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COMMONWEALTH OF PENNSYLVANIA
GOVERNOR’S OFFICE
HARRISBURG

RANDY ALBRIGHT
SECRETARY
OFFICE OF THE BUDGET

December 13, 2017

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, 2017. 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, 2017 Basic Financial Statements have been jointly audited by the Department of the Auditor
General and CliftonLarsonAllen 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, 2017 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.

Commonwealth of Pennsylvania 5 Governor's Office of the Budget
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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.

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 financially
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 with 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 officials, 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,
2017 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, 2017. It accounts for all revenues and other receipts that are not required by
law to be accounted for or deposited in special funds, and accounts for a significant portion of Commonwealth
expenditures. Tax revenues, principally personal and corporate net income, and sales and use taxes, constitute
approximately 89.1% 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, 2017.

Commonwealth of Pennsylvania 6 Governor's Office of the Budget
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BUDGETARY BASIS GENERAL FUND BALANCE INCREASE/(DECREASE)
FIVE MOST RECENT FISCAL YEARS

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

Budgetary Basis General Fund Balance
Increase/(Decrease) Last Five Fiscal Years at June 30

Fiscal Year Balance/(Deficit) Increase/(Decrease)
2017 S (1,539) S (1,544)
2016 (revised) 5 (252)
2015 (revised) 257 173
2014 (revised) 84 (463)
2013 (revised) 547 (126)

During the fiscal year ended June 30, 2017, General Fund expenditures exceeded General Fund revenues and other sources
by $1,544, and at June 30, 2017, the Commonwealth reported a budgetary basis deficit of $1,539 in the General Fund. The
budgetary basis results for the fiscal year ended June 30, 2017 include revenue collections totaling $61,364, less
appropriation authorizations totaling $62,986, plus other net financing sources totaling $78. Included in the $62,986
appropriation authorizations are $398 of state supplemental appropriations and $182 in federal supplemental
appropriations authorized for the fiscal year ended June 30, 2017 (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.

Pennsylvania will continue to benefit from the Marcellus Shale natural gas deposit. The buildout of infrastructure to move
gas to the market will continue with the construction of pipelines, compressing stations, and processing facilities. Eventually
the Utica Shale 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. The current growth
phase in the Marcellus Shale production continues to mostly involve building infrastructure to service existing wells. Royal
Dutch Shell is moving forward with its proposed processing plant in Beaver County. The plant will process ethane from
nearby natural gas wells in Pennsylvania, Ohio, and West Virginia into ethylene, which is the building block of plastics. The
plant will provide hundreds of jobs and ensure market access for locally produced natural gas liquids.

The Pittsburgh area continues to attract high-tech jobs such as software development. This, along with the state’s
numerous high-quality research universities, is helping to mitigate job migration.

Pennsylvania is expected to add jobs at an annual average rate of 0.7% between 2016 and 2020. The health care sector
continues to be a reliable source for new jobs. This growth is low as compared to other states but is based upon
Pennsylvania’s slow population growth, which remains below the national average. Also, recent Census estimates show
that Pennsylvania is lagging behind many other states in net migration. These two factors may limit the labor-force growth
rate.

Commonwealth of Pennsylvania 7 Governor's Office of the Budget
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LONG TERM FINANCIAL PLANNING

The Commonwealth continues to improve its overall financial condition with a particular emphasis on improving the
strength of its General Fund. As part of its Fiscal Year 2017-18 budget, the Commonwealth enacted Act 43 of 2017 (a
package of tax increases and other provisions) and Act 40 of 2017 (a package of augmentation and fee increases and other
fiscal administration improvements) that will both improve the Commonwealth’s fiscal administration and provide
significant, recurring revenues to the General Fund. The combined effects of these tax law changes are expected to
increase state General Fund revenues by $289.2 million in fiscal year 2017-18.

The Commonwealth also enacted a substantial expansion of its gaming laws via Act 42 of 2017. Act 42 is expected to
benefit the General Fund’s Fiscal Year 2017-18 revenues by $200.0 million, primarily through one-time license fees, and the
General Fund’s future fiscal year recurring revenues via taxes on newly authorized video game terminals, table games,
internet gaming, and fantasy sports.

In addition to enacting recurring revenues, the Commonwealth is also working to shrink its long-term cost drivers. For
example, the Commonwealth enacted Act 5 of 2017 to fundamentally change retirement options for most newly hired state
employees beginning January 1, 2019. Act 5 also permits current state employees to make an irrevocable choice to opt-in
to one of the three new retirement options between January 1, 2019, and March 31, 2019 that will go into effect on July 1,
2019. The Commonwealth continues to closely monitor all state agency expenditures, and is restricting hiring and spending
to only those areas which are necessary to maintain the Commonwealth’s health and safety programs and other core
functions.

Updated projections of the Commonwealth’s financial activity and expenditures will be included in the Governor’s Fiscal
Year 2018-19 Executive Budget request which will be available on February 6, 2018 via the Office of the Budget’s website
(www.budget.pa.gov).

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, 2016. This represents the thirty-first 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 acéepted 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, 2017 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.
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Randy Albrlght Brenda Warburton Anna Maria Kiehl, CPA
Secretary Executive Deputy Secretary Chief Accounting Officer
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CliftonLarsonAllen LLP
CLAconnect.com

CliftonLarsonAllen

Department of the Auditor General
Commonwealth of Pennsylvania
Harrisburg, Pennsylvania 17120-0018

INDEPENDENT AUDITORS' REPORT

The Honorable Tom Wolf, Governor
Commonwealth of Pennsylvania
Harrisburg, Pennsylvania

We have jointly audited the accompanying financial statements of the governmental activities, the business-type
activities, the aggregate discretely presented component units, each major fund, and the aggregate remaining fund
information of the Commonwealth of Pennsylvania (the Commonwealth), as of and for the year ended June 30,
2017, and the related notes to the financial statements, which collectively comprise the Commonwealth’s basic
financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance
with accounting principles generally accepted in the United States of America; this includes the design,
implementation, and maintenance of internal control relevant to the preparation and fair presentation of financial
statements that are free from material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to jointly express opinions on these financial statements based on our audit. We did not
jointly audit the financial statements of certain funds and component units of the Commonwealth, which represent
the indicated percent of total assets and total revenues as presented in the table below. Those financial statements
were audited by other auditors, including CliftonLarsonAllen LLP and the Commonwealth of Pennsylvania’s
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 those funds and component units, are based solely on
the reports of the other auditors.

Percentage Audited Separately by

Department of the Percent Audited by
Auditor General CliftonLarsonAllen LLP Other Auditors
Total Assets Total Assets Total Assets
& Deferred & Deferred & Deferred
Outflows of Total Outflows of Total Outflows of Total
Resources Revenue Resources Revenue Resources Revenue
Government-Wide
Business-type Activities 6% 21% 20% 4% 17% 1%
Component Units 0% 0% 19% 43% 81% 57%
Fund statements
Enterprise Funds 6% 21% 20% 4% 17% 1%
Fiduciary Funds 1% 1% 0% 0% 90% 94%
Discretely Presented
Component Units 0% 0% 19% 43% 81% 57%

14 Governor's Office of the Budget
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The Honorable Tom Wolf, Governor
Commonwealth of Pennsylvania

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 entity’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 entity’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, 2017, and the respective
changes in financial position and, where applicable, cash flows thereof for the year then ended in accordance with
accounting principles generally accepted in the United States of America.

Emphasis of Matters

Pennsylvania Turnpike Commission

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 (see Note 16). Our auditors’ opinion was not modified with respect to
this matter.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis on pages 18-40, and the schedules of pension amounts — Commonwealth’s proportionate
share of the net pension liability and Commonwealth’s schedule of contributions, schedules of OPEB amounts -
funding progress and employer contributions, changes in the Net OPEB liability and related ratios and
contributions and investment returns and the budgetary comparison schedules and notes to the required
supplementary information on pages 184-193 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
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The Honorable Tom Wolf, Governor
Commonwealth of Pennsylvania

statements in an appropriate operational, economic, or historical context. We and other auditors 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.

Supplementary and Other Information :
Our audit was conducted for the purpose of forming opinions on the financial statements that collectively

comprise the Commonwealth’s basic financial statements. The introductory section, combining non-major fund
and component unit financial statements, budgetary comparison schedules for budgeted non-major special
revenue funds, and statistical section are presented for purposes of additional analysis and are not a required part
of the basic financial statements. :

The combining non-major fund and component unit financial statements, and the budgetary comparison schedules
for budgeted non-major special revenue funds, as listed in the ‘table of contents, are the responsibility of
management and were derived from and relate directly to the underlying accounting and other records used to
prepare the basic financial statements. Such information has been subjected to the auditing procedures applied by
us and the other auditors in the audit of the basic financial statements and certain additional procedures, including
comparing and reconciling such information directly to the underlying accounting and other records used to
prepare the basic financial statements or to the basic financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of America. In our
opinion based on our audit and the reports of the other auditors, the supplementary information is fairly stated, in
all material respects, in relation to the basic financial statements as a whole.

The introductory section and statistical ‘section have not been subjected to the auditing procedures applied in the
audit of the basic financial statements, and accordingly, we do not express an opinion or provide any assurance on

them.

SN 2N - '

Harrisburg, Pennsylvania Baltimore, Maryland
December 13, 2017 ‘ December 13,2017

16 Governor's Office of the Budget
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MANAGEMENT’S DISCUSSION AND ANALYSIS

June 30, 2017

The Management’s Discussion and Analysis (MD&A) of the
Commonwealth of Pennsylvania’s (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,
2017 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.

Table of Contents
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Section E: Budget Analysis OVErVIEW ..........c.ccoeoeeereruenierenennes 36
Section F: Capital Asset and Long-term Debt Activity............... 37
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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?

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
To assist the reader in answering these questions and statements’ focus on the ability to meet financial
others, the Commonwealth presents both government- obligations.
wide financial statements and fund financial statements.
Government-wide Statements Fund Financial Statements
Governmental | Business- Discretely Governmental Proprietary Funds Fiduciary Funds
Activities Type Presented Funds (see note 2) (see note 3)
Lo te 1
Activities Component (seenote 1)
Units
Scope of Activities generally | Activities Legally separate « General Fund « Enterprise Funds « Agency Funds
Report and financed through financed in organizations for « Special Revenue Funds « Internal Service Funds « Pension Trust Funds
P taxes whole or part which the « Debt Service Funds « Investment Trust
Fund Types : P : . -
yp : - « Capital Projects Funds Activities that focus on Funds
intergovernmental | by fees elected officials o )
h fthe ori the determination of « Private-purpose Trust
revenues, and charged to of the primary Generally used to account | operating income, Funds
other external government are for tax-supported changes in net position
nonexchange parties for financially activities (cost recovery), financial | Activities held in a
revenues goods and accountable or it position and cash flow trustee or agency
services would be capacity for others and
misleading to which therefore cannot
be used to support the
exclude them s
government’s own
programs
Required « Statement (Stmt) of Net Position (1) « Balance Sheet (3) o Stmt of Net Position « Stmt Fiduciary Net
Financial o Stmt of Activities (2) « Stmt of Revenues, @) Position (6)
Expenditures and o Stmt of Revenues, « Stmt of Changes in
Statements Changes in Fund Expenses and Changes Fiduciary Net Position
Balances (4) in Net Position (8) @]
o Stmt of Cash Flows (5)
Measurement | Economic resources measurement focus and accrual basis Current financial resources | Economic resources Accrual basis
Focus and measurement focus and measurement focus and
Basis of modified accrual basis accrual basis
Accounting
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MANAGEMENT’S DISCUSSION AND ANALYSIS

June 30, 2017

(1) Statement of Net Position is a government-wide or
proprietary fund financial statement that reports the
difference between assets, deferred outflows of
resources, liabilities and deferred inflows of
resources 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 function and the activities
as awhole.

(3) Balance Sheet presents a statement of the assets,
deferred outflows of resources, liabilities, deferred
inflows of resources 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 cash receipts and cash payments
during a period.

(6) Statement of Fiduciary Net Position presents
information about the assets, deferred outflows of
resources, liabilities, deferred inflows of resources
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 flows of resources in and
out, as well as net position at the beginning and end
of the financial period.

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

Note 3: Fiduciary Funds account for resources held for the
benefit of parties outside the Commonwealth 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 1 in
the notes to the financial statements section of the CAFR.

All dollar 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
CAFR.
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Section B: Commonwealth’s Overall Financial Activity

The following are explanations of the various categories broken out in the condensed Statement of Activities. Section C

contains condensed financial information for the Commonwealth.

Government-wide Revenues

Tax revenue is the largest portion of revenue reported by
the Commonwealth. The majority of the tax revenue is
deposited into the General Fund, the Commonwealth’s
largest operating fund. Significant tax revenue is also
reported in the Motor License Fund and is utilized to fund
the Commonwealth’s highway and bridge infrastructure
improvements and enhancements. Gaming taxes provide
funding for several initiatives, most notably the
Commonwealth’s property tax relief program.

Charges for sales and services report the sales, fees and
assessments charged for lottery tickets, wine and spirits,
licenses, permits and various registration requirements
that support many of the Commonwealth’s services and
programs. The largest portion of charges for sales and
services is reported by the State Lottery Fund and the
Unemployment Compensation Fund; the profits from
lottery ticket 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 Human Services receives the most federal
funds for medical assistance and other social service
programs. Other agencies that receive significant federal
funds include the Department of Labor and Industry
supporting the Unemployment Compensation program,
Department of Transportation supporting infrastructure
development, Department of Health supporting an
effective public health system and the Department of
Education funding basic and higher education programs.

Capital grants and contributions make up a small
percentage of the Commonwealth’s total revenue. The
grant revenue reported here is received from the federal
government and supports construction projects for
transportation and military affairs.

Government-wide Expenses

Governmental Activities:

Direction and supportive services are centralized
functions affecting all agencies. These services provide an
administrative support system through which the goals
and objectives of Commonwealth programs are attained.
The Governor’s Office, Executive Offices, Auditor General,
Treasury, the departments of General Services and
Revenue and the Legislature are some of the agencies that
provide these services.

Protection of persons and property includes consumer
and environmental protection, certain regulatory
activities, the criminal justice system and the mitigation of
the effects of disasters. The State Police, Attorney
General, Department of Corrections, Public Utility
Commission, Department of Military and Veterans Affairs,
Pennsylvania Emergency Management Agency, and
Insurance Department are some of the agencies that
support these programs.

Commonwealth of Pennsylvania
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Public education programs are managed primarily by the
Department of Education. The Commonwealth strives to
provide a system of learning experiences and
opportunities through quality basic, special, technical and
higher education programs.

