81
521 - - - - 541
36,339 - - 104 - 39,191
- - 1,105 - - 1,105
- 125,437 - - 2,000 127,437
- - - - 8,567 8,661
- - 613 - - 613
- 1,091 84 - - 1,192
258,071 173,153 9,851 620 12,790 473,888
- - 891 - - 891
- - 2,252 4,978 - 29,215
259,557 - - 78 - 284,184
- 994 - - - 1,155
- 2,786 20 - - 2,806
- - 1,767 - - 1,767
- 759,548 531 - - 760,079
- 164,573 4,480 - - 171,511
- - 536 - - 536
- - - - - 33
- (253,442) (4,881) - - (259,843)
- 670,679 2,433 - - 674,083
453 2,327 930 - - 19,031
260,010 676,786 6,526 5,056 - 1,011,365
518,081 849,939 16,377 5,676 12,790 1,485,253
3,650 - - - - 3,650
208 8,654 1,773 3 145 11,307
- - - 142 - 142
- - - 1 8,567 8,576
- - - - - 9
- - - - 3 3
6,026 - - - - 6,026
- 1,514 129 - - 1,643
21,105 - - - - 21,105
- - 332 - 9 375
- 275 - - - 275
- 154 - - - 201
27,339 10,597 2,234 146 8,724 49,662
235,271 - - - - 237,271
- - 1,634 - 42 1,845
- 3,678 2,524 2 - 6,712
- 123,044 65 - - 138,649
235,271 126,722 4,223 2 42 384,477
262,610 137,319 6,457 148 8,766 434,139
- 674,459 2,453 - - 676,028
- - - - 4,024 4,024
56,245 - - - - 56,245
- 38,161 - 5,528 - 77,293
- - 7,467 - - 7,467
- - - - - 30,831
202,876 - - - - 202,876
$ 259,121 % 712,620  $ 9,920 $ 5528 $ 4,024 $ 1,054,764
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Commonwealth of Pennsylvania
Combining Statement of Activities
Nonmajor Discretely Presented Component Units
For the Fiscal Year Ended June 30, 2014

(Amounts in thousands) Philadelphia Pennsylvania
State Public Shipyard Ben Franklin Higher
School Development Technology Educational
Building Corporation Development Facilities
Authority (December 31, 2013) Authority Authority
EXPENSES. ..cvvitiiiiiiieeeeee e e e e e e e e e ettt e e e e e e aaaas $ 1,418 % 400 $ 19,346 $ 1,352
Program revenues:
Charges for goods and ServiCes............cceeveeeeevnnnns 1,468 - 1,794 1,352
Operating grants and contributions......................... 405 4 14,550 -
Capital grants and contributions...............ccccueeeeee. - - - -
Total program revVeNUES..........cc.ceevvneeiineennnannn, 1,873 4 16,344 1,352
Change in net position...........c.ccccoeevvieennennn, 455 (396) (3,002) -
Net position, July 1, 2013 (restated)................ 30,397 2,198 32,510 -
Net position, June 30, 2014...........ccoevvvrvueeennnn, $ 30,852 % 1,802 $ 29,508 $ -
Commonwealth of Pennsylvania 218 Governor's Office of the Budget

WWW.pa.gov www.budget.state.pa.us



Pennsylvania Pennsylvania Thaddeus Pennsylvania Pennsylvania

Port of Industrial Convention Stevens Energy eHealth
Pittsburgh Development Center College of Development Partnership

Commission Authority Authority Technology Authority Authority Total

1,700 $ 11,567 $ 73,160 $ 19,248 $ 42 % 10,261 % 138,494

3 10,713 15,308 7,632 9 465 38,744

555 119 29,812 12,805 560 12,020 70,830

- - 29,478 - - - 29,478

558 10,832 74,598 20,437 569 12,485 139,052

(1,142) (735) 1,438 1,189 527 2,224 558

2,531 259,856 711,182 8,731 5,001 1,800 1,054,206

1,389 % 259,121  §$ 712,620 % 9,920 ' $ 5,528 $ 4,024 $ 1,054,764
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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 position, changes in net position, fund balance, and changes in
fund balance.

Table 1-Net POSItion DY COMPONENT........c.iiiiiiiiiic et b s et
Table 2-Changes iN NET POSITION ..........cuiiiiieee ettt ste e te e s e sbearees sreentesreeneentesneenee e
Table 3-Governmental Fund Type FUN BalANCES ..........coiiiiiiiiiii e
Table 4-Revenues by Source and Expenditures by Function-All Governmental Fund Types ..........c.ccocvvrennne.

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
three largest tax types is contained within these tables. Personal income, sales, and corporation taxes
account for 76% of all general revenues for the June 30, 2014 fiscal year (as reported in the Statement of
Activities).

Table 5-Personal Income Tax-Personal INcome BY INAUSTIY .......ccoiveiiiiiieic e
Table 6-Personal Income Tax-Personal Income Tax Filers and Liability by Income Level ...........cccocoviievinnene.
Table 7-Sales Tax-Estimated Taxable Sales by Industry Classification of the Vendor ............c.ccoccoovivieieiennn.
Table 8-Sales Tax-Sales Tax Remittances by Major Industry Classification .............cccovvrinineniieininiee
Table 9-Corporate Tax-Corporate Net INCOME TAX.......civeiiiiiieieieeie et ee et ste et esteenee e nreeneeee e
Table 10-Corporate Tax-Capital Stock/FOreign FranChiSe TaX .........ccovviveiereiieeieie e e

Debt Capacity

These tables contain information on the Commonwealth’s debt burden as well as information about the
Commonwealth’s ability to issue additional debt.

Table 11-Outstanding Debt and Outstanding DEDT RALIOS ..........ccvveiieiieiie e
Table 12-Ratios of General Obligation Bonded Debt OUEStanding..........cccvevveveiiciieii i
Table 13-Computation of Legal DEDT MAIGIN .........cviiiiiciiie st e

Demographic and Economic Information

These tables contain information on the socioeconomic environment in which the Commonwealth
operates.

Table 14-Employment by Nonfarm Related INAUSTIY ..........oviiiiiiieiie e e
Table 15-Population and Per Capita Personal INCOME ..........cooiiiiiiie et
Table 16-Employment INFOIMALION. ..........ciiiiiiie ettt ee e s e neesne e e

Operating Information

These tables provide information about the Commonwealth’s operations and resources and assist in
relating financial statement information to the Commonwealth’s economic condition.

Table 17-Commonwealth Employees by FUNCLION and AGENCY........coeiviiieieie et
Table 18-Operating Indicators by FUNCION @Nd AGENCY ......ccviiieiiiiiieie sttt e
Table 19-Capital Asset Information by FUNCEION @N AQENCY ......oiviiviiiiiiieiiisi e e
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Commonwealth of Pennsylvania

Financial Trends

Table 1

Net Position by Component

Last Ten Fiscal Years as of June 30

(Accrual basis of accounting-amounts in thousands)

2005 2006 2007 2008 (4) 2009 (4) 2010 2011 2012 (5) 2013 (5™ 2014 (7)

GOVERNMENTAL ACTIVITIES (1)
Net investment in capital assets...............ccc..... $ 18,258,125 $ 19,068,573 $ 20,015,677 $ 21,482,118 $ 22,821,832 $ 24,102,905 $ 25,352,588 $ 26,580,581 $ 27,774,808 $ 28,344,818
Restricted for:

General government operations (2)(6)... N/A N/A N/A N/A N/A N/A 672,834 - 1,739 -
Health-related programs 1,215,291 1,320,703 1,454,502 1,410,932 1,291,318 1,048,684 61,785 18,977 18,830 16,982
Transportation 990,743 1,578,753 1,266,928 1,520,801 1,342,189 1,318,358 1,000,129 670,168 352,317 298,733
Capital projects.... 173,790 196,301 213,556 - - 11 - - - -
Debt service 83,885 8,118 20,474 27,458 16,834 46,853 - - - -
Unemployment/worker's compensation............ - 29,754 104,579 120,181 125,515 301,372 367,006 427,934 499,547 528,908
Elderly programs...........ccceevveevieeiieeiniiininnenns 92,531 32,327 10,808 38,264 62,183 50,213 - - - -
Environmental and conservation programs 420,600 435,976 473,210 457,726 529,274 592,672 331,102 565,891 512,807 551,972
Economic development (3)........ccevvvvvveveeivnnnnns N/A 18,171 16,217 22,530 23,576 25,312 - - - -
Gaming licensing/regulation (3).........cccccveeveeuns N/A 2,128 299,396 947,145 917,466 771,616 720,578 725,468 709,348 651,467
Correctional industries and procurement (3). N/A 133,934 30,348 46,541 37,701 49,467 62,868 71,095 52,287 38,976
Emergency Support (3).......coceerverveniienineninenns N/A 56,543 60,917 58,063 57,324 58,209 51,926 46,793 52,178 50,535
Higher education (3)............uvvvvvvvvvevvrrinennnnnnns N/A N/A N/A 7,023 8,985 7,715 - - - -
Other purposes (3). . 303,409 82,770 87,077 88,580 58,842 55,616 40,078 35,614 35,626 57,614
Unrestricted (deficit).........ccocvevveriiniiininiiiiens (739,160) (372,089) 343,162 (648,689) (4,053,146) (4,881,426) (4,407,594) (5,460,053) (5,685,524) (7,658,746)
TOTAL GOVERNMENTAL
ACTIVITIES NET POSITION........ccccveunnn 20,799,214 22,591,962 24,396,851 25,578,673 23,239,893 23,547,577 24,253,300 23,682,468 24,323,963 22,881,259
BUSINESS-TYPE ACTIVITIES (1)
Net investment in capital assets............c.ccccue.e 46,567 82,694 56,010 72,668 78,561 74,392 84,065 77,259 465,161 489,357
Restricted for:
Health-related programs - 4,814 2,413 1,942 1,059 2,837 2,323 1,340 4,456 5,588
Transportation.. 50,433 52,960 58,085 103,274 103,652 110,987 118,938 121,760 126,986 134,364
Debt service - - - - - - - - 4,199 4,199
Unemployment/worker's compensation.. 1,808,170 2,397,720 2,547,726 2,378,092 342,098 - - - - -
Elderly programs 291,329 325,925 340,836 124,351 - - - - - -
Economic development (3).. N/A 212,792 288,246 299,924 283,012 295,502 304,767 309,636 325,269 333,821
Emergency support (3). N/A 126,505 129,546 132,837 134,685 138,884 144,834 147,747 151,853 156,951
Higher Education . N/A N/A N/A - - - - - 29,009 155,638
Other purposes (3).......cccueevervvereerieereereennnen 450,961 152,629 165,168 126,799 76,573 85,177 94,985 98,203 105,929 147,076
Unrestricted (deficit).........ccocvevvviriiniininiiiiens (43,812) - - (73,973) (403,122) (1,916,364) (2,314,339) (1,913,601) (2,412,444) (1,961,503)
TOTAL BUSINESS-TYPE
ACTIVITIES NET POSITION........ccccveunnnn 2,603,648 3,356,039 3,588,030 3,165,914 616,518 (1,208,585) (1,564,427) (1,157,656) (1,199,582) (534,509)
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Commonwealth of Pennsylvania
Financial Trends

Table 1

Net Position by Component

Last Ten Fiscal Years as of June 30

(Accrual basis of accounting-amounts in thousands)

2005 2006 2007 2008 (4) 2009 (4) 2010 2011 2012 (5) 2013 (5)(7) 2014 (7)
PRIMARY GOVERNMENT (1)
Net investment in capital assets............ccccceeuu. 18,304,692 19,151,267 20,071,687 21,554,786 22,900,393 24,177,297 25,436,653 26,657,840 28,239,969 28,834,175
Restricted for:
General government operations (2)(6)... N/A N/A N/A N/A N/A N/A 672,834 - 1,739 -
Health-related programs 1,215,291 1,325,517 1,456,915 1,412,874 1,292,377 1,051,521 64,108 20,317 23,286 22,570
Transportation.. 1,041,176 1,631,713 1,325,013 1,624,075 1,445,841 1,429,345 1,119,067 791,928 479,303 433,097
Capital projects. 173,790 196,301 213,556 - - 11 - - - -
Debt service 83,885 8,118 20,474 27,458 16,834 46,853 - - 4,199 4,199
Unemployment/worker's compensation.. 1,808,170 2,427,474 2,652,305 2,498,273 467,613 301,372 367,006 427,934 499,547 528,908
Elderly programs 383,860 358,252 351,644 162,615 62,183 50,213 - - - -
Environmental and conservation programs....... 420,600 435,976 473,210 457,726 529,274 592,672 331,102 565,891 512,807 551,972
Economic development (3) N/A 230,963 304,463 322,454 306,588 320,814 304,767 309,636 325,269 333,821
Gaming licensing/regulation (3) N/A 2,128 299,396 947,145 917,466 771,616 720,578 725,468 709,348 651,467
Correctional industries and procurement (3).... N/A 133,934 30,348 46,541 37,701 49,467 62,868 71,095 52,287 38,976
Emergency support (3). N/A 183,048 190,463 190,900 192,009 197,093 196,760 194,540 204,031 207,486
Higher education (3).. N/A N/A N/A 7,023 8,985 7,715 - - 29,009 155,638
Other purposes (3)......ceevuveeriureerieeerireeenneenns 754,370 235,399 252,245 215,379 135,415 140,793 135,063 133,817 141,555 204,690
Unrestricted (defiCit).........cceeviieiriieiniieiieene (782,972) (372,089) 343,162 (722,662) (4,456,268) (6,797,790) (6,721,933) (7,373,654) (8,097,968) (9,620,249)
TOTAL PRIMARY GOVERNMENT
NET POSITION (1).cccoiiiiiiiiiiiiiiiiiiiieien $ 23402862 _$ 25948,001 _$ 27,984,881 _$ 28,744,587 _$ 23,856,411 _$ 22,338,992 _$ 22,688,873 _$ 22,524,812 _$ 23,124,381 _$ 22,346,750

Source: The Commonwealth's Comprehensive Annual Financial Report (CAFR), as presented for the applicable fiscal year. For fiscal years 2005-2012, the information can be found in the Statement of Net Assets. Beginning
with the 2013 fiscal year, the information can be found in the Statement of Net Position.