Health and human services programs are primarily the
responsibility of the departments of Human Services,
Health, Aging and Drug and Alcohol Programs with
contributions by the departments of Agriculture, Labor
and Industry, Military and Veterans Affairs and Revenue.
Agencies include these programs to ensure access to
quality medical care for all citizens, support citizens
seeking self-sufficiency and maximize citizens’
opportunities to participate in society.

Economic development programs invest public resources
to create jobs for Commonwealth citizens. The total
efforts of the Department of Community and Economic
Development are devoted to these programs and are the
primary source of reported expenses.

Governor's Office of the Budget
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Transportation  reports the expenses of the
Commonwealth’s road and bridge infrastructure
improvements and enhancements as well as the costs to
provide licensing and highway safety programs.
Transportation systems are developed to serve the needs
of citizens, commerce and industry and are financed
through the Department of Transportation.

Recreation and cultural enrichment programs focus
resources on recreational and cultural amenities, ensuring
that Commonwealth citizens and visitors can explore the
cultural traditions, art and history of the Commonwealth
and take advantage of outdoor recreational opportunities.
The programs are primarily the responsibility of the
Department of Conservation and Natural Resources, the
Fish and Boat Commission, the Game Commission, the
Historical and Museum Commission and the Department
of Education.

Interest expense is the result of Commonwealth incurred
debt used to finance its capital programs, voter-approved
bond referenda and certain disaster relief programs.
Most long-term financing of the Commonwealth is
provided by the issuance of general obligation debt.

Business-Type Activities:

State lottery reports 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

Commonwealth of Pennsylvania
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transportation, and property tax and rent rebate

programs.

State workers’ insurance reports the administrative
expenses to provide workers’ compensation insurance to
employers, including those refused policies by private
insurance firms.

Tuition payment reports the administrative expenses of
the Tuition Payment Fund which provides Commonwealth
residents the opportunity to prepay college tuition
towards future education expenses at eligible educational
institutions.

Unemployment compensation reports the expenses for
payments made to unemployed individuals.

Commonwealth financing reports the expenses of the
Commonwealth Financing Authority. The majority of
expenses are for grants that promote the health, safety,
employment, business opportunities and economic
activity of the Commonwealth.

Liguor control expenses cover all costs associated with
the operation and administration of the Liquor Store
System and enforcement of the Liquor Code.

Economic development and other expenses reported
include, among other things, those for a variety of
economic development programs and the Philadelphia
Regional Port Authority.
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Section C: Condensed Financial Information

Government-wide Statement of Net Position as of June 30, 2017 and 2016

(Amounts in millions)

Governmental Activities  Business-Type Activities  Total Primary Government
2017 2016 2017 2016 2017 2016

Assets:

Cashand investments.........cccoeieiiienseccicse e $ 8972 $ 8767 $ 7498 $ 7,278 $ 16,470 $ 16,045

Capital assets (Net).......ccurvvierrierinniieniesee e 37,466 36,451 567 547 38,033 36,998

All OThEr @SSETS....eeiviiiiiiieiiie et 10,932 10,318 1,693 1,714 12,625 12,032
0] 2= LEE T =Y £SO 57,370 55,536 9,758 9,539 67,128 65,075
Total deferred OULflOWS.........cccoerieiieiiiicie e 3,457 3,020 151 134 3,608 3,154
Liabilities:

Accounts payable..........ccoceoiiiiiiiiis 8,768 8,101 783 766 9,551 8,867

All other current liabilities...........cccoovviiniiiicicnn, 4,146 4,107 1,226 1,646 5,372 5,753

Bonds payable, non-current...........cccceeviieiiieniiennne. 12,223 11,762 3,459 3,298 15,682 15,060

All other long-term liabilities............cccoceeiiiiiiieiinenn 22,429 21,175 3,687 3,514 26,116 24,689
Total liabilities........cc.eoiiiiiiiiiii e 47,566 45,145 9,155 9,224 56,721 54,369
Total deferred inflOws...........ocoveiiiiiiiiics 832 377 29 9 861 386
Net position:

Netinvestmentin capital assets..........ccccoooeeviiennnnn. 31,541 30,525 556 528 32,097 31,053

RESEIICTE. ... 2,164 1,917 2,444 1,307 4,608 3,224

UNIESTIICEEM. oo v (21,276) (19,408) (2,275) (1,395) (23,551) (20,803)
Total Net POSITION........coiiiiiiieiiee e $ 12,429 $ 13,034 $ 725 $ 440 $ 13,154 $ 13,474

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

Cash and investments net increase:

Governmental Activities total cash and investments
increased $205 largely from an increase in the Capital
Facilities Fund of $595 primarily from remaining bond
proceeds, offset by a decrease in the General Fund of
$358 due to lower than anticipated revenues.
Business-Type Activities total cash and investments
increased $220 primarily due to the Unemployment
Compensation Fund’s cash and investment increase
of $600 related to decreased benefit payments from
continued low unemployment throughout the
Commonwealth. This was partially offset by
decreases in the Tuition Payment Fund, the Lottery
Fund, and the State Stores Fund of $294, $70, and
$66, respectively. See Section D for further
information.
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Capi

tal assets net increase:

The $1,015 increase in Governmental Activities
Capital Assets was due to the Commonwealth’s
continued goal to invest in transportation
infrastructure throughout Pennsylvania. The Motor
License Fund’s capital assets net of depreciation
increased $1,026 over the prior year.

All other assets net increase: (Items reported in this
category include taxes receivable, due from other
governments, accounts receivable, inventory, supplies

and

other assets.)

Governmental Activities reported an overall net
increase of $614 largely from General Fund amounts
due from the federal government, particularly for the
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Department of Human Services for expanded
Medicaid. These increases are discussed further in
Section D’s General Fund analysis.

Deferred outflows of resources net increase:

The total increase of $454 is the result of the
Commonwealth’s employer share of the increases in
pension related deferred outflows of resources for the
State Employees’ Retirement System (SERS) pension plan.
The most significant cause of the increase was changes in
the actuarial assumptions that lowered the discount rate
from 7.5% to 7.25% and the inflation rate from 2.75% to
2.60%

e Governmental Activities increased $437.

e Business-Type Activities increased $17.

Accounts Payable net increase:

e Governmental Activities increase of $667 was caused
by the Department of Human Services increased
payables for expanded Medicaid services. This
increase corresponds to the increase due from the
federal government for these services, which is
discussed under the All other assets heading, and is
further explained in Section D’s General Fund
analysis.

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

e Business-Type Activities decrease of $420 is largely
attributable to the Tuition Payment Fund decrease in
securities lending obligations.  This decrease is
discussed further in Section D’s Tuition Payment Fund
analysis.

Bonds payable, non-current net increase:

e Governmental Activities non-current bonds payable
increased $461 primarily because of new general
obligation bond issuance for Capital Facilities of
$1,200, offset by the portion of bonds payable that
became current during the year.

e Business-Type Activities increased $161 largely as a
result of new revenue bond issuance by the
Commonwealth Financing Authority of $754 to fund
the new PlanCon program designed to assist school
districts with investing in construction projects to
improve facilities, offset by an early bond redemption
by the Unemployment Compensation Fund of $93
and the portion of bonds payable that became
current during the year.

Commonwealth of Pennsylvania
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All other long-term liabilities net 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, net pension
liability, other postemployment benefit obligations

(OPEB) and other long-term liabilities.)

e Governmental Activities increased $1,254 largely due
to the increase in Commonwealth’s employer share
of SERS net pension liability of $786 and OPEB of
$665.

e Business-Type Activities increased $173 because of
increases in tuition benefits payable of $99.
Commonwealth’s employer share of SERS net
pension liability and OPEB also increased $36 and
$24, respectively.

Deferred inflows of resources net increase:
The total increase of $475 is the result of the
Commonwealth’s employer share of the increases in
pension related deferred inflows of resources for the SERS
pension plan. The most significant cause of the increase is
related to reported experience gains for the plan and
changes to the Commonwealth agencies’ proportionate
share of the plan.

e Governmental Activities deferred inflows of
resources increased $455. In addition to the pension
related deferred inflows of resources increase of
$450, the Commonwealth reported a deferred inflow
of resources of $5 related to refunding of debt.

e Business-Type Activities deferred inflows of resources
increased $20 as the result of the changes to the
pension plan.

Net position is one way of measuring the health of the
Commonwealth’s finances. An overall surplus is reported
for both Governmental Activities and Business-Type
Activities, however, the majority of the surplus is related
to net investment in capital assets and other restricted
funds which are unavailable to utilize in satisfying the
Commonwealth’s day-to-day expenses.

e The Governmental Activities net position decreased
$605 overall, however the unassigned net position
decreased $1,868, which was offset by increases in
net investment of capital assets of $1,016 and total
restricted funds of $247.

e Business Activities net position increased $285
overall. Net investment in capital assets and total
restricted funds increased $1,165, with the largest
increase for Unemployment Compensation restricted
balances of $1,061. This increase was offset by the
unassigned net position decrease of $880.
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Statement of Activities for the Fiscal Years Ended June 30, 2017 and 2016

(Amounts in millions)

Total Primary
Governmental Activities Business-Type Activities Government
Revenues: 2017 2016 2017 2016 2017 2016
Program Revenues
Charges for sales and services $ 6631 $ 5545 $ 9,603 $ 9,693 $ 16,234 $15,238
Operating grants and contributions 30,208 26,947 361 111 30,569 27,058
Capital grants and contributions 78 62 - - 78 62
Total program revenues 36,917 32,554 9,964 9,804 46,881 42,358
General revenues: taxes and investment income 36,108 34,942 - - 36,108 34,942
Total revenues 73,025 67,496 9,964 9,804 82,989 77,300
Expenses:
Governmental Activities
Direction and supportive services 1,255 1,367 - - 1,255 1,367
Protection of persons and property 7,012 6,750 - - 7,012 6,750
Public education 16,427 14,915 - - 16,427 14,915
Health and human services 41,335 36,621 - - 41,335 36,621
Economic development 1,007 883 - - 1,007 883
Transportation 6,366 5,944 - - 6,366 5,944
Recreation and cultural enrichment 626 607 - - 626 607
Interest 436 512 - - 436 512
Business-Type Activities
State lottery - - 3,982 3,968 3,982 3,968
State workers'insurance - - 221 287 221 287
Tuition payment 336 231 336 231
Unemployment compensation - - 2,089 2,322 2,089 2,322
Commonwealth financing - - 218 189 218 189
Liquor control - - 1,947 1,855 1,947 1,855
Economic development and other - - 52 54 52 54
Total expenses 74,464 67,599 8,845 8,906 83,309 76,505
Excess/(deficiency) before transfers and special items  (1,439) (103) 1,119 898 (320) 795
Transfers 834 (50) (834) 50 - -
Increase (decrease) in net position (605) (153) 285 948 (320) 795
Net position-beginning 13,034 13,187 440 (508) 13,474 12,679
Net position-ending $12,429 $ 13,034 $ 725 $ 440 $ 13,154 $13,474
Commonwealth of Pennsylvania 24 Governor's Office of the Budget
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Statement of Activities Variance Analysis Year-Over-Year
(A discussion of significant activities)

Revenues

Charges for sales and services net increase:

e Governmental Activities increased $1,086 largely
related to Act 92 of 2015’s creation of Human Services
new assessments on managed care organizations,
effective July 1, 2016. Further information is provided
in Section D’s General Fund analysis.

e Charges for sales and services is the primary revenue
category for Business-Type activities. The revenues
include among many things lottery sales, wine & spirit
sales, and unemployment compensation revenues.
The State Stores Fund increased $91, which was
offset by decreases in the Lottery and Unemployment
Compensation Funds of $132 and $41. Overall the
category decreased $90. Further information is
provided in the individual fund analysis in Section D.

Operating grants and contributions net increase:

e The majority of the increase was the Governmental
Activities increase of $3,261, primarily as a result of
the expansion of the Medicaid program. The
expansion was 100% federally funded through
December 31, 2016, and 95% federally funded
starting January 1, 2017. Rises in participation and
medical inflation resulted in a 14% increase in federal
funding. Expenses for Health and Human Services
also increased correspondingly.

e Business Activities increased $250 most significantly
from Tuition Payment Fund investment income
increases of $165. Additionally, State Workers’
Insurance Fund experienced $51 more investment
income.

More information is provided in the individual fund

analysis in Section D.

Taxes and investment income net increase of $1,166 in
Governmental Activities includes $432 increases in
cigarette taxes due to Act 84 of 2016 raising the cigarette
tax per pack as well as expanding taxes on smokeless
tobacco, roll your own tobacco, and electronic cigarettes.
Sales taxes also increased $482 due in part to expansion
of sales tax on digital downloads and a cap on vendor sales
tax discounts of three hundred dollars per year instead of
1% of all taxes collected. Liquid fuels taxes, personal
income taxes, and corporate income taxes also increased
over the prior year.
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Expenses: Governmental Activities

Public education expenses increased $1,512, with the
majority of expense for grants and subsidies to schools
which include the PlanCon grants to schools for
construction projects of $585, increases in pension
contributions reimbursements for schools of $389, and
increased funding for basic education programming, early
intervention programs, and food and nutrition programs.

Health and human services expenses increased $4,714
primarily due to the expansion of the federal Medicaid
program to newly eligible physical and behavioral health
recipients as well as increases in medical inflation. This
increase corresponds with the increase in federal funding
for the expansion described under operating grants and
contributions. Additional details related of the expansion
of Medicaid can be found in the General Fund analysis.

Transportation expenses increased $422 largely as a
result of funding provided by Act 89 of 2013 used to repair
and restructure local roads and bridges. The significant
increase in capitalized assets referred to prior, also
increased depreciation expense by $102. Additionally,
there was an increase in debt service expenses of $184.

Expenses: Business-Type Activities

Unemployment Compensation (UC) program expenses
decreased $233 due to continued low unemployment
reducing the need for benefit payments. Refer to the
Unemployment Compensation Fund analysis in Section D
for additional detail.

Liquor Control Board (LCB) expenses increased $92
largely from a cost of goods sold increase that is correlated
to the growth in wine and spirit sales. Additionally,
employee expenses grew due to higher negotiated salary
and wages, increased overtime from expanded store
hours, and increased pension and OPEB expenses. The
State Stores Fund analysis provides further explanations
in Section D.

Transfers

Transfers between the Governmental Activities and
Business-Type Activities increased $884, caused by the
transfer of the PlanCon bond proceeds and an $116
increase in State Stores Fund’s transfers to the General
Fund.
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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 80% of the total governmental
fund type revenues and other financing sources and 81%
of the total governmental fund type expenditures and

other financing uses. The General Fund collects
approximately 84% of the total tax revenues and is the
primary funding source for most Commonwealth
expenditures.