Notes:

(1)-Beginning with the 2013 fiscal year, the Commonwealth implemented two new GASB standards which affected this table. With the implementation of GASB 61, two component units (Commonwealth Financing Authority and
Philadelphia Regional Port Authority), previously reported as discretely presented component units, are reported as blended component units and are classified as proprietary fund types. Therefore, their net position is reported
within the Business-Type Activities caption. In addition, the Pennsylvania Energy Development Fund was reclassified as a discretely presented component unit. It had been previously reported as part of the General Fund, and
therefore is no longer reported within the Governmental Activities caption. The implementation of GASB 63 resulted in the Commonwealth reporting a Statement of Net Position for the 2013 fiscal year, replacing the Statement
of Net Assets which had been reported in previous fiscal years. For purposes of this table, the implementation of GASB 63 had no effect other than changing the title of this table and the net investment in capital assets caption
title. The purpose of each reported caption did not change with the implementation. These two standards were not retroactively applied to the previous fiscal years; therefore the amounts shown for the 2005-2012 fiscal years
were those reported within the Statement of Net Assets for the applicable fiscal year. For ease of reading this table and the additional notes shown below, net position is interchanged with net assets which were in effect for
fiscal years 2005-2012.

(2)-For the 2011 fiscal year, the caption “General government operations” was created specifically for any net position restrictions reported within that portion of the General Fund not associated with the 38 former Special
Revenue funds which were reclassified as components of the General Fund. In past fiscal years, this portion, if not reported as a deficit, was reported within various net position restriction categories. These changes have not
been retroactively applied to prior fiscal years.

(3)-Since the 2005 fiscal year, additional restricted net position 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 fiscal years prior to the newer creation of the restricted net position category. These categories were created either for new funds or funds previously reported in the "Other purposes” category. The "Gaming
licensing/regulation” category was created for the Gaming Fund, a governmental fund type, which was established in the 2006 fiscal year. Other notable funds being reported in different categories are the Internal Service
funds-reported in the "Correctional industries and procurement" category; Machinery and Equipment Loan Fund and Small Business First Fund (both Proprietary fund types)-reported in the "Economic development" category;
the Volunteer Companies Loan Fund (a Proprietary fund type)-reported in the “Emergency support" category; and the Educational Assistance Program Fund (a component of the General Fund)-reported in the "Higher
education” category.

(4)-In the June 30, 2009 CAFR, the beginning net position balance for Governmental Activities was restated and decreased by $273,654 as of July 1, 2008. Therefore, the ending net position balance (for both Governmental
Activities and Total Primary Government Net position) shown in this table as of June 30, 2008 plus the change in net position shown in Table 2 for the June 30, 2009 fiscal year will differ from the ending net position balance
(for both Governmental and Total Primary Government Net position) shown in this table as of June 30, 2009. Note B in the Notes to the Financial Statements in the June 30, 2009 CAFR provides additional details on this
restatement.

(5)-As a result of the implementation of GASB 61 described in Note 1 above, the beginning net position balance for Governmental Activities and Business-Type Activities was decreased by $6,165 and $273,595, respectively, as
of July 1, 2012. Therefore, the ending net position balance (for Governmental Activities, Business-Type Activities, and Total Primary Government) shown in this table as of June 30, 2012 plus the change in net position shown in
Table 2 for the June 30, 2013 fiscal year will differ from the ending net position balance (for Governmental Activities, Business Type Activities and Total Primary Government) shown in this table as of June 30, 2013. Note B in
the Notes to the Financial Statements in the June 30, 2013 CAFR provides additional details on this restatement.

(6)-For the 2011 fiscal year, balances in the amount of $672,834 related to the grant ledgers were reported as restricted. For the 2012 fiscal year, those balances were reported as unrestricted/(deficit).

(7)-For the 2014 fiscal year, the Commonwealth implemented GASB Statement 65 requiring the deferral of resources. With the imlementation of GASB 65, the beginning net position for Governmental Activites, Business Type
Activities and Total Primary Government Net Position was restated and decreased by $31,614, $34,565, and $66,179, respectively, as of July 1, 2013.  Therefore, the ending net position balance (for Governmental Activities,
Business-Type Activities, and Total Primary Government) shown in this table as of June 30, 2013 plus the change in net position shown in Table 2 for the June 30, 2014 fiscal year will differ from the ending net position balance
(for Governmental Activities, Business Type Activities and Total Primary Government) shown in this table as of June 30, 2014. Note B to the Financial Statements provides additional details on this restatement.
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Commonwealth of Pennsylvania
Financial Trends

Table 2

Changes in Net Position

For the Last Ten Fiscal Years Ended June 30
(Accrual basis of accounting-amounts in thousands)

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 (5)
GOVERNMENTAL ACTIVITIES (1)
Expenses:
Direction and SUPPOITIVE SEIVICES. ........cccueeiiuiieeeeeeiieeeeieeeeteeeeeeeeieeeereaeaaeeean $ 2,229,850 $ 2,162,552 $ 1,208,409 $ 1,479,962 $ 1,492541 $ 1,950,908 $ 2,052,743 $ 2,243,649 $ 1,528,057 $ 1,619,894
Protection of persons and property . 4,244,332 4,439,794 4,487,633 4,922,684 5,480,770 5,682,950 5,384,710 5,541,681 6,010,950 6,216,380
Public education.............. 11,428,452 11,816,608 12,464,663 13,107,648 14,045,890 14,520,733 14,864,360 13,394,225 13,885,466 14,205,019
Health and human services.. 24,166,791 24,139,762 24,264,933 25,215,388 26,615,566 28,321,389 30,388,529 30,680,717 30,495,970 31,634,286
Economic development. 1,314,636 1,409,506 1,738,172 1,720,992 1,614,214 1,580,654 1,598,596 1,537,068 1,032,887 1,005,570
Transportation 3,261,642 3,229,351 3,922,517 4,182,916 4,278,022 4,951,010 4,465,639 4,382,503 4,764,139 5,204,513
Recreation and cultural enrichment.. 448,585 520,330 569,510 571,009 602,365 559,311 491,082 514,309 519,242 522,662
Interest 296,267 337,142 344,557 371,249 382,065 395,305 440,428 475,545 489,401 494,177
Total expenses.. 47,390,555 48,055,045 49,000,394 51,571,848 54,511,433 57,962,260 59,686,087 58,769,697 58,726,112 60,902,501
Program revenues:
Charges for sales and services:
Direction and supportive services 1,377,293 991,541 143,290 143,933 74,320 216,188 252,572 277,492 363,296 256,820
Protection of persons and property .. 831,785 1,080,708 1,309,256 1,214,038 1,083,889 1,331,281 1,034,481 1,302,020 1,380,582 1,348,469
Public education 1,702 13,161 14,793 17,641 15,756 18,201 14,928 4,776 5,926 5,337
Health and human services 2,871,487 1,913,377 1,730,965 1,800,212 1,559,638 1,134,144 1,597,599 1,658,657 1,641,534 1,726,322
Economic development 11,028 16,373 12,277 11,379 15,553 12,317 11,812 8,205 13,910 6,373
Transportation 1,029,406 949,533 952,866 945,536 944,486 910,721 976,705 970,026 972,417 1,036,790
Recreation and cultural enrichment 153,641 166,750 162,168 162,013 312,287 416,053 181,373 245,405 304,903 338,954
Operating grants and contributions.. 16,773,012 16,532,924 17,229,000 17,936,693 20,370,216 25,620,597 26,071,112 22,816,711 22,792,032 22,859,945
Capital grants and contributions. 14,944 55,761 23,495 4,610 47,320 57,628 221,195 67,866 91,603 42,261
Total program revenues 23,064,298 21,720,128 21,578,110 22,236,055 24,423,465 29,717,130 30,361,777 27,351,158 27,566,203 27,621,271

Total governmental activities net program revenues/(expenses)... (24,326,257) (26,334,917) (27,422,284) (29,335,793) (30,087,968) (28,245,130) (29,324,310) (31,418,539) (31,159,909) (33,281,230)

General revenues and other changes in net position:

General revenues:
Taxes:

Personal income... 8,312,440 9,093,338 9,951,585 10,438,976 9,553,538 9,414,864 9,771,269 10,022,285 10,798,328 10,817,073
Sales and use. 7,917,396 8,381,262 8,629,815 8,779,768 8,417,292 8,309,905 8,610,603 8,977,379 9,106,779 9,293,356
Corporation.... 4,400,995 5,074,730 4,985,031 5,157,589 4,209,705 4,146,477 4,469,094 4,504,105 4,781,555 4,314,093
Liquid fuels and motor carriers. 1,863,223 2,033,227 2,072,442 2,024,045 1,975,678 2,045,505 2,092,645 2,096,222 2,058,226 2,349,982
Gaming (2) N/A N/A 251,059 769,064 999,247 1,232,829 1,409,388 1,487,729 1,447,796 1,404,277
Inheritance. 668,992 793,279 716,788 802,865 733,405 698,980 783,824 803,573 796,007 850,221
Cigarette. 811,578 1,033,099 983,580 1,026,125 1,000,987 1,088,405 1,104,355 1,081,587 1,038,605 968,436
Realty transfer (3)... N/A 646,870 583,991 500,786 348,003 346,094 328,997 343,015 396,552 439,797
Other (3) 992,343 418,110 475,197 592,744 492,420 1,035,935 1,167,804 1,306,395 1,353,566 1,499,745
Total taxes 24,966,967 27,473,915 28,649,488 30,091,962 27,730,275 28,318,994 29,737,979 30,622,290 31,777,414 31,936,980
Investment income.. 131,629 188,750 320,342 128,722 (137,831) 15,099 52,129 14,979 12,876 36,311
Total general revenues. 25,098,596 27,662,665 28,969,830 30,220,684 27,592,444 28,334,093 29,790,108 30,637,269 31,790,290 31,973,291
Transfers from business-type acCtiVities..........cvvveeeeriiiieeeeriiiee e 341,232 465,000 257,343 296,931 430,398 218,721 239,925 210,438 17,275 (103,151)
Net general revenues and transfers.............ccoccveiviiiiiiiiiiicciieccee 25,439,828 28,127,665 29,227,173 30,517,615 28,022,842 28,552,814 30,030,033 30,847,707 31,807,565 31,870,140
Total governmental activities change in net position..............ccccccc..... $ 1113571 $ 1,792,748 $ 1,804,889 $ 1,181,822 _$ (2,065,126) $ 307,684 _$ 705,723  $ (570,832) _$ 647,656 _$ (1,411,090)
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Table 2

Changes in Net Position

For the Last Ten Fiscal Years Ended June 30
(Accrual basis of accounting-amounts in thousands)

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 (5)
BUSINESS-TYPE ACTIVITIES (1)
Expenses
SEALE IOTEIY .ttt e et e e $ 2,298,417 $ 2,704,265 $ 3,100,523 $ 3,157,593 $ 3,173,322 $ 3,079,381 $ 3,155,903 $ 3,429,773 $ 3,732,233 $ 3,720,574
State workers' insurance.. 449,880 412,104 553,512 616,256 388,424 338,229 306,318 268,388 365,900 267,991
Tuition payment........... 192,802 138,275 267,941 224,791 100,028 235,876 259,069 236,342 248,592 277,139
Unemployment compensation (4).. 1,774,676 1,998,613 2,074,382 2,289,977 6,250,213 8,741,990 7,460,707 6,031,968 4,498,001 3,189,395
Commonwealth Financing Authority (1).. N/A N/A N/A N/A N/A N/A N/A N/A 261,428 189,682
Liquor control 1,088,875 1,178,434 1,277,871 1,318,503 1,437,168 1,478,971 1,504,517 1,569,868 1,618,065 1,683,185
Economic development and other (1).. 16,456 18,433 14,470 3,148 14,171 13,706 23,635 16,997 41,199 47,212
Total expenses 5,821,106 6,450,124 7,288,699 7,610,268 11,363,326 13,888,153 12,710,149 11,553,336 10,765,418 9,375,178
Program revenues
Charges for sales and services:
State lottery... 2,644,407 3,047,978 3,076,013 3,100,962 3,088,231 3,052,097 3,206,933 3,476,953 3,671,780 3,786,090
State workers' insurance 355,883 427,970 374,088 384,301 291,677 223,458 173,571 157,579 178,058 207,208
Tuition payment 141,817 113,831 151,121 138,361 153,892 157,336 165,157 185,947 182,555 191,766
Unemployment compensation (4) 1,961,085 2,373,163 2,172,900 2,061,780 2,423,125 2,328,099 2,579,252 3,447,659 3,031,318 2,900,976
Commonwealth Financing Authority (1) N/A N/A N/A N/A N/A N/A N/A N/A 10,172 8,463
Liquor control 1,183,667 1,272,101 1,364,524 1,428,638 1,507,512 1,527,998 1,586,394 1,673,027 1,747,060 1,803,367
Economic development and other (1) 17,201 17,585 20,068 20,149 19,067 22,254 24,449 17,478 25,816 25,305
Operating grants and contributions.. 361,874 414,887 619,319 350,892 1,760,824 4,970,529 4,858,476 3,211,902 2,166,475 1,048,220
Capital grants and contributions. - - - - - - - - 1,128 270
Total Program reVENUES..............oooiiiiiiiiii e 6,665,934 7,667,515 7,778,033 7,485,083 9,244,328 12,281,771 12,594,232 12,170,545 11,014,362 9,971,665
Total business-type activities net program revenues/(expenses)........ 844,828 1,217,391 489,334 (125,185) (2,118,998) (1,606,382) (115,917) 617,209 248,944 596,487
Other changes in net position
Transfers to governmental activities...............occooviiiiiiiiiiiic e (341,232) (465,000) (257,343) (296,931) (430,398) (218,721) (239,925) (210,438) (17,275) 103,151
Net special items and transfers.................ccccocii (341,232) (465,000) (257,343) (296,931) (430,398) (218,721) (239,925) (210,438) (17,275) 103,151
Total business-type activities change in net position...............cccc.uuun... 503,596 752,391 231,991 (422,116) (2,549,396) (1,825,103) (355,842) 406,771 231,669 699,638
Total primary government change in net position.................ccccceeeenn. $ 1,617,167 $ 2,545,139 $ 2,036,880 $ 759,706 $ (4,614522) $ (1,517,419) 3 349,881 $ (164,061) _$ 879,325 $ (711,452)

Source: Statement of Activities, as presented in the Commonwealth's Comprehensive Annual Financial Report (CAFR) for the applicable fiscal year.

Notes:

(1)-Beginning with the 2013 fiscal year, the Commonwealth implemented two new GASB standards which affected this table. With the implementation of GASB 61, two component units (Commonwealth Financing Authority and Philadelphia Regional Port Authority),
previously reported as discretely presented component units, are reported as blended component units and are classified as proprietary fund types. The Commonwealth Financing Authority is reported as a major enterprise fund, and is reported under the
Commonwealth Financing Authority caption. The Philadelphia Regional Port Authority is reported as a nonmajor enterprise fund, and is reported within the "Economic development and other" caption. In addition, the Pennsylvania Energy Development Fund was
reclassified as a discretely presented component unit. It had been previously reported as part of the General Fund, and therefore is no longer reported within the Governmental Activities caption. The implementation of GASB 63 resulted in the Commonwealth
reporting a Statement of Net Position for the 2013 fiscal year, replacing the Statement of Net Assets which had been reported in previous fiscal years. For purposes of this table, the implementation of GASB 63 had no effect other than changing the reference to
changes in net position rather than changes in net assets. These two standards were not retroactively applied to the previous fiscal years. For ease of reading this table, change in net position is interchanged with change in net assets which were in effect for fiscal
years 2005-2012.

(2)-During the 2007 fiscal year, the first licensed gaming facilities opened and the resulting taxes from their activities were reported in the Gaming Fund, a special revenue fund.

(3)-Beginning with the 2006 fiscal year, realty transfer taxes were reported separately in the Statement of Activities. These taxes had previously been reported within the "Other" taxes category. This caption is marked with N/A prior to the 2006 fiscal year.

(4)-In the Unemployment Compensation Fund, the June 30, 2010 fiscal year amounts for expenses and program revenues were reduced by $3,008,615 in order to present a reclassification made in the June 30, 2011 fiscal year. The June 30, 2010 CAFR was not
restated to reflect these amounts.

(5)-Beginning with the 2014 fiscal year, the Commnwealth implemented GASB Statement 65. As noted in Table 1, the Commonwealth restated its net position for Julyl, 2013. Details on the restatement can be found in Note B to the Financial Statements. The
primary effect on this table is that beginning with the 2014 fiscal year, certain assets are now reported as expenses. The changes were not made retroactively.
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Table 3

Governmental Fund Type Fund Balances
Last Ten Fiscal Years as of June 30

(Modified accrual basis of accounting-amounts in thousands)

2005 2006 2007 2008 (6) 2009 (6) 2010 2011 2012 (7) 2013 (7) 2014
GENERAL FUND (1)(2)(3)(4)(8)
Reserved for:
Encumbrances.... $ 617,861 $ 709,115 $ 570,027 $ 568,678 $ 785,864 $ 806,181 N/A N/A N/A N/A
Advances 114,108 114,108 114,108 114,108 139,108 139,108 N/A N/A N/A N/A
Loans receivable 4,496 10,953 11,113 8,358 9,924 9,989 N/A N/A N/A N/A
Budget Stabilization Reserve. 70,303 171,362 538,764 745,949 745,949 - N/A N/A N/A N/A
621,004 454,639 844,229 1,148,218 1,375,432 764,206 N/A N/A N/A N/A
Unreserved:
Designated for:
514,174 719,414 923,966 379,169 - - N/A N/A N/A N/A
927,163 789,958 368,659 9,621 (2,541,099) (1,434,681) N/A N/A N/A N/A
Nonspendable N/A N/A N/A N/A N/A N/A 123,156 240,975 223,930 265,403
Restricted (5) N/A N/A N/A N/A N/A N/A 756,141 - 76 45
Committed N/A N/A N/A N/A N/A N/A 1,063,613 1,276,671 1,334,872 1,119,470
Assigned N/A N/A N/A N/A N/A N/A - - 7,132 -
Unassigned/(deficit) (5).... N/A N/A N/A N/A N/A N/A (321,475) (258,351) - (1,950,956)
TOTAL GENERAL FUND......cccvtuiiiiaiiiiiiiineeeeees 2,869,109 2,969,549 3,370,866 2,974,101 515,178 284,803 1,621,435 1,259,295 1,566,010 (566,038)
ALL OTHER GOVERNMENTAL FUNDS (1)(2)(3)(4)(8)
Reserved for:
Encumbrances...........ccccveeiiiiiiiiiciiiiien, 1,454,129 1,630,382 1,927,151 2,057,615 2,085,395 2,329,299 N/A N/A N/A N/A
Advances........ 210,000 3,000 3,000 3,000 3,000 3,000 N/A N/A N/A N/A
Loans receivable.... . 32,065 32,684 39,859 73,628 83,100 79,315 N/A N/A N/A N/A
ORI ... 817,668 857,253 1,329,707 940,263 916,713 907,005 N/A N/A N/A N/A
Unreserved:
Designated for, reported in:
Highways 218,885 203,118 235,730 689,288 700,018 768,710 N/A N/A N/A N/A
Special Revenue funds 4,355 4,528 11,268 9,341 8,666 2,218 N/A N/A N/A N/A
Debt Service funds 83,885 8,118 20,474 27,458 16,834 46,853 N/A N/A N/A N/A
Capital Projects funds... 133,024 131,026 65,455 54,631 33,527 32,879 N/A N/A N/A N/A
Unreserved: Undesignated, reported in:
Special Revenue funds 1,631,980 2,412,047 1,971,829 2,630,277 2,448,383 2,421,257 N/A N/A N/A N/A
Capital Projects funds (deficit) (473,110) (601,823) (449,622) (629,686) (721,365) (524,465) N/A N/A N/A N/A
Restricted reported in:
Special Revenue funds..............eeevereriieiiiiiiiiees N/A N/A N/A N/A N/A N/A 3,711,994 3,690,354 3,557,116 3,776,739
Committed reported in:
Special Revenue funds N/A N/A N/A N/A N/A N/A 426,391 402,207 374,074 373,185
Debt Service funds... N/A N/A N/A N/A N/A N/A 17,040 48,400 37,041 9,221
Capital Projects funds............ccovviiieeiieeniiiiieeeeens N/A N/A N/A N/A N/A N/A 239,180 509,618 282,094 423,670
Unassigned reported in:
Special Revenue funds (defiCit)..........cvvvevvveieiririnennnns N/A N/A N/A N/A N/A N/A (2,837) (2,955) (3,167) -
Capital Projects funds (deficit)........cccoeeeieieiieeeeiiennn. N/A N/A N/A N/A N/A N/A (20,711) - - -
TOTAL ALL OTHER
GOVERNMENTAL FUNDS.......ccoiiiiieiinieeens $ 4,112,881 $ 4,680,333 $ 5,154,851 $ 5,855,815 $ 5,574,271 $ 6,066,071 $ 4,371,057 $ 4,647,624 $ 4,247,158 $ 4,582,815
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Table 3

Governmental Fund Type Fund Balances
Last Ten Fiscal Years as of June 30

(Modified accrual basis of accounting-amounts in thousands)

Source: The Balance Sheet-Governmental Funds statement, as presented in the Commonwealth's Comprehensive Annual Financial Report (CAFR) for the applicable fiscal year.

Notes:

(1)-Beginning with the 2013 fiscal year, the Commonwealth implemented GASB 61, which affected this table. With the implementation of GASB 61, the Pennsylvania Energy Development Fund was reclassified as a
discretely presented component unit. It had been previously reported as part of the General Fund, and therefore is no longer reported within the Governmental Fund caption.

(2)-The Commonwealth implemented GASB Statement 54 for the 2011 fiscal year. To implement GASB Statement 54, it was necessary to reclass 41 Special Revenue funds. 38 of these were reclassified as components
of the General Fund, and the remaining three were reclassified as Capital Project funds. This reclassification required the restatement of the General Fund fund balance from the $284,803 shown in this schedule at the
end of the 2010 fiscal year to $565,223 which was reported at July 1, 2010. Likewise, the fund balance for All Other Governmental Funds was restated from the $6,066,071 shown at the end of the 2010 fiscal year to
$5,785,651 at July 1, 2010.

(3)-In addition to the restatement described in note (2), existing categories were changed from Reserved and Unreserved fund balances to Nonspendable and Spendable (Restricted, Committed, Assigned and
Unassigned) fund balances. Details of the Commonwealth's implementation of GASB Statement 54, including the restatement described in Note (2), are described in Notes A and B of the Commonwealth's June 30,
2011 CAFR.

(4)-The changes described in Notes (2) and (3) above were not retroactively applied. Therefore, governmental fund balances through the 2010 fiscal year are reported as reserved and unreserved, with the 38 funds
described above included in the fund balances for All Other Governmental Funds, rather than the General Fund.

(5)-For the 2011 fiscal year, balances in the amount of $756,141 related to the grant ledgers were reported as restricted. For the 2012 fiscal year, those balances were reported as unassigned/(deficit).

(6)-In the June 30, 2009 CAFR, the beginning fund balance for the Motor License fund (a governmental fund type) was restated and increased by $30,059 as of July 1, 2008. Therefore, the combined ending fund
balance (for the General Fund and all other governmental fund types) shown in this table as of June 30, 2008 plus the change in fund balances shown in Table 4 for the June 30, 2009 fiscal year will differ from the
combined ending fund balance (for the General Fund and all other governmental fund types) shown in this table as of June 30, 2009. Note B in the Notes to the Financial Statements in the June 30, 2009 CAFR provides
additional details on this restatement.