2017 2016

Assets:

Cash and INVESTMENTS........coiiiiiieiieiie e $ 2,922 $ 3,074

Receivables, Net.... ..o 4,952 5,348

Due from other funds/governments/advances/other................. 4,868 4,204
L0 U St =Y TSRS $ 12,742 $ 12,626
Liabilities:

Accounts payable and tax refunds payable............ccccoverinnnnnns $ 8,274 $ 7,575

Securities lending obligations...........ccoveiiiiiiiiciiie e 7 5)

Due to other funds/governments/advances/other................... 2,245 1,988

UNEAINEd FEVENUE......coiuiiiiiiieiiie ettt 23 29
Total liabilities.....c.eviiiiec 10,549 9,597
Total deferred INflows Of rESOUICES......ccovvveiieiiiieiiciiciieieeiens 2,891 2,939
Fund Balance:
Total fund balanCe..........cooveeiiiiiiiiciiee e (698) 90
Total liabilities, deferred inflows of resources and fund balance..... $ 12,742 $ 12,626

Receivables, net decreased $396 primarily due to a
decrease in Medicaid drug rebates, partially offset by an
increase in taxes receivable. Sales and use tax receivable
increased significantly due to the expansion of sales tax to
digital downloads and a cap on vendor sales tax discounts.

Due from other funds/governments/advances/other
increased $664 largely due to an increase in the number
of participants in the federally funded Medicaid program
and an increase in medical inflation, partially offset by a
decrease in interfund receivables and the receipt of
repayments on interfund loans. The increase in amounts
due from the federal government for Medicaid correlates
to an increase in accounts payable for the program.

Accounts payable and tax refunds payable increased
$699. The increase is primarily due to an increase in
accounts payable from increased participation in the
federal Medicaid program and medical inflation. The
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increase correlates to an increased amount due from the
federal government.

Due to other funds/governments/advances/other
increased $257 primarily due to increases in contributions
for school employee pension costs and education
subsidies owed to political subdivisions, as well as the
receipt of a $165 interfund loan from the Workers’
Compensation Security Fund to meet cash flow needs,
partially offset by a decrease in escheat liabilities caused
by changes in claims activity.

Total fund balance decreased $788 primarily due to
increases in health and human services and public
education expenditures, partially offset by increases in
total revenues and transfers in. Discussion of these
changes follows in the analysis of General Fund Revenues,
Expenditures and Changes in Fund Balance.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

General Fund Revenues, Expenditures and Changes in Fund Balance

Condensed, comparative, financial information (amounts in millions)

June 30, 2017

2017 2016
Revenues:
Taxes, net of refunds
PErsONal INCOME. ......cciuiiiiiiiiie ettt e sbae e $ 12,096 $ 11,855
SAIES ANA USE.....iiiiiiieiice e 9,955 9,685
(0] o] -1 o HE PPV P PRSPV R PPPROE 4,313 4,381
Inheritance.... 918 944
Cigarette.............. 1,381 951
ReAItY traNSTer...c.uiiiiiie e 477 480
LCT- 0140 PSP P RO TPPR 122 102
Other.....ccoovveiviiiicceee 811 1,231
Total taxes, net ofrefunds........... 30,073 29,629
Intergovernmental.............c.c...... 26,965 24,405
Charges for sales and SEIrVICES.......cocuiiiiiiiiie e 2,749 1,808
Licenses/fees/investment/other inCOMe...........cccoovvviiiicniciiienc s 952 899
TOAI FEVEINUES. ... et 60,739 56,741
Expenditures:
Direction and SUPPOITIVE SEIVICES........cciuiiiiiieiiiie et 670 629
Protection of persons and property.... 4,540 4,242
Health and human SEIVICES.........coiviiiiiiiiii e 39,689 36,117
PUDIIC @AUCATION.......eiiiiiiiiccie e 15,706 14,233
Recreation and cultural enrichment.............ccccoiiiiiiiii 306 291
Economic development..........ccoeviieiiiiniiieiinenne, 487 426
TraNSPOITALION. ...c..viiiiii it 28 66
CaAPITAl QUEIAY. ... e 158 117
Other expenditures 23 15
TOtal EXPENAITUIES. ...cciiiiiiii ettt e et e e e eee s 61,607 56,136
Revenues over eXPenditUres. .........cuiiiviiiiie it (868) 605
Other financing sources (uses):
Transfersin...... 1,343 480
Transfers out (1,263) (1,269)
Net other fiNanCING USES........uoiiiiiiiii i 80 (789)
Netchange in fund balanCe............c.ooiiieiiiiiiiiiiiie e (788) (184)
Fund balance, DEgINNING........cocviiiiiiiiii e 90 274
Fund balance (deficit), NdiNg........ccoeereiiiieieieiesee e $ (698) % 90

Total taxes, net of refunds increased $444 primarily due
to an increase in cigarette taxes attributable to the
enactment of Act 84 of 2016, which prescribed a $1.00 per
pack tax increase effective on August 1, 2016, as well as
the imposition of taxes on smokeless tobacco, roll-your-
own tobacco, and electronic cigarettes. Increases in
personal income, sales and use, and gaming taxes were
nearly entirely offset by decreases in corporation,
inheritance, realty transfer, and other taxes. The tax
increases largely resulted from improvements to tax
system data attained during preparation for a tax amnesty
program, which included a significant reduction in
unprocessed tax returns. The largest decrease, in other
taxes, is primarily due to the enactment of Act 92 of 2015,
which prescribed assessments, rather than gross receipts
taxes, on Medicaid managed care organizations. The
decrease in other taxes was partially offset by collections
from a tax amnesty program implemented during the
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fiscal year, increased liquor sales, and larger tax revenue
offset adjustments for certain economic development
programs.

Intergovernmental revenues increased $2,560 primarily
due to an increase of $2,448 in federal revenues collected
by the Department of Human Services as the result of
Medicaid expansion. Medicaid was a 100% federally
funded program through December 31, 2016 and 95%
federally funded beginning January 1, 2017. Therefore,
the increase in Medicaid revenues correlates to an
increase in related Medicaid expenditures. Additional
information is included in the discussion of health and
human services expenditures.

Charges for sales and services increased $941 primarily
due to new assessments on managed care organizations,
as prescribed by Act 92 of 2015 that amended the Public
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MANAGEMENT’S DISCUSSION AND ANALYSIS

June 30, 2017

Welfare Code. Act 92 repealed gross receipts taxes on
Medical Assistance managed care organizations, and
established a monthly, per member assessment of $13.48,
effective July 1, 2016. In addition, Act 92 expanded the
assessments to other managed care organizations.

Total expenditures increased $5,471. The largest
increases were in grant and subsidy payments reflected in
the health and human services and public education
categories as well as an overall increase in employee
benefit costs.

Health and human services expenditures increased
$3,572 primarily due to an increase in expenditures
related to the Department of Human Services. Increased
expenditures for the Medicaid program comprise most of
the increase. Enrollment in Medicaid increased by
approximately 82,000 persons from July 2016 to June
2017, which represents a 2.96% increase in enrollment
during the fiscal year. This increase in enroliment follows
a 22.8% enrollment increase during the period January
2015 to June 2016, in conjunction with the Medicaid
expansion that began in January 2015. Within the
Medicaid program, the appropriation for capitation
payments increased significantly. In addition to the larger
number of persons receiving Medicaid benefits, medical
inflation, including pharmaceutical inflation, contributed
to the increased expenditures.
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Public education expenditures increased $1,473. The
increase is largely due to budgeted funding increases for
basic education programs, special education programs,
early intervention programs, and food and nutrition
programs, as well as increased contributions for school
employee pension costs and social security taxes. $578 of
the increase pertains to school construction project costs
financed by the transfer of bond proceeds from the
Commonwealth Financing Authority (CFA) under Act 25 of
2016.

Protection of persons and property expenditures
increased $298 largely due to the rising costs of operating
the Commonwealth’s correctional institutions, increased
expenditures for economic development programs
related to neighborhood improvement and city
revitalization improvement zones, the Winter Storm Jonas
and October 2016 flooding disasters, and employee
benefit costs.

Transfers in increased $863 primarily due to a $735
transfer of bond proceeds from the Commonwealth
Financing Authority (CFA) as authorized by Act 25 of 2016,
a $116 increase in liquor stores profits transfers, and
increases in non-reoccurring transfers authorized by
amendments to the Fiscal Code under Act 85 of 2016.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

June 30, 2017

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

2017 2016
Description
Cash and iNVESTMENTS........ccoeereeinieirereeesieeeeenseneens $ 1234 $ 1,170
Other @SSEtS.....cvcviicieieiee e 732 651
0] LI T S $ 196 $ 1.821]
Accounts Payable...........cccooieeinine e $ 759 $ 749
Securities lending obligations............cccccevvreieveiereieeenns 20 14
Other iabilities..........ccovvveveerrrrrr s 178 173
Total IADIItES. ....v.cvveveeeeveeeee e 957 936
Total fund balance..........ccceoernnee 1,009 885
Total liabilities and fund balance............cccccccceeuenns $ 1,966 $ 1,821
TAX TRVENUES. ...vvevevererreeectceetevetessses e s essesesesetesesesesensnanens $ 3,548 $ 3,268
LiceNSes and fEES.......ccuvvieerieiiieiee e 1,006 963
Intergovernmental 1,896 1,884
Other FEVENUES.......c.eeveeeviieeiieteiete et seee et seenenaenens 139 100
TOtal FEVENUES.......cvcveiereieeiereteeieteetee et 6,589 6,215
Direction and SUPPOrtiVe SEIVICES.............vvureeriririeienenes 39 23
Protection of persons and property..........ccccoeeeeeenennn 964 943
TranSPOrtation..........c.covveveeiirinrieieee et 2,912 2,646
Capital QULIAY........ccovreieeriiiirieiee e 2,633 2,838
Other expenditures.... 7 7
Total eXPenditUres...........cc.cvevecveieereieeresese s 6,555 6,457
Net other finanCing SOUICES...........ccorveerviirieeriererieeiinens 90 138
Net change in fund balances............cccccoveieiiiiinnne $ 124 $ (104)

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.

Cash and investments increased $64 which is due to an
increase in Long-Term Investments. Favorable market
conditions allowed share value to increase $40 over prior
year.

Other Assets—which is comprised of several types of
receivables—increased $81 over the prior year. The
increase stems from two main sources—one is a $44
increase in liquid fuels tax receivable which is directly
related to an increase in tax revenues. The other is a $31
increase in federal funds receivable, for Highway & Safety
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($24), Highway Bridge ($5), and Engineering Highway
Construction ($2) projects.

Tax revenues increased $280 primarily due to the increase
in the liquid fuels tax rate pursuant to Act 89 of 2013.
Effective January 1, 2017, rates for gasoline increased
from 50.3 cents per gallon to 58.2 cents per gallon. Rates
for diesel fuel also increased on January 1, 2017 from 64.0
cents per gallon to 74.7 cents per gallon.

Licenses and fees revenues saw an increase of $43
primarily due to a mid-year option change for vehicle
registration fees.  Beginning December 31, 2016,
motorists were given the option of being able to renew
vehicle registrations for two years instead of the standard
one-year renewal. The two-year option doubles the
amount of a one-year registration fee and does not
incorporate a discount.

Other revenues increased $39—primarily due to an
increase in investment income. This growth was driven by
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June 30, 2017

improvements in market conditions of
investments over the prior year.

long-term

Transportation Expenditures increased by $266.
Although this was the net result of many factors, a major
influence was $184 in additional Debt Service costs which
resulted from increased bond activity over the prior year.
Additionally, there was a $60 increase in grants and
subsidies attributed to payments to municipalities for
transportation-related projects and bridge construction.

Capital outlay decreased $205. Due to the increased
funding of Act 89 of 2013, the Commonwealth continues
to strongly invest in infrastructure projects, however the
timing of projects created a decrease in capital outlay
expenditures.

The $48 decrease in Net other financing sources (uses)
was caused by a $30 increase in transfers to the Capital
Debt Fund as well as a $20 increase in transfers to the Boat
Fund.

Unemployment Compensation Fund

Condensed, comparative, financial information (amounts in millions)

Description

Total operating revenues: Sales and services

Cashand iNVESTMENTS.........cccveeiveiiieiies e
Unemployment assessments receivable.............
Other @SSETS....viivieiieiieiieeie et
Total @SSELS. ..o vieiiieiieeeie e
Accounts payable..........cccevviiiiiniiiiins
Other liabilities.........ccccvevvieiiiiiiece e,
Total liabilities.......oooveiiiiiiieicee
Total Net POSItioN.........cccveviiiiiiiiiecee e,

Total operating expenses: Cost of sales and services................
OperatinginCome.........cccoveeiieeiieiiee e

Nonoperating revVenuesS. ..........ccvvvereereervneveneenns
Income before transfers.........cccoccoveiiiicnenins
TranSTers. ..o
Increase in Net poSItion..........cccoevveeiiieeiieenienn.

2017 2016
..................... $ 2132 $ 1,532
...................... 744 745
...................... 552 550
,,,,,,,,,,,,,,,,,,,,, 3,428 2,827
..................... 73 57
..................... 1,609 2,085
,,,,,,,,,,,,,,,,,,,,,, 1,682 2,142
..................... $ 1746 $ 685
$ 3,107 $ 3,148

2,059 2,284

..................... 1,048 864
,,,,,,,,,,,,,,,,,,,,,, 65 36
...................... 1,113 900
..................... (52) (60)
..................... $ 1061 $ 840

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 $600 primarily due to the
continued low unemployment rate and the solvency of
the Unemployment Insurance Trust account. Current year
contributions exceeded benefit payments. In addition,
there was an overall decrease in benefit payments over
the prior year.

Other liabilities decreased $476 as a result of UC bond
redemptions throughout the year.
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Sales and services decreased $41 primarily due to
decreased contributions made to the UC Trust fund
related to refunds made at the end of the fiscal year.

Cost of sales and services expense decreased $225
primarily due to the overall decline in unemployment
benefit payments and claims correlating to a decreased
unemployment rate.

Nonoperating revenues increased $29 due to increased
funding levels in the Subsistence Allowance — Trade
Readjustment Allowance Program, which provides
employment training for displaced workers through
federal reimbursements. Performance data for the trade
program as of 2015 reports that 78.8% of displaced
workers receiving training through the program were
employed during the following quarter.
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State Workers’ Insurance Fund (SWIF)

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

Description

Total assets

Other liabilities.....
Total liabilities

Operatingloss..........
Investmentincome

Cashandshort-terminvestments..............c.........
Long-term investments.........ccoevevveieveeresieninnns
Other asSetS.....ccoueiiiivieiiiiieie e

Total deferred outflows of resources................
Securities lending obligations.............ccccceveienne.
UNnearned reVeNUE........c.cveeeieeeeeisiieiesiesiesiees
Insurance loss liability.........cccoooiiiiiiiiiicies

Total deferred inflows of resources..................
Net POSITION.....ccviiiiiiiiiiiec e

Total operatingrevenues: Sales and services......
Total operating expenses: Cost of sales and services.................

INvestment eXPeNSe. .........covriiiiineneieiesreanes
Net nonoperating revenue............cccccceeeeeienennn.
Increase (decrease) in net position....................

2016 2015
...................... $ 117 0§ 124
...................... 1,353 1,363
...................... 71 85
...... 1,541 1,572
,,,,,,,,,,,,,,,,,,,,,, 8 7
...................... 53 60
...................... 68 78
...................... 1,563 1,604
97 91

1,781 1,833

....................... 2 1
...................... $ (234) $ (255)
,,,,,,,,,,,,,,,,,,,,,,, $ 184 $ 212
217 283

33) 1)

58 8

...................... @) ()
...................... 54 4
...................... $ 21 $  (67)

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

Insurance loss liability decreased $41 due to a reduction
in the current portion of the liability attributable to an
increased use of Compromise and Release (C&R) claim
agreements. In PA Workers’ Compensation, any case can
be resolved by an agreement between the injured worker
and their employer/insurance carrier called a C&R
agreement.

Sales and services decreased $28 due to premiums
written decreasing from $216 million to $187 million. The

Commonwealth of Pennsylvania 31

www.pa.gov

decrease is attributable to increased competition in the
private workers' compensation insurance market. As a
result, insureds obtained more coverage from commercial
insurance companies.

Cost of sales and services decreased $66 due to favorable
claims activity for accident year 2016, and favorable
development of 2016 accident year loss reserves.

Investment income includes the cumulative effect of
changes in Net Asset Value of SWIF investments and
realized gain / loss on sales of investments. Due to
positive market conditions, investment income increased
$50.
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June 30, 2017

State Lottery Fund

Condensed, comparative, financial information (amounts in millions)

2017 2016
Description
Cash and short-term investments...........cccceceevvereeeeesnsnnenns $ 162 $ 232
OthEr @SSBLS.....cuiveeereerieiereee sttt 85 77
TOAl ASSELS.......ceeveveviveeeiirereeeeeeeaeeetete et esesssereresesesesesnas 247 309
Total deferred outflows Of reSOUICES...........coooevecverrrninnnn. 14 13
Accounts Payable..........coociiiiiiie s 379 386
Other abilitieS. .......coveerieeieeree e 202 166
Total HabilitieS. ......cvcveeeieiie e 581 552
Total deferred inflows of reSOUrCeS...........covvvviiciicininins 3 1
NET POSITION. ...c.viiieiiiie e $ (323) $ (231)
Total operating revenues: Sales and SErvices............cccccvvenene. $ 4,003 $ 4135
OtNEr FEVENUES.......cueiiietiieteieeiee et = =
Total operating rEVENUES..........ccivreieererieiseeeseneeieseseens 4,003 4,135
Cost Of sales and SEIVICES..........ecviveieiierieieie e 3,978 3,899
Other EXPENSES. ......cuiireeciiieienirisieieiee e 4 69
Total operating EXPENSES.........cccceureereririeieieiereeneeesieierenenes 3,982 3,968
Operating iNCOME .......c.eiiiriririeiei e 21 167
Nonoperating reVenUES, NEL.........cccovvvvrverererereesrsrseenesenns 4 3
Income before transfers...........coveeernreieinnseecs 25 170
Transfersin.........ccceceeeeene. 148 167
Transfers out...... (265) (271)
Transfers, net (117) (104)
Increase (decrease) in net position............ccccceeeeveeeenens $ (92) $ 66

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.
These programs include shared rides and free transit,
property tax and rent rebates, medical assistance for long-
term care, the Pharmaceutical Assistance Contract for the
Elderly (PACE) which provides assistance for the payment
of prescription drugs, and PENNCARE which provides a
variety of community-based and in-home services, such as
home health care; personal care; health support services
such as housekeeping, shopping assistance, laundry and
mending; respite care (caregiver relief); transportation
and other routine household chores as necessary to
maintain a consumer's health, safety and ability to remain
in the home; and home-delivered meals prepared at a
central location and delivered to a person's home.

Cash and short-term investments decreased $70,
attributed predominantly to the repayment of a $50 loan
received from the General Fund in the prior year.
Authorized in accordance with 72 P.S. § 3611 and 3612,
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this loan ensured sufficient cash resources to meet the
June 30, 2016 Property Tax Rent Rebate payments.

Other liabilities increased $36, mainly attributed to an
outstanding current year transfer of $95 to the Public
Transportation Trust Fund. This increase was offset in part
by the aforementioned loan repayment of $50 to the
General Fund.

Total operating revenues: Sales and services decreased
$132, largely attributed to the prior year’s world-record
Powerball jackpot of nearly $1.6 billion which drove sales
upward in 2015. Powerball sales revenues decreased
$105. Scratch-Off sales also experienced a decrease of
$66 due to a similar spike in sales that occurred in the prior
year in relation to the extraordinary Powerball jackpot.
While Scratch-Offs with ten-dollar and below price points
experienced a decline in sales totaling $119, twenty- and
thirty-dollar price points experienced an increase of $53.
In February 2017, the Pennsylvania Lottery created a new
category of games called Fast Play, with current year sales
revenues totaling $55.
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Total Operating Expenses increased $14 primarily due to
the current year General Bill enactment (Act 16-A) which
appropriated a $17 increase in funding for the PENNCARE
program.

Transfers In decreased $19 relative to an appropriated
decrease in the authorized transfer from the Property Tax
Relief Fund. This transfer is authorized in accordance with
Act 1 of Special Session 1 of 2006.

Tuition Payment Fund
Condensed, comparative, financial information (amounts in millions)

Description

Cash and short-term investments...............cccceee.ne
Long-term investments..........ccooveveerieneeicenincie,
Other aSSetS...ccuiiiiiieiiieeeiiee e
TOtal @SSELS....eviiiiieiiieciee e
Securities lending obligations............cccccvvvveiieeene
Tuition benefits payable..........ccccoooiiiiiiiiiee
Other l1abilities........ooiviiiiiiiiee e
Total liabilities.......ccccovvvvveiiiiie e
NET POSITION. ...ccuviiiiiieiiiie e
Total operating revenues: Sales and services.........
Total operating expenses: Cost of sales and services..................
Operatingloss........cccveviiiiiiiiee e
Nonoperatingrevenues, Net..........cccooeeveneervennns
Increase (decrease)in net position...............c.......

2017 2016

..................... $ 147 3 689
..................... 1,821 1,573
.................... 8 8
_____________________ 1,976 2,270
..................... 42 500
.................... 1,641 1,542
..................... 10 10
.................... 1,693 2,052
..................... $ 283 § 218
..................... $ 207 $ 192

334 228
.................... (127) (36)
,,,,,,,,,,,,,,,,,,,, 192 27
.................... $ 65 $ ©)

Fund Description: The Tuition Payment Fund is
administered by the Tuition Account Guaranteed Savings
Program Bureau, an office within the Commonwealth
Treasury Department. The Fund provides Commonwealth
residents the opportunity to prepay college tuition
towards future education expenses at eligible educational
institutions. An eligible educational institution is defined
by the Internal Revenue Code. Commonwealth-owned
and related universities and community colleges
participate in the program. In addition, private
institutions, which are defined as any private or out-of-
state public post-secondary educational institution, are
considered eligible for the program.

Total assets decreased $294 attributable to an increase in
tuition benefit withdrawals and a decrease in current
assets available for securities lending due to portfolio
changes. This decrease was offset partially by increased
market returns on the long-term investments. The
portfolio’s return was 10.28% for the fiscal year ended
June 30, 2017 and 2.7% for the fiscal year ended June 30,
2016.
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Total liabilities decreased $359. The primary source of
this decrease is the change in securities lending obligation
of $458. The securities lending obligation mirrors the
assets available for securities lending, and has a neutral
impact on the net position. This was offset by an increase
in the tuition benefits payable of $99 caused by actuarial
changes to long-term liabilities.

Operating loss rose $91. Tuition benefit expenses
increased $105 due to the actuarial valuation increases
and providing for an additional 18,537 (as stated) college
credits. Enrollment in the program increased to 8,084
from 7,207 (as stated) which generated an additional $15
in revenue. Salaries, other administrative expenses, and
tuition credit refunds increased a combined $1.

Non-operating revenues, net increased $165 largely due
to a higher investment income from favorable market
conditions.

Net position increased $65 over the prior year. At $283,
the plan is currently 116% funded.
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State Stores Fund

Condensed, comparative, financial information (amounts in millions)

2017 2016
Description
Cash and iNVESTMENTS........coeverirriniirreeinee e $ 229 % 295
INVENTOTY ...t 255 245
Other @SSELS.....c.viuieiieiieie et 43 42
TOTAl ASSETS......cveiieiiiieieiee s 527 582
Total deferred outflows of resources..............c.cccceuee. 115 102
Accounts payable............c.coeeeiininnnninn. 296 287
Pension and OPEB liabilities 636 589
Other liabilities...........cvevirriiiiccee 91 88
Total [iabilties. .......cevererereerirrree s 1,023 964
Total deferred inflows of resources..........c.ccccoevreenene. 22 6
NEt POSIION......cververeerereeseeseeseeeesessess e eesessnenaas $ (403) $  (286)
Total operating revenues: Sales and services................... $ 2,047 $ 1,956
Other FEVENUE.......c.veieieierieiieie et snns - -
Total operating reVeNUES............ccoeerevermeeennienesenenes 2,047 1,956
Cost of sales and SErVICES...........cvveeeirrsieeeenseeienee 1,936 1,846
OthEr EXPENSES.....c.cvviieieiieieesie et 11 10
Total operating eXPENSES...........cvvuveririrereiiirieiienienns 1,947 1,856
Operating iNCOME........ccovuveerirerininen. 100 100
Nonoperating revenues, Net...........cocoveeeveerererneneens 2 1
Income before transfers...........cooeeeernnnncciencenens 102 101
Transfers OUL..........cocoviviiciiiicc e (219) (103)
Decrease in Net POSItioN. ............cc.c.ovvueveveccuerereeecnnns $ (117 3 (@)

Fund Description: The State Stores Fund serves as the
operating fund for the Pennsylvania Liquor Control Board
(PLCB). With over 600 state run stores throughout the
Commonwealth, the PLCB generates revenue from the
sale of wine and spirits, lottery commissions, various
licensing fees, and fines. In addition, Act 39 of 2016 allows
the PLCB to be a wine wholesaler to holders of wine
expanded permits which allows the convenience of wine
sales to take place at private retailers. Profits from the
State Stores Fund are used to fund the Pennsylvania State
Police for their liquor law enforcement authority; support
the Department of Drug and Alcohol Programs which
provides funding to several local governments to offer
drug and alcohol education; and to provide additional
funding to the General Fund.

Cash and investments decreased $66 primarily due to
legislatively mandated transfers to the General Fund,
contributions to the Department of Drug and Alcohol
Programs, and funding of the Pennsylvania State Police to
enforce liquor laws.

Pension and OPEB liabilities increased $47 due to the
difference of actual experience and actuarial assumptions.
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Major factors in the actuarial assumptions are the interest
rate, inflation rate, and pay increases.

Sales and Services increased $91 which is attributed to
legislation changes of Acts 39, 85, and 166 of 2016. The
liquor reforms allowed for the adoption of flexible pricing,
expanded wine sales to licensed retailers, auction of
expired restaurant licenses, expanded store hours of
operations on Sundays and holidays, authority to sell
Pennsylvania Lottery tickets, and the authority for
licensed wine producers to ship directly to residents.

Cost of Sales and Services increased $90 which correlates
to the increase in Sales and Services. Salaries and wages
increased due to negotiated rate increases, higher
overtime associated with expanded store hours of
operations, and greater Pension and OPEB liabilities over
the prior year. Additionally, store rent and credit and debit
card service fees increased.

Transfers out increased $116 due to the $217
contribution to the General Fund which supports
commonwealth-wide operations.
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Commonwealth Financing Authority

Condensed, comparative, financial information (amounts in millions)

2017 2016
Description
CUITENE ASSETS...cveiiiieiireeieetee e $ 830 $ 834
Long-term assets......ccceveeiiieiiieiiee e 275 272
Total @SSETS....vveiiiiiiieiiiiie e 1,105 1,106
Total deferred outflows of resources.............. 2 2
Current liabilities.........cccoooeiiiiiiiii 85 77
Long-term liabilities 2,260 1,575
Total liabilities........ccoeevveeeieeiiecceeeece, 2,345 1,652
Total Nnet POSItioN.........cccvvvevevieceeie e $ (1,238) $ (544)
Operating revenues, net ofuncollectibles......... $ 6 8 10
Operating EXPeNSES......cvuiuvreeiiieeeiiiieesiieeeaaiees 110 107
OperatinglossS.......couvevereereiieieeeeseee e (104) ©97)
Nonoperating expenses, Net...........ccccvevvervennn. (96) (79)
Loss before transfers..........ccoccvoveiieiiiiinnens (200) (176)
Transfers in (OUL).......cccooveviiiiiiiiiicce e (494) 255
Increase (decrease) in net position................... $ 694) % 79

Fund Description: The purpose of the Commonwealth
Financing Authority (CFA) is to provide financial assistance
through bond issuance proceeds distributed 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.

CFA is a blended component unit of the Commonwealth,
and since inception, the CFA has issued 12 revenue bonds
totaling $2.7 billion to promote economic growth in the
Commonwealth. Payments of principal and interest due
on outstanding debt are appropriated and transferred
from the primary government annually.

Total Assets consist of $776 in cash and cash equivalents
(a $14 increase), loan and related interest receivables of
$295 (a $2 increase) and due from other funds of $34 (a
decrease of $17).

Total liabilities increased $693 over the prior year due to
a 2016 revenue bond issuance of $758 for the Department
of Education’s PlanCon program for the purpose of
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reimbursing school districts for construction projects. The
bond issuance was partially offset by $69 in principal
maturity payments.

Operating expenses consist of the grant, loan, and
administrative expenses at $100, $6, and $4, respectively,
which remained relatively steady over the prior year.