(7)-As a result of the implementation of GASB 61 described in Note (1) above, the beginning fund balance for the General Fund was restated and decreased by $6,165 as of July 1, 2012. Therefore, the combined ending
fund balance (for the General Fund and all other governmental fund types) shown in this table as of June 30, 2012 plus the change in fund balances shown in Table 4 for the June 30, 2013 fiscal year will differ from the
combined ending fund balance (for the General Fund and all other governmental fund types) shown in this table as of June 30, 2013. Note B in the Notes to the Financial Statements in the June 30, 2013 CAFR provides
additional details on this restatement.

(8)-The Cigarette Fire Safety & Firefighter Protection Fund was initially created and reported as a component of the General Fund in the June 30, 2013 CAFR. Based on criteria established by GASB Statement 54, it was
determined that this fund should have been classified as a Special Revenue Fund. Therefore, this reclassification required the restatement of the General Fund fund balance from the $1,566,010 shown in this schedule
at the end of the 2013 fiscal year to $1,565,668 which was reported at July 1, 2013. Likewise, the fund balance for All Other Governmental Funds was restated from the $4,247,158 shown at the end of the 2013 fiscal
year to $4,247,500 at July 1, 2013. Note B in the Notes to the Financial Statements provides additional details on this restatement.
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Table 4

Revenues by Source and Expenditures by Function-All Governmental Fund Types
For the Last Ten Fiscal Years Ended June 30

(Modified accrual basis of accounting-amounts in thousands)

2005 2006 2007 2008 2009 2010 2011 2012 2013 (1) 2014
REVENUES BY SOURCE
Taxes, net of refunds...........cccoeviiiiiiiiiiinii $ 24,973,125 $ 27,117,823 $ 28,548,280 $ 29,909,880 $ 27,773,110 $ 28,229,235 $ 30,007,455 $ 30,775,017 $ 31,722,661 $ 31,696,451
Licenses and fees . 1,568,659 1,611,868 1,954,788 1,913,154 1,674,804 1,951,683 1,806,751 2,070,914 2,149,402 2,212,222
Intergovernmental........ . 16,585,336 16,347,975 16,891,212 17,911,839 20,619,848 25,256,164 26,029,290 22,804,215 22,683,124 22,543,458
Charges for sales and Services.............ccvevviviiiiiiiiiiie i 4,027,745 2,970,585 1,598,564 1,641,937 1,597,751 1,501,109 1,688,449 1,763,586 1,839,507 1,920,911
INVESTMENT INCOME........oiiiiiiiiiiie e 322,199 425,356 769,820 166,522 (306,524) 344,936 326,021 116,945 155,845 270,607
OthEr (2)...viiiiiiiiciie e 552,422 576,180 607,201 752,308 715,425 686,069 632,670 709,810 767,463 486,992
TOTAL REVENUES ......ocoiiiiiiiiiiiiiiiiiiiiiiiiesesesevesveeseeeaeeeenees 48,029,486 49,049,787 50,369,865 52,295,640 52,074,414 57,969,196 60,490,636 58,240,487 59,318,002 59,130,641
EXPENDITURES BY FUNCTION
Direction and Supportive SErviCes ...........ccccooecuviieeeiiiiiiiieceeeiieees 2,134,421 2,337,112 1,104,793 1,385,760 1,375,399 1,779,748 1,622,374 1,578,240 1,557,306 1,535,593
Protection of persons and property 3,892,572 4,410,969 4,621,119 4,861,363 5,169,377 5,359,792 5,307,198 5,089,854 5,668,261 5,753,876
Health and human services.. 24,118,288 24,103,077 24,293,011 25,141,836 26,549,790 28,340,751 30,435,510 30,662,493 30,371,117 31,773,484
Public education 11,400,985 11,731,884 12,439,920 13,076,308 14,019,470 14,492,845 14,836,658 13,363,316 13,858,078 14,108,944
Recreation and cultural enrichment. 442,783 447,264 544,117 557,387 570,177 506,737 463,501 482,065 474,966 484,137
Economic development 1,310,093 1,413,995 1,736,388 1,721,634 1,605,513 1,582,097 1,596,548 1,405,895 1,028,828 1,000,607
Transportation.. 2,607,793 2,448,165 3,089,544 3,292,279 3,321,647 3,833,745 3,129,306 3,264,969 3,342,421 3,467,088
Capital outlay.... 1,805,913 2,082,644 2,121,632 2,273,290 2,812,788 3,144,349 3,248,174 3,389,801 2,915,982 2,836,086
Debt service:
Principal retirement 478,112 492,355 521,773 555,337 598,850 626,090 697,510 711,875 769,390 761,345
Interest and fiscal charges.... 320,887 348,418 361,088 388,722 402,653 406,414 477,751 510,783 531,564 554,574
TOTAL EXPENDITURES 48,511,847 49,815,883 50,833,385 53,253,916 56,425,664 60,072,568 61,814,530 60,459,291 60,517,913 62,275,734
EXCESS (DEFICIENCY) OF REVENUES
OVER (UNDER) EXPENDITURES........ocuuviriiiiiririnininininenene (482,361) (766,096) (463,520) (958,276) (4,351,250) (2,103,372) (1,323,894) (2,218,804) (1,199,911) (3,145,093)
OTHER FINANCING SOURCES/(USES)
BONAS ISSUET......cciiiiiiiiiiiiiii e 401,816 914,000 1,008,104 913,119 1,064,103 1,900,401 650,000 1,600,303 950,300 1,295,000
Refunding bonds issued 1,468,439 - 250,557 194,471 155,642 695,945 - 161,272 361,760 289,946
Premium on bonds/refunding bonds issued . 197,291 54,420 58,166 61,277 88,921 203,601 37,739 259,314 216,416 203,088
Discount on BoNdS iSSUEM. .......ccuuuviieiiriiiiieieeeieee e - - (157) - - (2,924) (4,724) - - -
TraNSTErS IN...cciiiiiiic e 1,276,443 1,408,351 1,463,620 1,614,938 1,693,343 2,251,986 2,344,796 1,777,033 1,914,421 1,956,242
TraNSTErS OUL.....ccuiviiiiiiiiiie e (1,035,211) (943,351) (1,188,779) (1,318,226) (1,257,945) (1,888,368) (2,062,410) (1,580,564) (1,888,173) (2,059,393)
Payment to refunded bond escrow agent (1,639,510) - (253,892) (203,633) (166,978) (795,844) - (192,390) (444,364) (336,896)
Capital lease and installment purchase obligations. 1,202 568 1,736 529 3,638 - 111 108,263 1,965 715
TOTAL OTHER FINANCING SOURCES/(USES).. 670,470 1,433,988 1,339,355 1,262,475 1,580,724 2,364,797 965,512 2,133,231 1,112,325 1,348,702

NET CHANGE IN FUND BALANCES $ 188,109 $ 667,892 $ 875835 $ 304,199 $ (2,770,526) $ 261425 $ (358,382) $  (85573) $  (87,586) $ (1,796,391)

Debt Service as a Percentage of Noncapital Expenditures (3)......... 1.71% 1.76% 1.81% 1.85% 1.87% 1.81% 2.01% 2.14% 2.26% 2.21%

Source: The Statement of Revenues, Expenditures, and Changes in Fund Balances-Governmental Funds statement, as presented in the Commonwealth's Comprehensive Annual Financial Report (CAFR) for the applicable fiscal year.

Notes:

(1)-Beginning with the 2013 fiscal year, the Commonwealth implemented GASB 61, which affected this table. With the implementation of GASB 61, the Pennsylvania Energy Development Fund was reclassified as a discretely presented
component unit. It had been previously reported as part of the General Fund, and therefore is no longer reported within this table. This change was not retroactively applied to the previous fiscal years.

(2)-Other revenues include immaterial amounts of lease rentals revenues and interest on notes and loans.

(3)-Ratio is calculated as Principal Retirement plus Interest and Fiscal Charges expenditures divided by Total Expenditures less Capital Outlay expenditures. There are no expenditures for capitalized assets contained within the functional
expenditure categories.
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Table 5

Personal Income by Industry

For the Last Ten Calendar Years

(Amounts in millions) 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

TOTAL PERSONAL INCOME BY INDUSTRY (1)(2)
Workplace Earnings:
Farm Earnings. ........coooiiiiiiiiiiii e $ 1536 $ 1,389 $ 1,108 $ 1,284 % 1,186 $ 873 % 1,135 $ 1575 $ 1,632 $ 1477

Nonfarm Earnings:
Private earnings:

423 429 477 439 424 413 494 451 526 542
1,751 2,178 2,506 2,269 3,332 2,247 3,044 4,434 5,037 5,188
2,854 2,726 2,846 2,929 3,137 2,875 2,959 3,260 3,116 3,223
20,632 21,768 23,670 23,321 22,341 20,109 20,253 21,279 22,540 23,433
Manufacturing.. 41,741 41,971 43,168 43,219 43,658 39,101 39,605 41,332 42,267 42,487
Wholesale trade 15,751 16,771 18,039 19,079 19,217 18,187 18,520 19,730 20,171 20,573
Retail trade 21,103 21,570 22,128 22,315 21,517 21,363 21,864 22,601 23,125 23,735
Transportation and warehousing 11,915 12,068 12,378 12,835 12,704 12,436 12,710 13,769 14,315 14,760
Broadcasting/publishing/internet technology. 10,751 11,314 11,286 12,247 14,835 14,878 14,978 14,334 15,217 15,651
Finance and insurance 21,484 22,249 23,677 24,076 23,692 24,165 24,938 25,567 26,867 27,773
Real estate and rental and leasing... 5,643 5,550 5,351 4,496 4,853 4,325 4,811 5,742 6,328 6,666
Professional and technical services 26,859 28,739 31,072 33,149 36,044 34,639 34,335 36,216 38,064 39,259
Management of companies and enterprises.... 8,296 9,491 10,659 13,108 13,037 13,409 13,671 15,383 16,982 17,805
Administrative services 9,888 10,294 10,884 11,424 11,691 11,017 11,661 12,581 12,917 13,471
Educational services 8,552 8,895 9,503 9,934 10,569 11,419 11,887 12,372 12,759 13,038
Health care and social assistance 39,431 40,973 43,821 45,720 48,950 50,909 52,904 54,573 55,780 57,581
Arts, entertainment, and recreation 3,232 3,272 3,447 3,506 3,578 3,622 3,859 4,222 4,438 4,494
Accommodation and food services.. 7,786 8,011 8,296 8,780 8,738 8,524 8,806 9,332 9,906 10,353
Other services, except public administration... 12,523 13,214 13,780 13,499 13,213 13,179 13,382 13,584 14,268 14,799
Total private earnings 270,615 281,483 296,988 306,345 315,530 306,817 314,681 330,762 344,623 354,831
Government:
Federal, civilian 8,020 8,398 8,645 8,911 9,136 9,479 9,915 9,906 9,777 9,521
Military 1,426 1,574 1,528 1,493 1,577 1,693 1,676 1,547 1,518 1,470
State government... 10,461 10,581 11,208 11,921 12,179 12,547 12,954 13,048 12,905 13,147
Local government... 27,150 27,779 29,028 30,016 31,275 32,063 33,437 33,135 32,470 33,659
Total government earnings 47,057 48,332 50,409 52,341 54,167 55,782 57,982 57,636 56,670 57,797
Total nonfarm earnings 317,672 329,815 347,397 358,686 369,697 362,599 372,663 388,398 401,293 412,628
Total workplace earnings 319,208 331,204 348,505 359,970 370,883 363,472 373,798 389,973 402,925 414,105
Other earnings/deductions (3) 111,053 115,953 128,102 141,382 148,308 151,257 155,403 168,170 178,847 176,066

Total personal income $ 430,261 $ 447,157 $ 476,607 $ 501,352 $ 519,191 $ 514,729 $ 529,201 $ 558,143 $ 581,772 $ 590,171

Total personal income subject

to the direct personal income tax rate (4)(5)................... $ 237,961 $ 250,921 $ 266,800 $ 288,043 $ 317,393 $314,872 $ 294,893 $ 255,040 N/A N/A
Direct personal income tax rate............cccccveeeieeeiiiiiieecreninnns 3.07% 3.07% 3.07% 3.07% 3.07% 3.07% 3.07% 3.07% 3.07% 3.07%
Sources:

Personal income by industry is provided by the Bureau of Economic Analysis, US Department of Commerce (www.bea.gov/index.htm) through estimates released September 2014.