Nonoperating expenses increased $17 overall because of
a $20 increase in bond interest expense offset by a $3
increase in investment income.

Transfers include the transfers out to the primary
government for PlanCon bond proceeds less the issuance
costs for a total of $747. Additionally, CFA received
transfers in from other funds of $254 for debt service and
other Commonwealth approved projects remaining
consistent with the prior year.

Net Position: CFA’s business purpose may result in
continued losses from operations due to the
disbursement of grant awards and transfer of bond
proceeds to promote economic growth.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

June 30, 2017

Section E: Budget Analysis Overview

General Fund Budgetary Basis
Comparison between original budget and final budget

(Amounts in millions)

The Budgetary Comparison Schedule for the General Fund
for the fiscal year ended June 30, 2017 is presented
immediately following the Notes to the Financial
Statements section of the CAFR. In the final budget, state
program revenues were adjusted to the revised revenue
estimates anticipated to be received by the end of the
fiscal year, and were anticipated to be insufficient to fund
all 2016-2017 original and supplemental appropriation
requests.

The difference in total state program revenues from the
original to the final budget was due to a reduction of $670
in tax revenues and a $50 increase in refunds offset by an
increase of $295 in non-tax revenues, resulting in a net
decrease of $425.

Final federal revenues and corresponding expenditures
were $245 more than originally budgeted primarily due to
an increases of $182 in the Department of Human
Services, $27 in the Department of Drug and Alcohol
Programs, $22 in the Emergency Management Agency, $6
in the Department of Health, $4 in the Department of
Aging, $3 in the Department of Community & Economic
Development and $2 combined in the Departments of
Education, Conservation & Natural Resources, Insurance
and Judiciary offset by a $1 decrease in the State Police.

General Fund Budgetary Basis
Comparison between final budgeted and actual results

(Amounts in millions)

In the actual budgetary basis, state program revenues
were adjusted to actual revenues received by the fiscal
year end. Total revenues were insufficient to fund all
2016-2017 original appropriations and the supplemental
appropriations passed on July 11, 2017 by Act 1-A, with
supplemental appropriations effective as of the fiscal year
ended June 30, 2017.

Actual total state revenues were $733 less than the final
budgeted state revenues due almost equivalently to
decreases in both tax ($368) and non-tax ($365) revenues
actually received. The $54 decrease in departmental
services is mainly attributable to decreases received in the
State Police and the Departments of Revenue, Human
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Services, Environmental Protection and other agencies
offset by increases in Judiciary, Executive Offices,
Conservation & Natural Resources, General Services and
other agencies resulting in the net decrease of $786 in
state program revenues.

The difference of $54 in actual state program
expenditures is the result of the $54 decrease available
from departmental services.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

June 30, 2017

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
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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 are considered depreciable; therefore, no
depreciation expense is reported for those assets.

Note 1 in the notes to the financial statements section of
the CAFR discusses capital assets significant accounting
policies.

Note 4 in the notes to the financial statements section of
the CAFR provides more information on capital asset
activities during the fiscal year ended June 30, 2017.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

June 30, 2017

Long-term Debt Overview — fiscal year ended June 30, 2017

(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 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
$67.0 billion as of August 31, 2017 with net debt
outstanding after credit for refunded debt of $10.6 billion
for a remaining legal debt margin of $56.4 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.

At June 30, 2017, the Commonwealth had total General
Obligation Bond principal outstanding of $12.0 billion for
the following purposes:

$7,459 Capital Facilities Bonds
$3,871 Refunding Bonds
$ 685 Electorate Approved Debt (various)

During the fiscal year ended June 30, 2017, total debt
service fund transfers were paid from the General Fund of
$1,074, the Motor License Fund of $103 and the Gaming
Economic Development and Tourism Fund of $27 to make
principal and interest payments to bondholders.

Note 6 in the notes to the financial statements section of
the CAFR provides more details on long-term debt
balances and activity.

Debt Administration — fiscal year ending June 30, 2018

(Amounts in millions)

During the fiscal year ending June 30, 2018, the Office of
the Budget currently plans general obligation bond
issuances, excluding refundings, amounting to $1,200.
This is a decrease of $9 when compared to actual new
money bond issuances of $1,209, which excludes
refunding issuance of $605, during the fiscal year ended
June 30, 2017. This plan represents the need to make
continued investments in the Commonwealth’s capital
infrastructure, local capital projects and mass
transportation infrastructure.

Debt principal retirements of $725 are currently planned
for the fiscal year ending June 30, 2018.

The Commonwealth continues to evaluate refunding
opportunities for its outstanding bonds to reduce interest
costs. On November 16, 2017, the Commonwealth issued
$970 in refunding bonds to refund nearly $1,000 in
outstanding Commonwealth bonds.

In addition to general obligation bonds, the
Commonwealth may issue tax anticipation notes to meet
operating cash needs during certain months of the fiscal
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year. Tax anticipation notes may be issued only for the
General Fund and the Motor License Fund. They may not
exceed 20% of the funds’ estimated revenues for the 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 30, 2017 but, instead, has drawn $750,
$700, and $1,200 from three separate short-term
investment line of credit agreements with the
Pennsylvania Treasury Department. The first two lines of
credit were repaid within eight days; $600 of the third line
of credit was repaid in five days and $600 remains
outstanding as of November 30, 2017. All amounts drawn
using the lines of credit must be returned 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, 2017
that may affect the Commonwealth’s plans during the
fiscal year ending June 30, 2018.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

June 30, 2017

Section G: Currently Known Facts

(Amounts in whole dollars)

Medicaid Expansion

On January 1, 2015, the Commonwealth implemented
Medicaid expansion, which is part of the federal
Affordable Care Act and is voluntary for states. Medicaid
expansion is currently available to Commonwealth
citizens through the Department of Human Services’
HealthChoices Medicaid plan. Federal funds will cover
100% of the medical costs of Medicaid expansion for
calendar years 2015 to 2016, 95% in 2017, 94% in 2018,
93% in 2019 and 90% in 2020 and subsequent years.

Other Postemployment Benefits (OPEB) Accounting and
Financial Reporting Standard

OnJune 2, 2015, the Governmental Accounting Standards
Board (GASB) issued GASB Statement No. 75, “Accounting
and Financial Reporting for Postemployment Benefits
Other Than Pensions”, which was preceded by GASB
Statement No. 45. The primary objective of this statement
is to improve accounting and financial reporting by state
and local governments for postemployment benefits
other than pensions. The statement is effective for the
fiscal years beginning after June 15, 2017, and the
Commonwealth will be implementing in the fiscal year
ending June 30, 2018. The Commonwealth participates in
five OPEB plans, and the statement will require the
Commonwealth to report in the Statement of Net Position
a significant OPEB liability. As of the issuance date of this
report, the Commonwealth is still preparing an estimate
for liabilities associated with all five plans in accordance
with GASB Statement No. 75 and the impact that
reporting this OPEB liability will have on its financial
statements.

Bond Ratings

On September 20, 2017, Standard & Poor’s (S&P) lowered
the Commonwealth’s general obligation bond rating to
‘A+’ from ‘AA’, Commonwealth’s appropriation debt to ‘A’
from ‘A+’, the departmental appropriation to ‘A-* from ‘A’,
and the departmental and moral obligation rating to
‘BBB+” from ‘A-‘. S&P reports the outlook as stable. S&P
cited the reasons for the downgrade to include the
Commonwealth’s chronic structural budget imbalance, a
history of late budget adoption, a weakened liquidity due
in part to stress from a reliance on one-time revenues, and
the delay or non-payment of scheduled expenditures.

Bond ratings and outlooks are based upon current
information furnished by the Commonwealth or obtained
from other sources considered reliable by the rating
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agencies. There is no audit performed in connection with
any rating and may, on occasion, rely on unaudited
financial information.

Gambling Revenue Expansion

Enacted on October 30, 2017, Act 42 of 2017 expanded
gambling opportunities within the Commonwealth in an
effort to provide a balanced budget for the 2017 fiscal
year and to increase reoccurring gambling license fees and
tax revenues. The act authorized new video gaming
terminals at truck stops, online fantasy sport contest
licenses, and allows licensed casinos to expand to airports
with interactive simulated gambling parlors if agreed to by
the airport authority, as well as allowing the licensed
casinos to provide online gambling. Licensing of sports
wagering is also authorized if it became permitted under
federal law. Additionally, the legislation allows for an
auction of 10 new smaller casino licenses within the
Commonwealth, with restrictions on proximity to other
casinos or within municipalities that opt out. Minimum
bids for the casinos start at $7.5 million. Current eligible
casinos are also provided an opportunity to increase the
number of slot machines and table games onsite for
additional licensing fees. The Pennsylvania Lottery is also
authorized to institute the iLottery, which will provide
internet instant games, and to create a retail incentive
program to reward lottery sales agents who participate in
best sales practices. At the time of issuance, the financial
impact of this Act on the Commonwealth’s revenues is still
being determined, but are anticipated to be material.

Authorized Borrowing Funds Against the Future Tobacco
Fund Settlement Payments

On October 30, 2017, Act 43 of 2017 authorized the
Commonwealth Finance Authority (CFA) to issue bonds or
enter into a sales agreement pledging a portion of the
future annual payments from the 1998 Tobacco Master
Settlement Agreement in order to provide proceeds of
$1.5 billion. All proceeds are to be deposited into the
General Fund to provide budgetary relief necessary for the
protection of the health, safety, and general welfare of the
people of the Commonwealth. Bond or sales agreement
obligations will be paid from the pledged future Tobacco
Fund Settlement payments. Sales agreement terms may
not exceed 10 years, and bond terms may not exceed 30
years. On November 14, 2017, the CFA board approved
the borrowing, and will assess the most-cost effective
methodology. As of the issuance of this report, the
methodology of borrowing has not been determined.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

June 30, 2017

Pension Reform

On June 12, 2017, the Commonwealth enacted Act 5 of
2017 to reform pension benefits for new employees in
order to lower the Commonwealth’s pension costs and
risk in the future. Beginning January 1, 2019,
Commonwealth new, non-hazardous duty employees
eligible for the State Employees’ Retirement System
(SERS) benefits must elect one of three new plan options.
Unlike prior plans which only offered defined benefit
plans, each new plan contains a defined contribution
element. Two options are hybrid plans with both defined
benefit and defined contribution components, and the
third is a defined contribution plan only. The contribution
rates, benefit rates, and vesting time-frames vary by plan.
Current members have a one-time opportunity to opt into
one of the new plans. The addition of defined
contribution components transfers a portion of
investment risk to the employees, however it also
provides the employees options of contributing additional
amounts up to the federal maximum. In addition to the
plan changes, Act 5 also created a Public Pension
Management and Asset Investment Review Commission
to recommend investment cost reductions.  The
Pennsylvania Independent Fiscal Office (IFO) estimates
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cash-basis reductions in the Commonwealth’s costs in the
billions over the next 30 years. The impact on the
Commonwealth’s financial statements has not yet been
fully assessed at the time of issuance, but is anticipated to
decrease the Commonwealth’s net pension liability and
expense over time.

Additionally, Act 5 also created three new plans with
defined contribution components for the Public School
Employees’ Retirement System (PSERS). Effective July 1,
2019, new Pennsylvania public-school employees eligible
for the PSERS retirement benefits must elect one of the
three new plans. The three plan options are similar in
design to the options available with the SERS, but the
contribution rates required differ. Annually the
Commonwealth reimburses public schools 50% of their
employer contributions, however the Commonwealth is
responsible for only a small portion of the PSERS net
pension liability.

More information regarding the new plans and estimated
cost-reductions under Act 5 may be found at
www.ifo.state.pa.us.
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Commonwealth of Pennsylvania
Statement of Net Position
June 30, 2017

(Amounts in thousands)

ASSETS
Current assets:
Cash—Note 2, 16
Cash with fiscal agents—Note 2...
Temporary investments—Note 2, 16
Receivables (net):
Taxes—Note 3
Unemployment assessments
Accounts
Investment income........
Interest on notes and loans.
Loans—Note 3, 16...
Lease rentals...........
Investment sale proceeds.

Due from pension trust funds—Note 5
Due from primary government—Note 5....
Due from component units—Note 5...
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 2...........cooiiiiii e
Long-term investmentS—NOLE 2, 16.......ccceiiiiriieieeeiiiiiieie e e e e e e e
Receivables (net):

TaxXES—NOLE ...

Loans—Note 3, 16
Due from primary government—Note 5.
Due from component units—Note 5
Non-depreciable capital assets—Note 4, 16:

Construction in progress
Depreciable or amortizable capital assets—Note 4, 16:
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-current assets...
TOTAL ASSETS....coo

DEFERRED OUTFLOWS OF RESOURCES
TOTAL DEFERRED OUTFLOWS OF RESOURCES—Note 3, 6, 9, 16

Primary Government

Governmental Business-type Component
Activities Activities Total Units

$ 190,237 $ 884,839 $ 1,075,076 1,586,725
11,101 2,082,918 2,094,019 -
6,269,664 714,037 6,983,701 4,042,775
2,768,066 - 2,768,066 -
- 744,455 744,455 -
1,440,672 161,306 1,601,978 164,429
8,505 14,053 22,558 7,198
- 10,522 10,522 98,195
11,094 43,176 54,270 1,148,621
- 583 583 -
5,452 3,778 9,230 -
194,353 11 194,364 71,898
15,613 - 15,613 -
- - - 21,493
24,798 517 25,315 249
4,959,207 9,138 4,968,345 44,085
10,122 4,986 15,108 -
369 9,804 10,173 -
120,279 255,279 375,558 28,799
- 3,644 3,644 26,801
9,010 18,141 27,151 65,769
16,038,542 4,961,187 20,999,729 7,307,037
- 454,248 454,248 1,792
2,500,684 3,361,836 5,862,520 2,243,870
1,136,250 - 1,136,250 -
64,034 403,475 467,509 9,999,198
- - - 15,000
165,099 - 165,099 -
3,005,638 209,130 3,214,768 436,289
4,870,036 14,124 4,884,160 1,590,481
1,024,706 69,830 1,094,536 429,304
7,747,542 432,859 8,180,401 5,477,861
1,578,572 187,074 1,765,646 1,440,782
- - - 8,380,745
30,343,763 - 30,343,763 -
14,955,131 - 14,955,131 -
31,755 - 31,755 -
218,202 - 218,202 -
- - - 81,087
656,222 23,121 679,343 58,342
(26,965,763) (368,857) (27,334,620) (8,453,873)
29,590,130 344,027 29,934,157 7,414,248
- 9,959 9,959 351,205
41,331,871 4,796,799 46,128,670 22,052,083
57,370,413 9,757,986 67,128,399 29,359,120
$ 3,457,120 $ 151,304 $ 3,608,424 950,286

- The notes to the financial statements are an integral part of this statement. -
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Commonwealth of Pennsylvania
Statement of Net Position
June 30, 2017

(Amounts in thousands)

LIABILITIES
Current liabilities:
Accounts payable and accrued liabilities...
Investment purchases payable
Tax refunds payable
Tuition benefits payable—Note 6
Securities lending obligations.
Internal balances—Note 5
Due to pension trust funds—Note 5
Due to primary government—Note 5..
Due to component units—Note 5....
Due to political subdivisions......
Due to other governments..
Interest payable..
Unearned revenue.....
Notes payable—Note 16...
General obligation bonds payable—Note 6
Bonds payable—Note 16
Revenue bonds payable—Note 6, 16..
Capital lease/installment purchase obligations
Self insurance liabilities—Note 6, 8
Compensated absence liability—Notes 6, 16...
Insurance loss liability-Note 6
Other financing obligations—Note 16.
Other liabilities-Note 6..
Total current liabilities
Noncurrent liabilities:
Tuition benefits payable—Note 6
Due to primary government—Note 5..
Due to component units—Note 5
Unearned revenue

Student loan auction rate security bonds payable—Note 16....
Insurance loss liability—Note 6
Notes payable—Note 16 .
General obligation bonds payable—No
Bonds payable—Note 16....................
Revenue bonds payable—Note 6, 16..
Capital lease/installment purchase obligations—Note 6
Other financing obligations—Note 7, 16
Compensated absence liability—Note 6, 16
Self insurance liabilities—Note 6, 8
Other postemployment benefit obligations—Note 10, 16
Nonexchange financial guarantees—Note 14
Net pension liability—Note 9
Other liabilities—Note 6
Total non-current liabilities
TOTAL LIABILITIES

DEFERRED INFLOWS OF RESOURCES
TOTAL DEFERRED INFLOWS OF RESOURCES—Note 3, 6, 9, 16.............