Total personal income subject to the direct tax rate was obtained from the Pennsylvania Department of Revenue. The information for the 2011 calendar year can be found in the Statistical Supplement for the Pennsylvania Tax Compendium-
October 2012 (Fiscal Year 2012-13). The direct personal income tax rate was obtained from the Pennsylvania Tax Compendium for October 2012. Both of these publications were obtained from the Pennsylvania Department of Revenue's
website which is located at www.revenue.state.pa.us.

Notes:

(1)-Various calendar years differ from the totals shown in the Commonwealth's Comprehensive Annual Financial Report for June 30, 2013. The amounts shown in the prior year were based on estimates released by the Bureau of Economic
Analysis, U.S. Department of Commerce in September 2013. These estimates have subsequently been revised (as provided in the September 2014 release).

(2)-Personal income by industry is reported under the North American Industry Classification System.

(3)-Other earnings/deductions include dividends, interest and miscellaneous employee/employer contributions/deductions.

(4)-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 2012 and
2013 tax years.

(5)-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 (e.g. March 31st). The information presented is based on those returns of the filers
whose tax year ended during the the applicable calendar year.
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Table 6

Personal Income Tax Filers and Liability by Income Level
2002 and 2011 Tax Years

Liability amounts in thousands 2002 Tax Year (1)(2)(3)

2011 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 (6) Liability(4) Total Income Level Filers Total (6) Liability(4) Total
$0 68,287 1.20% $ - 0.00% $0 185,798 3.06% $ - 0.00%
$1-999 406,172 7.16% 1,465 0.03% $1-999 437,005 7.19% 1,564 0.02%
$1,000-2,999 452,608 7.98% 13,497 0.26% $1,000-2,999 390,327 6.42% 13,731 0.18%
$3,000-4,999 335,923 5.92% 24,354 0.46% $3,000-4,999 296,340 4.87% 24,866 0.32%
$5,000-6,999 265,329 4.68% 30,876 0.59% $5,000-6,999 246,745 4.06% 32,964 0.42%
$7,000-8,999 216,770 3.82% 35,062 0.66% $7,000-8,999 207,735 3.42% 38,362 0.49%
$9,000-10,999 188,036 3.32% 39,622 0.75% $9,000-10,999 189,958 3.12% 44,032 0.56%
$11,000-12,999 170,946 3.02% 44,847 0.85% $11,000-12,999 172,097 2.83% 49,655 0.63%
$13,000-14,999 159,284 2.81% 50,462 0.96% $13,000-14,999 162,972 2.68% 55,948 0.71%
$15,000-16,999 155,169 2.74% 57,926 1.10% $15,000-16,999 151,739 2.50% 61,105 0.78%
$17,000-18,999 150,107 2.65% 64,686 1.23% $17,000-18,999 140,524 2.31% 64,895 0.83%
$19,000-21,999 217,576 3.84% 108,830 2.06% $19,000-21,999 202,486 3.33% 109,394 1.40%
$22,000-24,999 207,188 3.65% 121,003 2.29% $22,000-24,999 193,405 3.18% 121,883 1.56%
$25,000-29,999 314,321 5.54% 217,203 4.12% $25,000-29,999 298,517 4.91% 223,466 2.85%
$30,000-34,999 274,043 4.83% 226,080 4.29% $30,000-34,999 268,878 4.42% 240,854 3.08%
$35,000-39,999 239,386 4.22% 229,199 4.35% $35,000-39,999 240,029 3.95% 250,440 3.20%
$40,000-49,999 402,786 7.10% 463,879 8.80% $40,000-49,999 400,545 6.59% 501,497 6.41%
$50,000-74,999 676,919 11.94% 1,070,066 20.29% $50,000-74,999 701,159 11.53% 1,211,928 15.48%
$75,000-99,999 344,668 6.08% 758,318 14.38% $75,000-99,999 432,860 7.12% 1,052,848 13.45%
$100,000-149,999 251,813 4.44% 740,399 14.04% $100,000-149,999 413,881 6.81% 1,381,285 17.64%
$150,000 or more 172,432 3.04% 975,748 18.50% (5) $150,000-249,999 218,595 3.59% 1,051,436 13.43%
(5) $250,000 or more 129,241 2.13% 1,297,576 16.57%
Total (6) 5,669,763 100.00% $ 5,273,522 100.00% Total 6,080,836 100.00% $ 7,829,729 100.00%
Sources:

For the 2002 tax year, all of the information was provided directly by the Pennsylvania Department of Revenue. For the 2011 tax year, the number of filers per taxable income level and
the personal income subject to the direct personal income tax rate per income level (used in the Personal Income Tax Liability estimation) were obtained from the Statistical Supplement
for the Pennsylvania Tax Compendium-October 2012 (Fiscal Year 2012-13) The direct personal income tax rate was obtained from the Pennsylvania Tax Compendium for October 2012.
Both of these publications were obtained from the Pennsylvania Department of Revenue's website which is located at www.revenue.state.pa.us.

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 (e.g. March 31st). This table presents information based on all filers whose tax year ended
during the the 2002 or 2011 calendar years.

(3)-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 2012 and 2013 tax years. This compilation is used in the calculation of the estimated personal income tax
liability. Therefore, the 2002 and 2011 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 the 2002 tax year, the direct tax rate in effect was 2.80% for all
income levels. Beginning with the 2004 tax year, the rate increased to 3.07%. This rate has been in effect for all subsequent tax years.

(5)-Beginning with the 2009 tax year, the caption "$150,000 or more" has been split into two captions: "$150,000-249,999" and "$250,000 or more". The amounts for the 2002 tax

(6)-Totals may not foot due to rounding.

year are reported within the original caption; whereas the amounts reported in the 2011 tax year are reported within the two new captions.

Commonwealth of Pennsylvania
WWw.pa.gov
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Commonwealth of Pennsylvania

Revenue Capacity-Sales Tax

Table 7

Estimated Taxable Sales by Industry Classification of the Vendor
For the Last Ten Fiscal Years Ended June 30

(Amounts in thousands) 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013(3)
Estimated Taxable Sales by Industry (1)(2)
Manufacturing...........ccccoveeieinnenn. e $ 6,386,100 $ 6,858,033 $ 7,107,483 $ 7,083,150 $ 7,199,717 $ 6,952,853 $ 6,310,433 $ 7,182,245 $ 7,426,068 $ 7,391,732
Public utilities.... 4,229,717 4,473,817 4,667,117 4,816,533 4,763,633 4,832,233 4,750,250 5,002,202 4,680,907 4,492,653
Wholesale trade 7,987,583 9,112,350 11,407,750 12,320,033 12,239,917 10,215,170 10,492,100 11,590,333 12,419,575 12,316,835
Building materials............cooevveiiiiiiiiiiiinnnn. 8,209,967 8,719,850 9,607,267 9,263,467 8,908,483 8,422,183 8,140,533 8,714,365 8,878,250 9,039,222
General merchandise..... 18,383,833 18,243,083 18,766,300 19,275,267 18,959,267 19,171,045 18,601,350 19,740,610 19,354,965 19,879,167
Food and beverage stores. 5,770,967 5,764,533 5,859,017 6,090,033 6,023,083 6,197,422 6,416,383 6,437,433 6,440,322 6,580,377
Automotive dealers........ 3,487,217 3,691,150 3,761,500 3,865,533 3,834,950 3,709,158 3,753,567 3,997,238 4,157,458 4,122,673
Furniture and appliances... 5,844,450 6,338,250 6,148,383 6,334,000 6,018,133 5,572,460 4,931,917 5,336,590 5,376,648 5,285,463
Other retail Stores...........ccccvvciieiiniciiiinenne 5,212,517 5,376,183 5,529,683 5,802,417 5,764,733 5,598,740 5,580,450 6,095,245 6,408,673 6,447,917
Agriculture and mining 559,400 644,983 717,950 726,367 666,967 685,577 773,133 838,863 930,587 934,048
Construction 2,342,833 2,742,150 3,010,383 3,077,033 3,050,933 2,880,480 2,595,217 2,953,357 3,203,795 3,175,267
Service 35,164,650 37,378,583 39,336,950 41,230,817 41,914,783 40,875,482 40,899,250 43,579,387 43,694,423 45,039,627
Transportation, delivery, and warehousing.. 312,250 330,783 420,617 363,450 374,133 356,542 365,150 371,315 420,053 472,217
Government. 278,833 296,717 294,600 289,767 211,100 285,217 383,150 411,452 362,387 305,027
Unclassified.... 2,228,010 1,472,017 1,442,950 1,532,250 1,627,583 2,036,060 1,363,333 1,254,633 1,042,267 1,132,720
Motor vehicle. . 21,144,925 20,506,470 19,484,594 19,481,964 18,346,914 15,992,425 16,595,200 17,714,378 19,343,573 19,459,690
Liquor sales.........ccceviviiiiiiiiiiiiiie s 1,265,798 1,383,587 1,341,449 1,627,333 1,704,846 1,808,735 1,868,083 1,950,641 2,064,488 2,153,927
Total sales tax estimated base (4)........ $ 128,809,049 $ 133,332,540 $ 138,903,993 $ 143,179,414 $ 141,609,177 $ 135591,782 $ 133,819,500 $ 143,170,287 $ 146,204,439 $ 148,228,560
Total direct sales tax rate..................... 6.0% 6.0% 6.0% 6.0% 6.0% 6.0% 6.0% 6.0% 6.0% 6.0%

Sources:

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. Sales tax remittances by
industry for the 2013 fiscal year can be found in the Statistical Supplement for the Pennsylvania Tax Compendium-October 2012 (Fiscal Year 2012-13). The total direct sales tax rate was obtained from the Pennsylvania Tax
Compendium for October 2012. Both of these publications were obtained from the Pennsylvania Department of Revenue's website which is located at www.revenue.state.pa.us.

Notes:

(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. These are presented based on the North American Industry Classification System.

(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 2014 fiscal
year. Therefore, fiscal years 2004 through 2013 are presented as an alternative comparison.

(4)-Totals may not foot due to rounding.




Commonwealth of Pennsylvania

Revenue Capacity-Sales Tax

Table 8

Sales Tax Remittances by Major Industry Classification
Fiscal Years Ended June 30, 2004 and June 30, 2013

(Amounts in thousands)

June 30, 2004 (1)(2) June 30, 2013 (1)(2)
Sales(3) Sales(3)
Tax Percentage Tax Percentage
Remittances of Remittances of
Industry (4) Liability Total Industry (4) Liability Total
Manufacturing $ 383,166 4.96% Manufacturing. $ 443,504 4.99%
Public utilities.... 253,783 3.28% Public utilities.. 269,559 3.03%
Wholesale trade 479,255 6.20% Wholesale trade. 739,010 8.31%
Building materials. 492,598 6.37% Building materials.. 542,353 6.10%
General merchandise.. 1,103,030 14.27% General merchandise 1,192,750 13.41%
Food and beverage stores. 346,258 4.48% Food and beverage stores. 394,823 4.44%
Automotive dealers.. 209,233 2.71% Automotive dealers..... 247,360 2.78%
Furniture and appliances 350,667 4.54% Furniture and appliances 317,128 3.57%
Other retail stores 312,751 4.05% Other retail stores 386,875 4.35%
Agriculture and mining.. 33,564 0.43% Agriculture and mining 56,043 0.63%
Construction 140,570 1.82% Construction 190,516 2.14%
Service 2,109,879 27.30% Service 2,702,378 30.39%
Transportation, delivery, and warehousing........ 18,735 0.24% Transportation, delivery, and warehousing....... 28,333 0.32%
Government... 16,730 0.22% Government.... 18,302 0.21%
Unclassified.... 133,681 1.73% Unclassified.... 67,963 0.76%
Motor vehicle 1,268,695 16.42% Motor vehicle 1,167,581 13.13%
Liquor sales 75,948 0.98% Liquor sales 129,236 1.45%
TOtal (5).eveveeeiiiiiiiiiie e $ 7,728,543 100.00%  Total (5)..cceeeireiiiiiiiiiiiiiiee it $ 8,893,714 100.00%
Sales Tax Licenses (6) 247,873 Sales Tax Licenses (6) 233,538

Sources:

Sales tax remittances by industry and the number of sales tax licenses are provided by the Pennsylvania Department of Revenue. Sales tax remittances by industry for
the 2013 fiscal year can be found in the Statistical Supplement for the Pennsylvania Tax Compendium-October 2012 (Fiscal Year 2012-13). This publication was
obtained from the Pennsylvania Department of Revenue's website which is located at www.revenue.state.pa.us.

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)-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 2014 fiscal year. Therefore, fiscal years 2004 and 2013 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. Both years are presented using the
North American Industry Classification System (N.A.I.C.S.) Group.

(5)-Totals may not foot due to rounding.

(6)-The Commonwealth does not maintain a list of sales tax filers by the N.A.I.C.S. standard industry grouping, and as noted in Note (1), can not disclose the names
of the ten largest sales tax filers. Therefore, the number of sales tax licenses is presented to indicate the potential number of filers during the applicable fiscal year.

Commonwealth of Pennsylvania 234 Governor's Office of the Budget
WWW.pa.gov www.budget.state.pa.us
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Commonwealth of Pennsylvania
Revenue Capacity-Corporate Tax
Table 9

Corporate Net Income Tax

For the Last Ten Tax Years

2002 2003 2004 2005 2006 2007 2008 2009 (6) 2010 (6) 2011 (6)
ESTIMATED CORPORATE NET INCOME TAXABLE BASE (1)(2)
Corporate Tax Report Compilation (amounts in thousands).............. $ 13280,711 _$ 13446684 _$ 17,648,755 _$ 20,312,660 _$ 23247419 _$ 20,787,641 _$ 19,652,968 _$ 17,631,632 _$ 19,139,139 _$ 18,151,414
NUMBER OF FILERS BY CORPORATE NET
INCOME TAX LIABILITY RANGE (3)

$0... 102,333 97,391 95,306 94,827 94,119 97,811 79,113 77,698 75,245 72,477
$1-30 10,832 10,625 10,096 9,830 8,668 8,152 7,492 6,978 6,576 6,458
$301-500.. 2,875 2,694 2,660 2,662 2,319 2,235 2,035 1,925 1,897 1,806
$501-1,000 4,345 4,279 4,119 3,981 3,417 3,375 3,119 2,868 2,884 2,793
$1,001-5,000.. 10,665 10,173 10,355 10,277 8,577 8,367 7,742 7,051 7,011 6,586
$5,001-10,000... 3,456 3,301 3,596 3,600 3,334 3,168 2,803 2,490 2,469 2,500
$10,001-25,000.... 2,760 2,695 2,863 3,022 2,884 2,894 2,594 2,338 2,362 2,251
$25,001-50,000. 1,319 1,384 1,489 1,550 1,582 1,519 1,424 1,291 1,397 1,274
$50,001-100,000 945 943 1,086 1,208 1,244 1,190 1,157 1,020 1,058 992
$100,001-250,000. 763 797 954 1,005 1,082 1,050 992 865 949 911
$250,001-500,000. 309 395 443 475 520 499 471 448 445 368
$500,001-1,000,000. 178 177 264 294 344 311 278 279 290 256
>$1,000,000............ 192 220 262 307 341 326 304 267 275 228

Total corporate net income tax filers (4)(5).. 140,972 135,074 133,493 133,038 128,431 130,897 109,524 105,518 102,858 98,900
Total direct corporate net income tax rate.............cccccuueeeenn.n. 9.99% 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. The number of filers by corporate net income tax liability range for the 2009-2011 tax years can be found in the Statistical Supplement for the Pennsylvania Tax Compendium-
October 2012 (Fiscal Year 2012-13). The direct corporate net income tax rate was obtained from the Pennsylvania Tax Compendium for October 2012. Both of these publications were obtained from the Pennsylvania Department of Revenue's
website which is located at www.revenue.state.pa.us.

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). The capital stock tax is being phased out so that the last year
for which a tax will apply will be the 2016 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)-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 2012 and 2013 tax years. Therefore, tax years 2002 through 2011 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 (e.g. March 31st).
This table presents information based on all filers whose tax year began during the associated calendar years.

(6)-For tax years 2002 through 2009, the amounts presented are actual. The amounts presented for the 2009 tax year may differ from the amounts presented in the same table in the Commonwealth's Comprehensive Annual Financial Report (CAFR)
for the June 30, 2013 fiscal year, since that amount was an estimate. For the 2010 tax year, the amounts presented are a revised estimate from what was presented in the June 30, 2013 CAFR. And for the 2011 tax year, the amounts presented are
an estimate.
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Commonwealth of Pennsylvania
Revenue Capacity-Corporate Tax
Table 10

Capital Stock/Foreign Franchise Tax
For the Last Ten Tax Years

2002 2003 2004 2005 2006 2007 2008 2009 (6) 2010 (6) 2011 (6)
CAPITAL STOCK AND FRANCHISE TAXABLE BASE (1)(2)
Apportioned Capital Stock Value Compilation (expressed in thousands)........ $ 137,650,000 $ 147,450,000 $ 157,310,000 $ 167,566,590 $ 189,755,093 $ 207,628,892 $ 230,292,556 _$ 248,089,965 $ 258,979,239 $ 298,810,410
NUMBER OF FILERS BY CAPITAL STOCK/
FOREIGN FRANCHISE TAX LIABILITY RANGE (3)
$0-300... 224,961 237,922 250,253 262,888 278,843 301,231 309,482 316,168 322,302 329,037
$301-500. 7,282 7,482 7,973 8,853 10,198 10,497 11,397 11,431 11,281 11,613
$501-1,000... 12,580 12,911 13,730 14,778 15,754 15,688 15,935 16,168 15,793 16,177
$1,001-5,000 28,484 29,532 30,487 30,883 30,246 28,604 25,974 25,903 26,138 27,002
$5,001-10,000. 7,139 7,440 7,519 7,435 7,293 6,617 5,694 5,786 5,945 5,944
$10,001-25,000 5,348 5,603 5,876 5,708 5,401 5,015 4,165 4,218 4,353 4,430
$25,001-50,000.. 2,171 2,244 2,402 2,284 2,196 2,020 1,691 1,714 1,767 1,799
$50,001-100,000... 1,140 1,205 1,305 1,264 1,213 1,113 887 951 1,022 996
$100,001-250,00¢ 711 793 838 816 769 675 515 552 594 597
$250,001-500,000.. 274 263 312 282 278 225 176 195 195 191
$500,001-1,000,000 112 147 144 142 126 113 81 87 99 108
>$1,000,000 97 98 106 101 93 81 73 83 84 78
Total capital stock and franchise tax filers (4)(5).......cccccceeeviunnnes 290,299 305,640 320,945 335,434 352,410 371,879 376,070 383,256 389,573 397,972
Total direct capital stock and franchise tax rate...........cccccccveveven. 7.24 mills 7.24 mills 6.99 mills 5.99 mills 4.89 mills 3.89 mills 2.89 mills 2.89 mills 2.89 mills 2.89 mills

Sources:
Information provided by the Pennsylvania Department of Revenue. The number of filers by capital stock/foreign franchise tax liability range for the 2009-2011 tax years can be found in the Statistical Supplement for the Pennsylvania Tax Compendium-October 2012 (Fiscal Year
2012-13). The direct capital stock/foreign franchise tax rate was obtained from the Pennsylvania Tax Compendium for October 2012. Both of these publications were obtained from the Pennsylvania Department of Revenue's website which is located at www.revenue.state.pa.us.

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). The capital stock tax is being phased out so that the last year for which a tax will apply will
be the 2016 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.

(4)-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 2012 and 2013 tax years. Therefore, tax years 2002 through 2011 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 (e.g. March 31st). This table presents information
based on all filers whose tax year began during the the associated calendar years.

(6)-For tax years 2002 through 2009, the amounts presented are actual. The amounts presented for the 2009 tax year may differ from the amounts presented in the same table in the Commonwealth's Comprehensive Annual Financial Report (CAFR) for the June 30, 2013 fiscal
year, since that amount was an estimate. For the 2010 tax year, the amounts presented are revised estimates from the amounts presented in the June 30, 2013 CAFR. And for the 2011 tax year, the amounts presented are an estimate.
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Commonwealth of Pennsylvania

Debt Capacity

Table 11

Outstanding Debt and Outstanding Debt Ratios
For the Last Ten Fiscal Years Ended June 30

(Expressed in Thousands, Except Debt per Capita)

PRIMARY GOVERNMENT (1)(2)(3) 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

Governmental activities:
General obligation bonds

$ 7,150,667 $ 7,657,674 $ 8245673 $ 8,632,609 $ 9,150,362 $10,498,794 $ 10,443,190 $ 11,538,799 $ 11,821,622 $ 12,674,929

Capital leases/installment purchase obligations. 47,276 42,059 40,649 37,646 36,730 31,958 26,907 129,757 125,020 117,961
Other financing obligations.... 90,000 82,500 76,500 70,500 67,500 67,500 67,500 334,230 324,860 315,620

Total governmental .... 7,287,943 7,782,233 8,362,822 8,740,755 9,254,592 10,598,252 10,537,597 12,002,786 12,271,502 13,108,510

Business-type activities:

Demand revenue bonds payable.. - - - - - - - - 300,000 166,635
Notes payable - - - - - - - - 199 -
Revenue bonds payable - - - - - - - - 4,635,760 4,381,432
Capital leases/installment purchase obligations. - 28,259 17,375 5,939 - - - - - -

Total business-type ..... - 28,259 17,375 5,939 - - - - 4,935,959 4,548,067

$ 7,287,943 _$ 7,810,492 _$ 8,380,197 _$ 8,746,694 _$ 9,254,592 _$10,598252 _$ 10,537,597 _$ 12,002,786 _$ 17,207,461 _$ 17,656,577

Debt as a Percentage of Personal Income (4)(5)....... 1.69% 1.75% 1.76% 1.74% 1.78% 2.06% 1.99% 2.15% 2.96% 2.99%

Amount of Debt per Capita (4)(5).........ccoovreevrrrrrenne $ 587 $ 627 $ 670 $ 696 $ 734 $ 837 $ 829 $ 92 $ 1,348 $ 1,382

Source: The Commonwealth's Comprehensive Annual Financial Report (CAFR), as presented for the applicable fiscal year. For fiscal years 2005-2012, the information can be found in the Statement of Net Assets. Beginning
with the 2013 fiscal year, the information can be found in the Statement of Net Position.

Notes:

(1)-Beginning with the 2013 fiscal year, the Commonwealth implemented GASB 61, which affected this table. With the implementation of GASB 61, two component units (Commonwealth Financing Authority and Philadelphia
Regional Port Authority), previously reported as discretely presented component units, are reported as blended component units and are classified as proprietary fund types. Therefore, their outstanding debt is now reported
within the Business-Type Activities caption. In addition, the Pennsylvania Energy Development Fund was reclassified as a discretely presented component unit. It had been previously reported as part of the General Fund, and
therefore is no longer reported within the Governmental Activities caption. These changes have not been retroactively applied to prior fiscal years.

(2)-Each caption includes the reported current and noncurrent amounts of the outstanding debt.

(3)-Details on the Commonwealth's total outstanding debt for June 30, 2014 can be found in Note K for Governmental Activities and Note F for Business-Type Activities.

(4)-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. As detailed in Table 5 or 15 (as appropriate),
the personal income and population data have changed in several calendar years from what was presented in those tables in the Commonwealth's Comprehensive Annual Financial Report (CAFR) for the June 30, 2013 fiscal
year. As a result, the calculated ratios based on the data from those calendar years may differ from what was presented in this table in the June 30, 2013 CAFR.

(5)-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.
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Debt Capacity

Table 12

Ratios of General Obligation Bonded Debt Outstanding
Last Ten Fiscal Years Ended as of June 30

(Amounts in thousands)

2
(D) Percentage
General of Actual (€))
Obligation Tax Per
Fiscal Year Bonds Revenues Capita

2005 $ 7,150,667 28.64% $ 569
2006 7,657,674 27.87% 614
2007 8,245,673 28.78% 657
2008 8,632,609 28.69% 685
2009 9,150,362 33.00% 724
2010 10,498,794 37.07% 825
2011 10,443,190 35.12% 820
2012 11,538,799 37.68% 902
2013 11,821,622 37.20% 923
2014 12,674,929 39.69% 992

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 Position, 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 amounts include the reported current and noncurrent amounts.

(2)-The Commonwealth's general obligation bonds are expected to be repaid with general tax revenues.
Therefore, the total taxes shown in the Governmental Activities section of the Statement of Activities are
used in this calculation.

(3)-General obligation bond amounts used in the per capita calculation are presented as of the fiscal year
end. The population data used in the calculation is shown in Table 15, and is as of July 1 of the
applicable fiscal year.