NET POSITION—Note 15

Net investment in Capital @SSETS........vvveveiiririieiiie s

Restricted for:
General government operations....
Health-related programs
Transportation......
Capital projects....
Debt service
Unemployment/worker's compensation..
Environmental and conservation programs...
Economic development
Gaming/horse racing regulation....
Correctional industries and procurement...
Emergency support,
Higher education..
Other purposes.

Unrestricted

te 6..
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Primary Government

Governmental Business-type Component
Activities Activities Total Units

$ 8,760,210 $ 776,222 $ 9,536,432 $ 612,160
8,037 6,582 14,619 -
703,545 - 703,545 -
- 256,974 256,974 -
90,574 102,328 192,902 40,600
(46,239) 46,733 494 -
152,314 2,542 154,856 -
- - - 25,112
24,710 48 24,758 249
1,489,326 10,182 1,499,508 -
26,754 19,258 46,012 6
176,799 48,588 225,387 275,013
154,044 79,560 233,604 135,885
- - - 213,005
743,375 - 743,375 -
- - - 70,605
- 434,050 434,050 506,592
3,497 - 3,497 3,867
172,271 7,959 180,230 8,665
172,209 8,235 180,444 19,973
- 185,746 185,746 -
- - - 4,055
282,516 24,042 306,558 369,212
12,913,942 2,009,049 14,922,991 2,284,999
- 1,383,795 1,383,795 -
- - - 165,099
15,000 - 15,000 -
- - - 4,335
- - - 173,150
- 1,377,640 1,377,640 -
- - - 4,936,725
12,223,115 - 12,223,115 -
- - - 1,915,452
- 3,459,343 3,459,343 15,131,791
96,557 - 96,557 71,347
285,740 - 285,740 26,099
563,448 27,638 591,086 142,601
918,687 49,899 968,586 55,955
4,221,298 151,780 4,373,078 1,156,187
- 16,814 16,814 -
15,493,800 677,145 16,170,945 1,936,234
834,578 2,345 836,923 723,889
34,652,223 7,146,399 41,798,622 26,438,864
47,566,165 9,155,448 56,721,613 28,723,863
832,274 28,641 860,915 294,060
31,540,865 556,457 32,097,322 1,186,153
75 - 75 -
13,918 - 13,918 -
724,063 140,676 864,739 -
- 149 149 4,018,914
- 4,200 4,200 557,035
529,416 1,746,563 2,275,979 -
370,188 - 370,188 -
6,862 6,373 13,235 85,971
400,131 - 400,131 -
26,422 - 26,422 -
93,002 127,464 220,466 -
- 282,773 282,773 772,931
- 135,536 135,536 645,757
(21,275,848) (2,274,990) (23,550,838) (5,975,278)
$ 12,429,094 $ 725,201 $ 13,154,295 $ 1,291,483
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Commonwealth of Pennsylvania
Statement of Activities

For the Fiscal Year Ended June 30, 2017

(Amounts in thousands)

Program Revenues

Net (Expense) Revenue and
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 Total Units
Primary government:
Governmental activities:
Direction and supportive Services..............ccccceeveveveeeeenn. 1,255,507 $ 428,813 $ 71,329 $ - $ (755,365) $ - $ (755,365) $ -
Protection of persons and property.. 7,011,983 1,571,915 617,762 8,301 (4,814,005) - (4,814,005) -
PUDIiC @dUCALION. .....eieiiiiiiiiece et 16,426,756 6,059 2,008,429 - (14,412,268) - (14,412,268) -
Health and human ServiCes...........ccuveveriieviiiieeiieeeiies 41,335,304 2,994,241 24,578,476 - (13,762,587) - (13,762,587) -
Economic development....... 1,006,641 6,221 411,520 - (588,900) - (588,900) -
Transportation............ccceeeeeveeenen. 6,365,693 1,365,419 2,441,932 69,695 (2,488,647) - (2,488,647) -
Recreation and cultural enrichment. 626,195 258,709 77,924 149 (289,413) - (289,413) -
INEEIESE..eeveieeeeeiiiiiece e . 435,877 - - - (435,877) - (435,877) -
Total governmental activities..............cccevviiereeennn. 74,463,956 6,631,377 30,207,372 78,145 (37,547,062) - (37,547,062) -
Business-type activities:
State I0tEeIY...eevveeie e 3,982,011 4,002,543 4,676 - - 25,208 25,208 -
State workers' insurance.. 221,245 184,205 58,469 - - 21,429 21,429 -
TUItION PAYMENT......eviiiiiieeeiiiirie e 336,445 206,893 194,170 - - 64,618 64,618 -
Unemployment compensation..............eveeeveeiiineeeeeeennnn. 2,088,543 3,122,318 79,597 - - 1,113,372 1,113,372 -
Commonwealth financing . 217,680 10,497 6,928 - - (200,255) (200,255) -
LiQUOT CONEIOL...iiiiieee et 1,947,038 2,046,869 2,225 - - 102,056 102,056 -
Economic development and other...........cccoceeveeiiiiiiinns 52,211 29,211 15,335 - - (7,665) (7,665) -
Total business-type activities............ccccceeeeeeeeennn. 8,845,173 9,602,536 361,400 - - 1,118,763 1,118,763 -
Total primary government...............ccoeeeeeeeeieiieiiieeieieeeeeeen 83,309,129 $ 16,233,913 $ 30,568,772 $ 78,145 (37,547,062) 1,118,763 (36,428,299) -
Component units:
Total COMPONENT UNITS.......vviveieeeeiiiieiiiee e e e e 6,359,946 $ 3,539,088 $ 2,018,287 % 312,272 - - - (490,299)
General revenues:
Taxes:
Personal iINCOME.......ccuuiiuiiieiieieeeeeee e 12,072,378 - 12,072,378 -
SAlES AN USE.....uieniii i aaas 10,714,383 - 10,714,383 -
COTPOTATION. ...ttt eeeeeaes 4,406,000 - 4,406,000 -
Liquid fuels and motor Carriers..........cooeeeeeeeeeeeeeiienenene. 3,583,153 - 3,583,153 -
GAMING. ¢+ eeteeeeeitte et ettt e e e e e e e e e e e 1,402,207 - 1,402,207 -
INNEIITANCE. ... 988,569 - 988,569 -
CIQAETER. . eee ettt 1,406,189 - 1,406,189 -
Realty transfer..........ooouuiiiiiiiiii e 564,030 - 564,030 -
OtNeI .. 948,200 - 948,200 -
TOtAl TAXES. ... e eaas 36,085,109 - 36,085,109 -
INVEStMENt INCOME......cooiiiieieieeee e 22,977 - 22,977 -
Total general reVenUES............coeeviiiiiiiiieiiiiiiicie e, 36,108,086 - 36,108,086 -
TransfersS—NOLE B......ovviiiiiiiiee s 833,714 (833,714) - -
Net general revenues, special items and transfers..... 36,941,800 (833,714) 36,108,086 -
Change in net position...........ccuuveieeeiiiiiiinneeeenns (605,262) 285,049 (320,213) (490,299)
Net position, July 1, 2016—Note 18............ccccveeueene... 13,034,356 440,152 13,474,508 1,781,782
Net position, June 30, 2017—Note 15...........ccccuveeeeennn. $ 12,429,094 $ 725,201 $ 13,154,295 $ 1,291,483

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

Governmental Funds

June 30, 2017

(Amounts in thousands)

ASSETS
CaSN—NOLE 2.... et
Cash with fiscal agents—NOte 2........cccovvviiiiiiiii e,
Temporary investments—NOte 2...........ccouviviiiiiiieiiieeeiieeeeannn.
Long-term investments—NOte 2........c.covvviviiiiiieiiieeceee e
Receivables (net):

TaXES—NOLE 3. .. e
Accounts

Investment income
LOANS—NOLE 3. ..
Investment sale proceeds..

Due from pension trust funds—Note 5
Due from component units—Note 5.........cccoeeeiiiiiiiiiiiiiiieeeenn.
Due from Federal government............cccoveveeiiiiiieiineeieeceeeees
Due from political subdivisions...
Due from other governments
Advances to other funds—Note 5
Other assets.........ccoeeveveviievennnnns .
TOTAL ASSETS ...ttt e et e e e e e e e e e aees

LIABILITIES, DEFERRED INFLOWS OF
RESOURCES, AND FUND BALANCES

Liabilities:
Accounts payable and accrued liabilities............c...occoiiiiiiin.
Investment purchases payable............coiiiiiiiiiiiiiieeie
Tax refunds payable................ccc..ocee.
Securities lending obligations....
Due to other funds—Note 5..................
Due to component units—NOte 5...........c.oiiiiiiiiiiiiiiiiiiieeeias
Due to pension trust funds—Note 5...........ccceeiiiiiiiiiiiiiiiiiineee.
Due to political subdivisions
Due to other gOVErNMENTS. ........iveiiiiiiiiiie e
Unearned revenue—NOTE 3.........cceiuiiiiiiiieiiii e e eei s
Advances from other funds—Note 5....
Other liabilities. ......oieeeiiei e

TOTAL LIABILITIES. ...t

Deferred inflows of resources:
TOTAL DEFERRED INFLOWS OF RESOURCES - Note 3...

Fund balances—Note 15:
NONSPENAADIE. ...
Restricted.........
Committed.........cccuveeunennnns
Unassigned deficit....................

TOTAL FUND BALANCES

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

Motor
General License Nonmajor

Fund Fund Funds Total
$ 151,327 $ 10,060 $ 23,855 $ 185,242
11,101 - - 11,101
2,556,915 656,359 3,031,005 6,244,279
202,997 567,523 1,708,295 2,478,815
3,546,958 321,269 36,089 3,904,316
1,216,928 32,064 191,277 1,440,269
1,560 462 6,460 8,482
75,128 - - 75,128
- - 5,452 5,452
111,400 20,299 62,654 194,353
65,731 14,514 198,210 278,455
8,187 478 2,236 10,901
178,602 86 11,131 189,819
4,597,840 339,192 22,175 4,959,207
6,901 3,197 - 10,098
1 368 - 369
7,475 - 174,750 182,225
3,000 - - 3,000
$ 12,742,051 $ 1,965,871 $ 5,473,589 $ 20,181,511
$ 7,573,164 $ 756,072 $ 394,870 $ 8,724,106
- - 8,037 8,037
700,594 2,951 - 703,545
7,118 19,902 62,787 89,807
132,240 58,823 61,746 252,809
1,642 20,399 17,665 39,706
140,771 8,982 2,173 151,926
1,236,746 61,760 190,818 1,489,324
11,330 14,858 508 26,696
23,475 10,836 119,733 154,044
233,250 2,175 12,000 247,425
488,503 - - 488,503
10,548,833 956,758 870,337 12,375,928
2,890,786 - 176,821 3,067,607
218,343 - - 218,343
78 1,009,113 3,122,650 4,131,841
2,321,358 - 1,345,858 3,667,216
(3,237,347) - (42,077) (3,279,424)
(697,568) 1,009,113 4,426,431 4,737,976
$ 12,742,051 $ 1,965,871 $ 5,473,589 $ 20,181,511

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

Commonwealth of Pennsylvania
www.pa.gov

48

Governor's Office of the Budget
www.budget.pa.gov



- THIS PAGE INTENTIONALLY LEFT BLANK -

Commonwealth of Pennsylvania 49 Governor's Office of the Budget
Www.pa.gov www.budget.pa.gov



Commonwealth of Pennsylvania

Reconciliation of the Balance Sheet

Governmental Funds to the Statement of Net Position
June 30, 2017

(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 Fund Balances--Governmental FUNGAS. .. ... ..o e e e e e e e e e e e e eaeaeeaeees $ 4,737,976

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 4)

These assets consist of:

LANd..cciiiiiiiii $ 3,005,638
Land iIMpProvemeNnts.........vveiuiiiiiie e 1,024,514
Buildings and building improvements.............ccccooeviiiiieeennnns 7,741,305
Machinery and equipment 1,474,782
INFraStrUCTUNE. ... ..uueiiiiiiiiiiieiie it 45,548,851
Intangible. ... 656,222
CONSLrUCHION IN PrOgrESS. . ccvuueeitiaeeeiieeeeii e e et eeeia e eaanas 4,870,036
Accumulated depreciation..............covveeiieiiiiiinieeeeiiiieeees (26,897,313)
Net general Capital ASSETS. .......uuuuuui ittt e e e e e e e e e e e neeeeaaes 37,424,035
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...........c.ccooiiiiiiiiiiiiinn. 3,067,607

Debt refunding losses are recognized as deferred outflows of resources and debt refunding gains are
reported as deferred inflows of resources in the governmental activities statement of net position........................ (198,657)