Commonwealth of Pennsylvania 238 Governor's Office of the Budget
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Commonwealth of Pennsylvania
Debt Capacity

Table 13

Computation of Legal Debt Margin

As of August 31 for the Last Ten Years

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

Average annual tax
revenues deposited in the
previous five fiscal years

$ 26,141,233,164 $ 27,536,515,720 $ 29,300,406,649 $ 31,088,316,012 $ 32,044,066,363 $ 32,604,981,495 $ 33,234,462,394 $ 33,742,407,887 $ 34,173,780,183 $ 35,048,322,844

Constitutional factor 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).. 45,747,158,037 48,188,902,510 51,275,711,636 54,404,553,021 56,077,116,135 57,058,717,616 58,160,309,190 59,049,213,802 59,804,115,320 61,334,564,977
Less outstanding net debt
(non-electorate approved)......... 6,146,947,312 6,399,655,454 6,839,080,189 7,068,178,522 7,497,271,800 8,553,447,438 8,520,640,376 9,194,240,832 9,331,058,456 9,960,500,105
Legal debt margin (B)................ $ 39,600,210,725 $ 41,789,247,056 $ 44,436,631,447 $ 47,336,374,499 $ 48,579,844,335 $ 48,505,270,178 $ 49,639,668,814 $ 49,854,972,970 $ 50,473,056,864 $ 51,374,064,872
Total outstanding net debt applicable
to the constitutional limit as a percentage
of the constitutional limit........ 13.44% 13.28% 13.34% 12.99% 13.37% 14.99% 14.65% 15.57% 15.60% 16.24%

Source: The Governor's Budget Office

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 (i) 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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Commonwealth of Pennsylvania
Demographic and Economic
Table 14

Employment by Nonfarm Related Industry

For the Last Ten Calendar Years

Employment by nonfarm related industry (1)(2):

Total nonfarm:
Private earnings:
Goods producing:
Natural resources and mining..............
CONSLIUCTION. ...t
Manufacturing..........cceveevevieeiiineeennnns
Total goods producing..............c.cu...

Service providing:

Leisure and hospitality............cc...ccuu..n
Other SErVICeS.......ouvevieeiiiiieeiiieeaeiinns
Total service providing
Total private earnings........................
Government........c.oooviiiiiiiieen
Total nonfarm.......ccccoeviiiiiiiiniine,

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013
18,700 19,700 20,300 21,100 22,200 22,300 26,600 33,800 37,000 35,800
250,200 255,700 261,000 262,300 254,600 224,600 215,900 222,800 225,800 226,400
690,700 679,400 670,400 659,100 643,800 574,100 560,000 565,000 567,200 563,300
959,600 954,800 951,700 942,500 920,600 821,000 802,500 821,600 830,000 825,500
1,113,600 1,120,300 1,125,800 1,133,900 1,125,900 1,080,800 1,079,200 1,091,100 1,099,600 1,102,500
112,100 109,500 108,200 107,500 105,900 99,600 93,300 91,100 90,300 88,400
336,200 335,700 335,000 332,800 329,800 318,400 311,000 308,600 309,500 312,500
638,000 660,500 685,300 705,700 709,400 674,800 689,900 716,800 733,000 749,000
994,000 1,024,200 1,047,600 1,067,900 1,093,200 1,111,000 1,125,500 1,141,300 1,153,100 1,157,400
477,300 484,800 491,800 499,900 503,300 494,300 500,500 511,200 524,100 533,300
263,700 261,500 258,400 255,700 254,300 249,900 250,300 253,000 254,000 252,800
3,934,900 3,996,500 4,052,100 4,103,400 4,121,800 4,028,800 4,049,700 4,113,100 4,163,600 4,195,900
4,894,500 4,951,300 5,003,800 5,045,900 5,042,400 4,849,800 4,852,200 4,934,700 4,993,600 5,021,400
752,400 753,600 755,000 754,800 759,700 768,200 770,600 751,400 732,300 721,100
5,646,900 5,704,900 5,758,800 5,800,700 5,802,100 5,618,000 5,622,800 5,686,100 5,725,900 5,742,500

Notes:

and Industry.

website.

Source: Information obtained from the Pennsylvania Department of Labor and Industry-Center for Workforce Information & Analysis website (www.paworkstats.state.pa.us).

(1)-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

(2)-Vvarious calendar years may differ from the totals presented in the same table in the June 30, 2013 CAFR, as a result of revised data provided on the Center for Workforce Information & Analysis




Commonwealth of Pennsylvania
Demographic and Economic

Table 15

Population and Per Capita Personal Income
For the Last Ten Calendar Years

Population (1)

(Expressed in thousands)

Personal Income (2)
(Expressed in thousands)

Per Capita (3)
Personal Income

Pennsylvania

Calendar United Pennsylvania United Pennsylvania United percentage
Year Pennsylvania States as % of U.S. Pennsylvania States as % of U.S.  Pennsylvania States above/(below) U.S.
2004 12,411 292,805 424% $ 430,261 $ 10,043,231 4.28% $ 34,668 $ 34,300 1.07%
2005 12,450 295,517 4.21% 447,157 10,605,595 4.22% 35,916 35,888 0.08%
2006 12,511 298,380 4.19% 476,607 11,376,405 4.19% 38,096 38,127 (0.08)%
2007 12,564 301,231 4.17% 501,352 11,990,104 4.18% 39,904 39,804 0.25%
2008 12,612 304,094 4.15% 519,191 12,429,234 4.18% 41,165 40,873 0.71%
2009 12,667 306,772 4.13% 514,729 12,080,223 4.26% 40,636 39,379 3.19%
2010 12,710 309,326 4.11% 529,201 12,417,659 4.26% 41,635 40,144 3.71%
2011 12,741 311,583 4.09% 558,143 13,189,935 4.23% 43,806 42,332 3.48%
2012 12,764 313,874 4.07% 581,772 13,873,161 4.19% 45,577 44,200 3.12%
2013 12,774 316,129 4.04% 590,171 14,151,427 4.17% 46,202 44,765 3.21%

Sources: Population data is obtained from the Bureau of Economic Analysis, U.S. Department of Commerce website at http://www.bea.gov/index.htm, whose source is
the U.S. Bureau of Census' mid-year population estimate. Personal income details can be found in Table 5.

Notes:

(1)-Population data is presented as of July 1 of the calendar year.
estimate back to the calendar year of the most recent Census (2010 calendar year).

The U.S. Bureau of Census' mid-year population estimate include revisions to the annual population

Commonwealth's Comprehensive Annual Financial Report (CAFR) for the June 30, 2013 fiscal year.
(2)-Personal income data is provided as of the calendar year. Various calendar years differ from the totals presented in the June 30, 2013 CAFR. See Table 5 for details.

(3)-As a result of changes noted in Notes (1) and (2), the Per Capita Personal Income may differ from what was presented in the June 30, 2013 CAFR.

Therefore, the totals shown may differ from what was presented in the

Commonwealth of Pennsylvania
Demographic and Economic

Table 16

Employment Information
For the Last Ten Calendar Years

(Expressed in thousands)

Pennsylvania (1)

United States

PA rate
Civilian Civilian percentage
Calendar Labor Unemployment Labor Unemployment  above/(below)
Year Force Employed Unemployed Rate Force Employed Unemployed Rate U.S. Rate
2004 6,197 5,860 337 5.4 147,401 139,252 8,149 5.5 (1.82)%
2005 6,270 5,958 312 5.0 149,320 141,730 7,591 5.1 (1.96)%
2006 6,308 6,021 287 4.5 151,428 144,427 7,001 4.6 (2.17)%
2007 6,330 6,054 276 4.4 153,124 146,047 7,078 4.6 (4.35)%
2008 6,450 6,105 345 5.3 154,287 145,362 8,924 5.8 (8.62)%
2009 6,406 5,898 509 7.9 154,142 139,877 14,265 9.3 (15.05)%
2010 6,392 5,851 541 8.5 153,889 139,064 14,825 9.6 (11.46)%
2011 6,397 5,885 512 8.0 153,617 139,869 13,747 8.9 (10.11)%
2012 6,466 5,954 513 7.9 154,975 142,469 12,506 8.1 (2.47)%
2013 6,460 5,982 478 7.4 155,389 143,929 11,460 7.4 0.00%
Sources: Information was obtained from the Center for Workforce Information & Analysis, Pennsylvania Department of Labor and Industry website at

www.paworkstats.state.pa.us/.

Notes:

(1)-Various calendar years may differ from the totals presented in the same table in the June 30, 2013 CAFR, as a result of revised data provided on the Center for
Workforce Information & Analysis website.
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Commonwealth of Pennsylvania

Operating Information

Table 17

Commonwealth Employees by Function and Agency
For the Last Ten Fiscal Years Ended June 30

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014
Direction and supportive services
Legislative..................... 3,268 3,336 3,339 3,346 3,327 3,133 2,959 2,844 2,784 2,749
RevVenUe..........cocceveuens 2,322 2,377 2,385 2,374 2,254 2,058 1,965 1,934 1,883 1,867
Executive OFfiCeS......oouveeeeeeeeeeeeeeenns 1,962 1,990 1,966 2,012 2,004 1,906 1,767 1,715 1,612 1,554
General Services. 1,255 1,295 1,305 1,251 1,244 1,145 1,115 1,030 993 950
Auditor General 736 740 711 730 708 670 606 598 475 475
497 534 565 552 492 420 408 396 386 373
379 376 327 327 281 274 270 273 268 256
10,419 10,648 10,598 10,592 10,310 9,606 9,090 8,790 8,401 8,224
Protection of persons and property
COITECHONS. ..ot 14,826 15,301 15,441 15,722 16,139 16,232 15,740 15,751 15,398 15,177
State Police 6,039 6,191 6,272 6,249 6,193 5,989 6,015 5,978 5,938 6,139
Liquor Control Board 4,580 4,772 4,704 4,835 5,031 5,082 4,847 4,952 5,007 5,086
ENVIronmental PrOtECtioN.............cv.eveerrerereererererserereennas 2,831 2,890 2,799 2,793 2,786 2,590 2,609 2,648 2,616 2,522
JUAICIANY .. 2,102 2,140 2,130 2,136 2,141 2,197 2,154 2,176 2,150 2,171
Transportation 1,253 1,251 1,253 1,235 1,185 1,125 1,129 1,194 1,191 1,188
Agriculture... 968 1,032 1,056 1,187 1,112 995 962 919 952 914
Probation and Parole Board. 1,001 1,008 967 1,084 1,141 1,114 1,105 1,162 1,199 1,217
Attorney General 886 919 935 985 955 897 814 821 810 836
Public Utility Commission 469 529 485 519 535 547 506 508 497 492
Military and Veterans Affair 489 529 517 538 529 478 450 468 467 486
2,025 2,106 2,088 2,085 2,014 1,955 1,850 1,905 1,839 1,824
Total protection of persons and property................. 37,469 38,668 38,647 39,368 39,761 39,201 38,181 38,482 38,064 38,052
Public education
Education 672 674 665 693 578 544 503 521 514 499
18 18 18 18 16 15 15 - - -
Total public education 690 692 683 711 594 559 518 521 514 499
Health and human services
Public Welfare. 19,769 19,655 18,786 19,082 18,399 18,300 17,169 16,995 16,504 16,643
Labor and Industry. 4,370 4,462 4,277 3,960 4,740 4,887 4,632 4,599 4,140 4,037
Military and Veterans Affairs...............cccocerveueunne 2,015 2,060 2,095 2,128 1,965 2,033 2,049 2,023 1,924 1,961
Health. 1,429 1,524 1,465 1,511 1,490 1,384 1,364 1,461 1,331 1,281
Other.. 109 112 107 102 98 193 206 220 252 284
Total health and human services 27,692 27,813 26,730 26,783 26,692 26,797 25,420 25,298 24,151 24,206
Economic development
Labor and Industry... 911 960 927 911 930 934 912 942 919 897
Community and Economic Development. 324 336 346 349 352 334 311 302 321 313
Total economic development............cc.cccoeueveveccucunnne. 1,235 1,296 1,273 1,260 1,282 1,268 1,223 1,244 1,240 1,210
Transportation
Transportation 10,578 10,810 10,509 10,770 10,655 10,626 10,486 10,696 10,695 10,609
Total transportation. 10,578 10,810 10,509 10,770 10,655 10,626 10,486 10,696 10,695 10,609
Recreation and cultural enrichment
Conservation and Natural RESOUICES..............ccrveerererrereres 2,608 2,639 2,573 2,632 2,493 2,279 2,219 2,335 2,392 2,407
Game Commission.... 734 732 734 725 706 734 735 774 769 797
Fish and Boat Commission. 492 497 514 508 485 486 486 481 448 433
Historical and Museum Commission 444 435 419 399 347 228 213 231 214 222
111 114 113 111 92 56 50 51 43 41
Total recreation and cultural enrichment.................. 4,389 4,417 4,353 4,375 4,123 3,783 3,703 3,872 3,866 3,900
Total Commonwealth EmpIOYees...........cccoccericeaucinienns 92,472 94,344 92,793 93,859 93,417 91,840 88,621 88,903 86,931 86,700