Other miscellaneous adjustments that are not reported in the governmental funds balance sheet
but are reported in the statement Of NEt POSITION.........u i et ea e 73,507

Internal service funds are proprietary in nature and charge the costs of certain goods

and services to governmental funds. Therefore, the assets, deferred outflows of resources,

liabilities, and deferred inflows of resources of the internal service funds are included

in the statement of net position as governmental QCtIVITIES ..........coouuiiiiiiiii i 29,510

The statement of net position includes inventories that are not reported in the
governmental funds balance sheet because they are not current financial reSOUrces............cooevvveiiieiiiiniiiiiieeeennnn. 103,950
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Commonwealth of Pennsylvania

Reconciliation of the Balance Sheet

Governmental Funds to the Statement of Net Position
June 30, 2017

(Amounts in thousands)

The statement of net position includes net pension liabilities for the governmental funds that are
considered long-term and therefore are not reported in the governmental funds balance sheet.
These include the net pension liability and associated deferred outflows of resources and deferred
inflows of resources related to these pension obligations. (Refer to Notes 3 and 9).........ccceuuvuiiiiiiiiiiiiiiiin e (12,623,901)
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 Notes 6 and 7)

These liabilities are:

Bonds payable...........c.oiiiiiiii
Accrued bond interest payable.............cccoooiiiiiiiiiii,
Capital lease and installment purchase obligations...............
Compensated absence liability

Self-insurance liabilities. ............oviiii i
Other post employment benefits...........coooiiiiiiiiiiiinenennnn.
Other financing obligations.............cccuvuiiiiiiiiiiiii e,
Other labilities. ..o

Total Net Position--Governmental ACtIVItIeS..........coeiiiiiii e

(20,184,933)

................................... $ 12,429,094

- The notes to the financial statements are an integral part of this statement. -
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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, 2017

(Amounts in thousands) Motor
General License Nonmajor
Fund Fund Funds Total
REVENUES:
Taxes, net of refunds............eeeeeeiiiiiie $ 30,072,951 $ 3,548,156 $ 2,183,513 $ 35,804,620
LiceNSES AaNd fEES. .. .uuieieeee e 586,815 1,005,954 1,184,788 2,777,557
Intergovernmental 26,964,688 1,895,792 874,191 29,734,671
Charges for sales and SErVICES..........couvrruuiiireeiieiiie e 2,749,478 89,076 260,634 3,099,188
INVESTMENT INCOME....uieiieiiie et e e 29,702 44,100 144,681 218,483
Interest on Notes and l0aNnS...........coiiiiiiiiiiiiie s 1,132 - - 1,132
OthEr e 334,160 4,994 399,099 738,253
TOTAL REVENUES......ouiiiiiiiei e 60,738,926 6,588,072 5,046,906 72,373,904
EXPENDITURES:
Current:
Direction and SUPPOItIVE SEIVICES.........uuuuuuiiiiiiaiaaaeee e e 669,491 38,814 442,503 1,150,808
Protection of persons and property..........cceeuueeeeeeeeeeiineeeeeeeeennnn. 4,540,329 963,705 704,485 6,208,519
Health and human SEerviCesS.............uuuuuuuiiiiiiiiiiiiiiee 39,688,917 - 689,785 40,378,702
Public €dUCAtION.....ccoeeeeeieeeeeeee e 15,705,958 252 639,023 16,345,233
Recreation and cultural enrichment..................uvvviiiiiieiiiieninennen. 305,531 6,695 220,899 533,125
Economic development................... 487,300 378 495,680 983,358
Transportation.. 28,400 2,911,619 1,580,844 4,520,863
Capital OUtlaY........cceeiiiiiiii 158,177 2,632,571 129,447 2,920,195
Debt service:
Principal retirement...........ooooiiiiii e - - 768,551 768,551
Interest and fiscal Charges.........oooeeiiiiiiiii i 22,794 - 559,274 582,068
TOTAL EXPENDITURES.......oiiiiiiiiiieeieeeee e 61,606,897 6,554,034 6,230,491 74,391,422
EXCESS/(DEFICIENCY) OF REVENUES
OVER/(UNDER) EXPENDITURES........ccetiiiiiieeeeeeiiiineeens (867,971) 34,038 (1,183,585) (2,017,518)
OTHER FINANCING SOURCES (USES):
BONAS ISSUBT.......ieeiieieie et e e eanas - - 1,208,725 1,208,725
Refunding bonds iSSUed............coooiiiiiiiiiii e - - 605,170 605,170
Premium on bonds/refunding bonds..............cccovvieiieiiiiinieeeeeennnn. - - 242,927 242,927
Discount 0N boNds ISSUEM.........cceeuuuuuiieeiiiiiiie e e - - (2,286) (2,286)
Transfers in—Note 5........... 1,342,969 223,349 1,592,424 3,158,742
Transfers out—NOte 5........ccooviiiiiiiiiiieieieeeeenn (1,262,763) (133,016) (929,249) (2,325,028)
Payment to refunded bond escrow agent................ccceeeiiiiiiinnn - - (683,084) (683,084)
NET OTHER FINANCING
SOURCES (USES).. ittt e 80,206 90,333 2,034,627 2,205,166
NET CHANGE IN FUND BALANCES........ccceiiiuiiieeeeeeeiiiieeees (787,765) 124,371 851,042 187,648
FUND BALANCES, JULY 1, 2016—Note 18........c.coeeevvueeennnns 90,197 884,742 3,575,389 4,550,328
FUND BALANCES, JUNE 30, 2017....cccuuvuiiieaiieiiinianeeeeeeeniinnns $ (697,568) $ 1,009,113 $ 4,426,431 $ 4,737,976
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Commonwealth of Pennsylvania

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

For the Fiscal Year Ended June 30, 2017

(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, 2017. 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 fUNAS............cooiii i e e e e e eaanas $ 187,648
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 4) The current amounts were:

Capital asset aCqUISITIONS .........cccuuuieiiieei e $ 2,920,195
Depreciation expense and losses on retirement or sale of assets................. (1,946,115)
Capital lease, installment purchase and related payments...........c.ccccceunne.e. 3,802
Net excess of capital asset additions/installment purchase
PAYMENTS OVEr AEPIECIALION EXPENSE. .. .euuu ettt eetteee et e e et e e et e e et e e e et e e e et e e e st e eeateee st eestaaeeesaeeeesnnaeesnnaes 977,882

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 $162,547 and

a disCOUNt OF $2,286.......ceiiiieiiiiee e $ (1,368,986)

Refunding bonds, including a premium of $80,381...............uuuuuuiiiiieeinnnnns (685,551)

Capital lease and installment purchase acquisitions.................c.ccceeevvvneeann. (671)
Total bond proceeds and capital lease and installment purchase acquiSItioNS. ............cooevuviieiiiiieriiieeeieeeis (2,055,208)

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...........coouuniiiiiie e $ 768,551
Payments to refunded bond escrow agent............covveviiviiiineiiiin e 683,084
Total bond principal retirement and payment to refunded bond €SCrow agent............ccoeeevvueieiiiiieeiiiieeeiieeeenenns 1,451,635

Internal service funds charge the costs of certain goods and services to
individual funds. The net gain of the internal service funds is reported
as part Of GOVEINMENTAl ACHIVITIES EXPENSES. ...ttt ettt ettt e et e et e e e et e e e et e e e et e e ettt eeeat e e e ata e ee st e e esaneeeeaa e eeaaeeeaanaeesnnaesennaeeeeenan 3,544

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...........cccevveiiiiiiiiiiiiiiiie e 645,917
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 LR Lo U =T o 0ot TP (1,816,680)

Net change in governmental net position in the statement Of aCtiVIties...........coouiiiiiii i $ (605,262)

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

June 30, 2017

(Amounts in thousands)

ASSETS
Current assets:
Cash—Note 2
Cash with fiscal agents.
Temporary investments—Note 2.............ccccoooceiiiiieeinns
Receivables (net):
Unemployment assessments...
ACCOUNtS ...
Investment income..
Interest on loans..
Loans—Note 3
Lease rental
Investment sale proceeds.
Other ....cccceeeeenee
Due from other funds—Note 5........
Due from pension trust funds—Note 5
Due from component units—Note 5
Due from Federal government
Due from political subdivisions
Due from other governments
Inventory.......ccccoeeeeeiinnnnnne
Prepaid expenses.
Other assets
Total CUITeNt @SSEtS .........cccoeeriiuireiiiie e

Noncurrent assets:
Restricted cash
Long-term investments—Note 2...
Receivables (net):

LOANS—NOLE 3. .o
Non-depreciable capital assets—Note 4:

Construction in progress
Depreciable or amortizable capital assets—Note 4
Land iMProvemMEeNtS. ..........uvveieeiiiiiiiieiees i
Buildings and building improvements
Machinery and equipment
INtangible aSSetsS.........oovuueieeiiiiiiiiieee e
Less: accumulated depreciation and amortization
Net depreciable or amortizable capital assets.......
Other assets
Total noncurrent assets ...
TOTAL ASSETS....ctiiiiiiiiiiiiiiiice e

DEFERRED OUTFLOWS OF RESOURCES
TOTAL DEFERRED OUTFLOWS
OF RESOURCES—Note 3,6, 9.........coovvviieinenniiinnn.

Enterprise Funds

State
Workers'
Unemployment Insurance State Tuition Commonwealth Internal
Compensation Fund Lottery Payment State Financing Nonmajor Service
Fund (Dec. 31, 2016) Fund Fund Stores Authority Funds Total Funds

$ 44,058 % 1,418 118 % 6,099 $ 40,012  $ 775,699 % 17,435 884,839 4,995
2,082,917 - - - - - 1 2,082,918 -
4,728 115,492 162,220 141,321 189,403 - 100,873 714,037 25,385
744,455 - - - - - - 744,455 -
73,243 60,897 23,950 - 2,107 - 1,109 161,306 404

8 9,436 156 4,372 - - 81 14,053 23

7,505 - - - - 2,361 656 10,522 -

- - - - - 17,593 25,583 43,176 -

- - - - - - 583 583 -

- - - 3,778 - - - 3,778 -

- - - 8 - - 3 11 -

4,584 - 12,931 - 30 33,871 10,470 61,886 21,341

- - - - - - - - 4,712

517 - - - - - - 517 78

1,750 - 7,345 - - - 43 9,138 -
4,986 - - - - - - 4,986 24
9,708 - - - - - 96 9,804 -

- - - - 255,275 - 4 255,279 16,329

- - - - 3,083 - 561 3,644 -

- 927 16,320 - - 400 494 18,141 -
2,978,459 188,170 223,040 155,578 489,910 829,924 157,992 5,023,073 73,291
449,723 - - - - - 4,525 454,248 -

- 1,352,762 3 1,820,577 - - 188,494 3,361,836 21,869

- - - - - 274,544 128,931 403,475 -

- - - - 323 - 208,807 209,130 -

- - - - - - 14,124 14,124 -

- - - - - - 69,830 69,830 192

- - - - 20,399 - 412,460 432,859 6,237

- 1,512 83,622 - 56,801 - 45,139 187,074 103,790

- - - - 23,121 - - 23,121 -
- (1,512) (59,669) - (63,390) - (244,286) (368,857) (68,450)

- - 23,953 - 36,931 - 283,143 344,027 41,769

- - - - - - 9,959 9,959 -

449,723 1,352,762 23,956 1,820,577 37,254 274,544 837,983 4,796,799 63,638
3,428,182 1,540,932 246,996 1,976,155 527,164 1,104,468 995,975 9,819,872 136,929
- 7,852 14,174 - 115,283 1,760 12,235 151,304 12,675
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Commonwealth of Pennsylvania
Statement of Net Position
Proprietary Funds

June 30, 2017

(Amounts in thousands)

LIABILITIES
Current liabilities:
Accounts payable and accrued liabilities...
Investment purchases payable
Tuition benefits payable—Note 6
Securities lending obligations
Due to other funds—Note 5
Due to pension trust funds—Note 5
Due to component units—Note 5.
Due to political subdivisions...
Due to other governments
Interest payable
Unearned revenue........
Revenue bonds payable—Note 6..... .
Capital lease/installment purchase obligations—Note 6....
Self insurance liabilities—Note 8..........ccccovviiiieeieiaiiiians
Compensated absences—Note 6..
Insurance loss liability—Note 6
Advances from other funds—Note 5
Other liabilities.........c.vveereeriiiinnns
Total current liabilities
Noncurrent liabilities:
Tuition benefits payable—Note 6.............ccceeveviiiiiiiiennnnnnn
Insurance loss liability—Note 6
Revenue bonds payable—Note 6..
Installment purchase obligation—Note 6...............cccuuveees
Compensated absences—Note 6
Self insurance liabilities—Note 8...
Other postemployment benefit obligations—Note 10........
Nonexchange financial guarantees—Note 14....................
Net pension liability—Note 9
Other liabilities...................
Total noncurrent liabilities.
TOTAL LIABILITIES

DEFERRED INFLOWS OF RESOURCES

TOTAL DEFERRED INFLOWS
OF RESOURCES—Note 3,6, 9........cccovvviniiiiiiinnnn.

NET POSITION—Note 15

Net investment in capital assetS.........cooveveveveieieieieieieeees

Restricted for:
Transportation
Capital projects.
Debt service............
Unemployment/workers' compensation..
Economic development
Correctional industries and procurement...
Emergency support
Higher Education
Other purposes.