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.
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Commonwealth of Pennsylvania
Operating Information

Table 18

Operating Indicators by Function and Agency
For the Last Ten Fiscal Years Ended June 30

2005 2006 2007 2008 2009 2010 2011 2012 2013(5) 2014(5)

Direction and supportive services:
Executive Offices
Council on the Arts

Attendance at supported events (in thousands) 28,000 28,000 30,566 20,700 20,950 15,747 15,800 21,700 15,810 15,820
Office of Inspector General-Welfare Fraud

Fraud prevention - investigations.... 21,073 22,051 20,582 21,392 25,802 27,645 25,893 25,362 27,916 28,000
Fraud prevention - ineligibility determinations 10,898 11,500 10,793 10,762 10,897 12,902 12,420 12,650 14,095 14,000
Protection of persons and property:
Corrections
TNMALES (L) veeteeseeestee st et et ettt ettt e e et e e s e e st e et e eneesneeeneesneesneanaes 40,965 42,446 44,365 46,028 49,307 51,321 51,638 51,184 51,382 50,666
Inmates enrolled in academic educational programs (1)........ccccceevvveeeennn. 11,680 13,457 14,453 15,017 14,551 13,152 12,064 12,871 11,259 11,120
Agriculture
Number of food safety inspection reports available online N/A N/A N/A 23,950 44,308 51,632 55,180 61,000 94,500 91,000
Revenue
Personal Income Tax:
Total - electronic. 2,520,663 2,813,228 3,040,325 3,347,123 3,544,248 3,709,651 3,699,817 4,538,565 4,952,705 4,977,000
Total - paper 3,288,166 3,994,634 2,076,124 3,239,502 2,842,447 2,137,790 2,299,575 1,678,647 1,316,542 1,323,000
Total personal income tax returns ProCesSed. .........cuveueereerueereerieesieesunns 5,808,829 6,807,862 5,116,449 6,586,625 6,386,695 5,847,441 5,999,392 6,217,212 6,269,247 6,300,000
State Police
Traffic citations issued.... 451,160 479,086 506,844 500,820 564,582 567,116 560,063 600,986 566,440 576,000
Background Checks:
Firearms checks conducted for the purchase of a firearm...........c..ccc.c... 514,287 512,686 503,013 505,500 681,516 596,879 688,564 849,329 1,202,156 1,220,000
Judiciary
Caseload (cases filed/reopened/appeals) (1)........ccovereerreeriuesieeseeneeninanns 3,790,068 3,783,987 3,816,270 3,768,167 3,884,107 3,825,045 3,761,142 3,614,627 3,514,214 3,498,071
Public education:
Education
PreK-12 EDUCATION (BASIC EDUCATION):
Public school enrollment (PreK-12)..........cccuereerieenieeiiesieeie e e 1,828,089 1,830,684 1,810,430 1,797,520 1,800,314 1,780,413 1,781,206 1,765,327 1,764,000 1,764,000

HIGHER EDUCATION:
Full-Time Equivalent Enrollments at State-Supported Institutions of Higher Education:

State System of Higher Education.............cccccecveeiiniiniinncnicseceen 98,657 100,392 102,445 103,356 105,566 109,636 112,030 109,738 107,012 104,588
Community Colleges 88,494 88,150 91,161 92,526 98,988 106,270 106,164 103,971 97,981 97,494
State-Related Universities. . 140,697 139,894 144,993 148,272 152,678 156,435 157,939 156,517 160,589 162,313
Non-State Related Universities and Colleges...........ccceveveeeneeeriieeennnenn 43,106 43,662 48,078 48,607 49,532 888 840 809 806 833
Health and human services:
Aging and Long Term Living
Comprehensive PACE/PACENET Program:
Older Pennsylvanians enrolled (AVErage).........ccceeveeeereereereenieenieennens 290,482 306,138 390,207 313,643 312,916 309,329 307,585 298,137 288,645 279,530
Total Prescriptions PEr YEAI . .......ccuveiuieriieirieiiiiiiiee e 12,794,090 13,253,256 13,025,489 11,173,934 11,605,980 10,773,967 10,341,180 10,288,430 9,739,080 9,423,330
Health
Vital events (births, deaths, fetal deaths) registered 273,432 274,105 275,261 280,928 273,381 268,788 270,194 273,522 272,054 269,500
Total number of encounters by State Health Care Centers N/A 375,240 511,736 550,083 555,584 523,874 561,140 440,860 589,167 618,700
Public Welfare
MEDICAL ASSISTANCE
Persons participating in Medical Assistance (monthly average)................. 1,747,615 1,833,760 1,883,235 1,907,396 1,972,559 2,072,461 2,135,477 2,225,011 2,123,710 2,174,610
Persons receiving cash assistance (monthly average).......... 278,474 278,496 250,687 225,846 221,744 240,650 248,173 248,298 180,235 166,730
Children participating in subsidized child care (unduplicated). 195,211 200,650 212,112 239,550 234,899 251,347 257,735 220,530 207,571 206,150
Total persons provided mental health services (2).........cccocuveevveeniieeennen. 398,590 418,749 517,440 525,991 525,136 530,387 649,375 655,577 720,079 731,540
Persons receiving Intellectual Disability services during fiscal year (3)...... 72,538 45,414 50,139 51,375 53,284 53,399 53,455 53,569 53,613 54,690
Economic development:
Community and Economic Development
Businesses assisted 19,781 16,215 18,454 15,805 17,852 18,439 21,004 23,804 24,351 25,037
Persons receiving Customized Job Training.... N/A N/A N/A N/A N/A 45,376 51,334 39,394 41,776 42,612

Persons participating in Community Services Block Grant.............cccccuuee. 339,564 339,564 339,564 348,829 325,322 387,055 444,529 398,558 315,000 250,250
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Commonwealth of Pennsylvania
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Table 18

Operating Indicators by Function and Agency
For the Last Ten Fiscal Years Ended June 30

2005 2006 2007 2008 2009 2010 2011 2012 2013(5) 2014(5)
Labor and Industry
Total public health and safety inspections performed.............ccccoovvveeeenn. 117,056 82,123 80,408 75,223 76,253 76,136 77,142 87,913 81,718 82,800
Vocational Rehabilitation-Eligible participants with active plans................ N/A N/A N/A N/A 41,316 43,644 48,652 45,471 52,354 52,000
Transportation:
Transportation
Miles of State maintained highways 39,890 39,890 39,843 39,872 39,861 39,845 39,793 39,797 39,792 39,760
Passengers carried by State-assisted operators (millions annually) 310 401 390 427 434 423 432 441 435 442

Safety and Emissions inspections 17,100,000 17,388,858 17,470,970 17,470,125 17,972,890 17,720,432 17,707,480 17,441,664 17,317,953 17,800,000

Registrations:

Registrations-Total New and Renewed 10,017,000 9,864,461 9,708,974 9,724,462 9,550,413 9,389,974 9,206,015 9,369,992 10,061,588 10,100,000
Licensed drivers-Total New and Renewed.. 2,377,057 2,345,311 2,274,866 2,432,976 2,402,935 2,407,963 2,364,145 2,449,267 2,425,954 2,410,000
Recreation and cultural enrichment:

Conservation and Natural Resources

State park attendance (visitor days per calendar year)...........ccccceevenunene 35,095,476 36,295,873 35,800,000 33,200,000 37,000,000 38,400,000 37,600,000 37,600,000 36,400,000 36,900,000
Fish and Boat Commission

Fishing liCENSES SOI........oiuviiiiiiiiiiiieiieie e 834,877 843,302 864,416 905,806 839,172 883,932 810,050 876,233 852,944 870,000
Game Commission

HUNtING lICENSES SOIU.......c..eeiiiiiiiiiii et 1,007,613 964,158 945,892 924,448 926,892 946,497 927,527 931,060 925,000 925,000
Historical and Museum Commission

Records maintained by the State Records Center (in thousands) (4)......... 726,747 753,354 791,553 812,175 811,000 811,000 239,540 239,772 239,002 240,000

Annual visits to commission historical sites and museums (in thousands).. 1,477 1,516 1,420 1,450 1,425 1,425 1,283 1,045 1,060 1,070

Sources: Governor's Office of the Budget, Comptroller Offices, various agencies

Notes:

(1)-Amounts are presented as of December 31.

(2)-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.

(3)-Beginning with the 2005 fiscal year, this amount was revised to remove those receiving Early Intervention services.

(4)-Beginning with the 2011 fiscal year, this amount was revised to reflect the number of boxes maintained. Previous years reflected the actual number of records.

(5)-For the 2014 fiscal year, a majority of the indicators presented are estimates. For the 2013 fiscal year, the amounts that were presented as estimates in the Commonwealth's Comprehensive Annual Financial Report (CAFR) for the
June 30, 2013 fiscal year have been revised. Therefore, the amounts shown may differ from what was presented in the June 30, 2013 CAFR.
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Table 19

Capital Asset Information by Function and Agency
For the Last Ten Fiscal Years Ended June 30

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014
GOVERNMENTAL ACTIVITIES
Direction and Supportive Services
Department of General Services
N0l o Y=Y o U1 o [T Vo R (1 TS 36 85 85 87 85 119 116 116 116 115
Total pieces of machinery and eqUIPMENT..........cooeuuiiiiiiiiiiiiee e e e 137 137 139 133 148 394 139 155 134 141
Capital and Agency projects in design and/or construction... 500 409 440 385 425 638 725 764 799 767
Vehicles in fleet 16,544 16,337 16,384 16,307 16,307 15,808 16,353 15,821 14,704 14,542
Protection of persons and property
Department of Corrections
State Correctional INSttUIONS (2) ... . ieeieeeeiiiee e e e e e eeeee 27 26 26 27 27 27 27 27 26 26
State Police
Patrol VENICIES. ...t e et e e e e eeaen 2,282 2,316 2,173 2,189 2,189 2,182 2,182 2,182 2,182 2,182
Police stations and/or troop headquarters (2)........cc.uueeeeeeeeeuieeeeeeiiieeeeeeeiae e 23 23 23 23 24 25 25 25 26 26
Department of Military and Veterans Affairs
Number of National Guard readiness CENErS............coeviiiiiiiiiiiiiiiiiiieeeieee e 117 117 117 117 117 100 100 99 99 85

Public education
State System of Higher Education (SSHE)-Component Unit (3)
Number of SSHE universities using Commonwealth owned buildings and land....... 14 14 14 14 14 14 14 14 14 14
Health and human services
Department of Public Welfare

Total number of hospital or treatment center complexes (1)(2).. 21 19 19 19 18 19 17 17 17 17
Transportation
Department of Transportation
Total pieces Of EQUIPIMENT ........oiiiiiiiie e e e e e e eeen e eees 7,070 7,495 7,923 7,316 7,969 7,707 7,722 7,792 8,128 8,242
Total lane miles of highways (state or locally maintained)............cccoeeeviiiiiieeneene. 116,055 116,100 116,716 116,998 117,187 117,385 117,499 117,588 117,681 117,760
Recreational and cultural enrichment
Department of Conservation and Natural Resources
Acres of land in state parks and forests (in MillionNS)............ccoooviiiiiiiiinieiiee 2.4 2.4 2.4 2.4 2.4 2.4 2.4 2.4 25 25
Game Commission
Acres of game lands (in MIllIONS).........iiiiiiieie e 1.40 1.40 1.40 1.40 1.40 1.40 1.40 1.40 1.50 1.50
Fish Commission
Public boat launches N/A 178 153 153 271 271 271 271 271 271
Total number of fish hatcheries.. 15 15 15 15 15 15 15 15 15 15

Historical and Museum Commission

MuseumSs and NISTOFIC SIEES......ceeeeeeieee e 26 25 25 25 25 23 23 23 23 23
Economic Development
Department of Labor and Industry

Square footage of rehabilitation centers owned by the Commonwealth.... 444,035 444,035 444,035 444,035 444,035 444,035 444,035 444,035 469,065 469,065

Sources: Governor's Office of the Budget, Comptroller Offices and various agencies.

Notes:

(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 buildings). Also, beginning with the 2010 fiscal year this amount includes buildings that were leased to non-Primary Government entities but owned by the Commonwealth. These were not reported in the totals for the
other fiscal years.

(2)-State Correctional Institutions, police station/troop headquarters and hospital/treatment center complexes include nondepreciable capital assets (e.g. land) and depreciable assets (e.g. machinery and equipment, buildings, improvements,
etc.).

(3)-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 Position. See Note A in the Notes to the Financial Statements for a detailed description of this relationship.
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