Unrestricted...
TOTAL NET POSITION

Enterprise Funds

State
Workers'
Unemployment Insurance State Tuition Commonwealth Internal
Compensation Fund Lottery Payment State Financing Nonmajor Service
Fund (Dec. 31, 2016) Fund Fund Stores Authority Funds Total Funds

$ 73,030 $ 12,067 $ 378,726 3327 % 296,416 $ - % 12,656 $ 776,222  $ 36,102
- - - 6,582 - - - 6,582 -

- - - 256,974 - - - 256,974 -

- 53,225 - 42,494 - - 6,609 102,328 767

383 - 96,172 2 8,614 689 410 106,270 3,047

93 - 225 - 2,072 - 152 2,542 388

- - - - - - 48 48 4

- - 10,154 - - - 28 10,182 2

10,244 - 6,206 - 518 - 2,290 19,258 58
36,552 - - - - 11,757 279 48,588 -

- 68,263 7,873 - - - 3,424 79,560 -

357,780 - - - - 72,205 4,065 434,050 -

- - - - - - - - 509

10 196 303 - 7,194 - 256 7,959 562

- 475 661 - 6,451 - 648 8,235 641

- 185,746 - - - - - 185,746 -

- 2,349 - - - - - 2,349 -

149 23,153 - - - - 740 24,042 -
478,241 345,474 500,320 309,379 321,265 84,651 31,605 2,070,935 42,080

- - - 1,383,795 - - - 1,383,795 -

- 1,377,150 - - - - 490 1,377,640 -
1,203,295 - - - - 2,242,790 13,258 3,459,343 -

- - - - - - - - 1,035

- 1,590 2,211 70 21,597 - 2,170 27,638 2,147

62 1,227 1,900 - 45,105 - 1,605 49,899 3,520

21 10,451 13,816 138 116,208 - 11,146 151,780 12,241

- - - - - 16,814 - 16,814 -

- 44,793 63,418 - 519,595 - 49,339 677,145 56,718

- - - - - - 2,345 2,345 -

1,203,378 1,435,211 81,345 1,384,003 702,505 2,259,604 80,353 7,146,399 75,661
1,681,619 1,780,685 581,665 1,693,382 1,023,770 2,344,255 111,958 9,217,334 117,741

- 1,859 2,632 - 21,567 - 2,583 28,641 2,353

- - 23,953 - 37,254 - 495,250 556,457 40,225

- - - - - - 140,676 140,676 -

- - - - - - 149 149 -

- - - - - - 4,200 4,200 -

1,746,563 - - - - - - 1,746,563 -

- - - - - - 6,373 6,373 -

- - - - - - - - 9,541

- - - - - - 127,464 127,464 -

- - - 282,773 - - - 282,773 -

- - - - - - 135,536 135,536 -
- (233,760) (347,080) - (440,144) (1,238,027) (15,979) (2,274,990) (20,256)

$ 1,746,563 $ (233,760) $ (323,127) 282,773 ' $ (402,890) $ (1,238,027) $ 893,669 3 25201 § 29,510

- 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, 2017

(Amounts in thousands)

OPERATING REVENUES:
Sales and services—Note 3.
Interest on loans............

OPERATING REVENUES BEFORE PROVISION
FOR UNCOLLECTIBLE ACCOUNTS........cccviiiiiiiiciiiiieeee,

Provision for uncollectible accounts..............cccocccvvviieeiiiininnnnn,

NET OPERATING REVENUES..

OPERATING EXPENSES:
Cost of sales and services
Depreciation and amortization..

TOTAL OPERATING EXPENSES .......ocvvvmiiiiiiininiiiiiinnnnes
OPERATING INCOME (LOSS)......ccooiiiiiiiiiieieiiiiiiieceeeeies

NONOPERATING REVENUES (EXPENSES):
Investment income
Interest expense
Investment expense
Grants and other revenues
Other expenses

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

INCOME (LOSS) BEFORE TRANSFERS...........cccviiieiiins

TRANSFERS:

Transfers in—Note 5

Transfers out—Note 5.
TRANSFERS, NET....

INCREASE/(DECREASE) IN NET POSITION............cuuuee.
TOTAL NET POSITION, JULY 1, 2016........ccooovviiiieiiieeeeeeees

TOTAL NET POSITION, JUNE 30, 2017......cccuvvvemrmrmrnrnnnnnnnns

Enterprise Funds

State
Workers'
Unemployment Insurance State Tuition Commonwealth Internal
Compensation Fund Lottery Payment State Financing Nonmajor Service
Fund (Dec. 31, 2016) Fund Fund Stores Authority Funds Total Funds

$ 3,107,121 $ 183,501 $ 4,002,543 $ 206,893 $ 2,046,869 $ 524 $ 24,505 9,571,956 $ 92,444
- - - - - 9,738 2,966 12,704 -
- 704 1 - - 235 138 1,078 -
3,107,121 184,205 4,002,544 206,893 2,046,869 10,497 27,609 9,585,738 92,444
_ - - - - (4,711) (1,902) (6,613) -
3,107,121 184,205 4,002,544 206,893 2,046,869 5,786 25,707 9,679,125 92,444
2,058,775 217,274 3,978,049 334,150 1,936,147 109,539 22,630 8,656,564 76,330
- - 3,923 - 10,891 - 20,905 35,719 13,828
- - 39 - - - 2,252 2,291 -
2,058,775 217,274 3,982,011 334,150 1,947,038 109,539 45,787 8,694,574 90,158
1,048,346 (33,069) 20,533 (127,257) 99,831 (103,753) (20,080) 884,551 2,286
11,259 58,469 1,308 194,170 2,225 6,928 15,335 289,694 1,753
(29,484) - - - - (102,484) - (131,968) -
- (3,971) - (2,295) - - - (6,266) -
83,535 - 3,367 - - - 1,602 88,504 -
(284) - - - - (946) (4,522) (5,752) (495)
65,026 54,498 4,675 191,875 2,225 (96,502) 12,415 234,212 1,258
1,113,372 21,429 25,208 64,618 102,056 (200,255) (7,665) 1,118,763 3,544
- - 148,000 - - 253,700 57,083 458,783 -
(52,000) - (264,907) - (219,196) (747,394) (9,000) (1,292,497) -
(52,000) - (116,907) - (219,196) (493,694) 48,083 (833,714) -
1,061,372 21,429 (91,699) 64,618 (117,140) (693,949) 40,418 285,049 3,544
685,191 (255,189) (231,428) 218,155 (285,750) (544,078) 853,251 440,152 25,966
$ 1,746,563 $ (233,760) $  (323,127) $ 282,773 $ (402,890) $(1,238,027) $ 893,669 725,201 $ 29,510

- 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, 2017

(Amounts in thousands)

CASH FLOWS FROM OPERATING ACTIVITIES:
ReCeipts frOmM @MPIOYEIS. ... .uuiiiiiiiiiiiiiiii e
Receipts from customers and participants
Receipts from borrowers for fees and loan repayments.
Receipt of premiums
Payments to programs for the elderl
Payments to prize winners.
Payments to participants..
Payments to claimants,
Payments to borrowers
Payments for vendors, employees and other cost
Payments of grants and loan guarantees.
Other receipts.

NET CASH PROVIDED BY (USED FOR) OPERATING ACTIVITIES.

CASH FLOWS FROM NON-CAPITAL FINANCING ACTIVITIES:
Net borrowings under advances from other funds..
Net repayments under advances from other fund
Proceeds from other non-capital borrowings.
Principal payments on other non-capital debt
Interest payments on other non-capital debt.
Transfers in
Transfers out.
Grants and other revenue:
Other payments for non-capital financing uses.

NET CASH PROVIDED BY (USED FOR) NON-CAPITAL FINANCING ACTIVITIES.

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES:
Acquisition and construction of capital @SSEtS............uuuiuiiiiiiiiiiiiiiii
Proceeds from disposal of capital assets
Capital lease/installment purchase payments
Principal payments on other capital debt.
Interest payments on other capital debt.
Transfers in
Other receipts for capital and related financing activities..
Other payments for capital and related financing uses .

NET CASH PROVIDED BY (USED FOR) CAPITAL AND RELATED FINANCING ACTIVITIES......

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of investments
Sales and maturities of investments.
Investment income.
Investment expense..

NET CASH PROVIDED BY (USED FOR) INVESTING ACTIVITIES..

NET INCREASE (DECREASE) IN CASH. ...ttt

CASH AT JULY 1, 2016.
CASH AT JUNE 30, 2017 (including $454,248 included in restricted assets)..

Enterprise Funds

Unemployment State State Commonwealth Internal
Compensation Lottery Stores Financing Nonmajor Service
Fund Fund Fund Authority Funds Total Funds
$ 3,125,516 - -8 - - 3,310,368 $ -
- 4,000,444 2,046,406 - 21,560 6,275,303 91,918
- - - 36,181 30,490 66,671 -
- - - - 5,858 5,858 -
- (1,016,930) - - - (1,016,930) -
- (2,587,899) - - - (2,587,899) -
- - - - - (227,668) -
(2,035,034) - - - - (2,225,495) -
- - - (31,809) (23,973) (55,782) -
- (293,781) (1,889,034) (3,984) (17,965) (2,279,916) (69,465)
- - - (100,801) - (100,801) -
- 1 - (25) 31 711 -
1,090,482 101,835 157,372 (100,438) 16,001 1,164,420 22,453
- - - - - 27 -
- (50,000) - - - (50,000) -
- - - 754,409 - 754,409 -
(404,290) - - (69,085) - (473,375) -
(86,109) - - (100,848) - (186,957) -
- 148,000 - 271,435 1,500 420,935 -
(52,000) (264,907) (217,749) (747,394) (9,000) (1,291,050) -
67,719 110 - - 1,307 69,136 -
(280) - - (946) (7,132) (8,358) -
(474,960) (166,797) (217,749) 107,571 (13,325) (765,233) -
- (6,255) (7,824) - (42,952) (57,031) (13,054)
- - 32 - - 32 2,243
- - - - - - (569)
- - - - (3,680) (3,680) -
- - - - (951) (951) -
- - - - 55,799 55,799 -
- - - - 4,920 4,920 -
- - - - (6,124) (6,124) -
- (6,255) (7,792) - 7,012 (7,035) (11,380)
(15,216) (1,551,868) (1,549,744) - (79,040) (5,601,918)  (334,731)
17,693 1,621,805 1,635,736 - 64,277 5,775,315 325,241
11,254 1,263 2,225 6,928 8,675 102,548 627
13,731 71,200 88,217 6,928 (6,088) 275,945 (8,863)
629,253 [€%)] 20,048 14,061 3,600 668,097 2,210
1,947,445 135 19,964 761,638 18,361 2,753,908 2,785
$ 2,576,698 118 $ 40,012 $ 775,699 21,961 3,422,005 $ 4,995
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Commonwealth of Pennsylvania
Statement of Cash Flows

Proprietary Funds

For the Fiscal Year Ended June 30, 2017

(Amounts in thousands)

RECONCILIATION OF OPERATING INCOME (LOSS) TO NET
CASH PROVIDED BY (USED FOR) OPERATING ACTIVITIES
Operating iNCOME (J0SS)......uuuiiiii e e e e e e e e e e e e e e e e e e e

Depreciation and amortization of capital assets
Amortization of other assets............
Loss from disposals of capital assets.
Provision for uncollectible account:
Other adjustments.

Effect of changes in assets, liabilities, deferred outflows and deferred inflows:
Unemployment assessments receivable
Accounts receivable............
Interest on loans receivable.
Loans receivable
Lease rental receivabl
Other receivables
Due from other funds
Due from pension trust funds.
Due from component units
Due from political subdivisions
Due from other governments..
Inventory...........
Prepaid expenses.
Other current and noncurrent assets.
Deferred outflows,
Accounts payable and accrued liabilities.
Tuition benefits payable...
Due to other funds....
Due to pension trust fund
Due to component units...
Due to political subdivisions.
Due to other governments.
Unearned revenue..
Self insurance liabilities.
Compensated absences.
Insurance loss liability
Other postemployment benefit obligations.
Nonexchange financial guarantees
Net pension liability.
Other current and noncurrent liabilities.
Deferred inflows.

Total Adjustments.

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

NONCASH INVESTING, CAPITAL AND FINANCING ACTIVITIES:

Increase in fair value of investments during the fiscal year..................ouuiiiiiiiiiiiiiiiiiiiies
Increase in investments from changes in investment sale proceeds receivable
Increase (decrease) in investments from changes in investment purchases payable
Increase (decrease) in investments from changes in securities lending obligations.
Decrease in investments from accretion/amortization of investment income..
Increase in investments from other investment income adjustments (net)....
Capital assets acquired through installment purchases.
Capital asset acquisitions that pertain to changes in accounts payable...
Disposals of capital assets.
Amortization of bond premium/discount (net
Transfers from other funds (accruals)
Transfers to other funds (accruals)
Amortization of deferred refunding los
Gain on bond redemptions.

Internal activity elimination for capital financing activitie:

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 State Tuition State Commonwealth Internal
Compensation Fund Lottery Payment Stores Financing Nonmajor Service
Fund (Dec. 31, 2016) Fund Fund Fund Authority Funds Total Funds
$ 1,048,346 $ (33,069) $ 20,533 $ (127,257) $ 99,831 $ (103,753) $ (20,080) 884,551 $ 2,286
- - 3,923 - 10,891 - 20,905 35,719 13,828
- - - - - - 2,252 2,252 -
- - - - 106 - - 106 -
- - - - - 4,711 1,902 6,613 -
- - - - - - - - (2,243)
292 - - - - - - 292 -
21,426 11,096 (1,859) - (626) - (31) 30,006 523
107 - - - - (646) 108 (431) -
- - - - - (5,079) 3,941 (1,138) -
- - - - - - 155 155 -
- - - ®) - - 4 4 -
(2,019) - (11) - 57 - 1,607 (366) 17,151
- - - - - - - - 1,020
4 - - - - - - 4 71
(982) - - - - - - (982) 16
8,133 - - - - - (30) 8,103 -
- - - - (10,624) - - (10,624) 3,864
- - - - (3,083) - 160 (2,923) -
- - 56 - - (400) (2,025) (2,369) -
- (804) (1,691) - (13,295) - (2,003) (17,793) (1,578)
15,594 (2,514) (7,490) 829 9,779 - 1,085 17,283 (20,246)
- - - 98,646 - - - 98,646 -
(1,984) - 79,444 - (1,600) 39 89 75,988 329
92 - (10) - 323 - (88) 317 214
- - - - - - 26 26 1
- - 2,040 - - - (14) 2,026 4)
1,397 - (206) - 7 - (28) 1,170 13
- (9,745) (229) - - - (230) (10,204) -
63 152 255 - 2,873 - 211 3,554 194
- (69) (57) (65) 529 - (241) 97 44
- (41,208) - - - - (90) (41,298) -
13 1,437 2,190 88 18,911 - 1,629 24,268 2,213
- - - - - 4,690 - 4,690 -
- 2,246 3,072 - 27,896 - 3,239 36,453 3,077
- (1,912) - - - - 2,418 506 -
- 1,325 1,875 - 15,397 - 1,130 19,727 1,680
42,136 (39,996) 81,302 99,490 57,541 3,315 36,081 279,869 20,167
$ 1,090,482 $ (73,065 $ 101,835  $ (27,767) % 157,372 $ (100,438) % 16,001 1,164,420 $ 22,453
$ - 0% 16,629 $ -8 162,972  $ -8 -8 6,611 186,212  $ 1,111
- 1,907 - 445 - - - 2,352 -
- 6,367 - (513) - - - 5,854 -
- (7,270) - (457,702) - - 1,478 (463,494) 229
- (3,550) - (349) - - - (3,899) -
- - - 103 - - - 103 -
- - - - - - - - 671
- - - - - - 36 36 (51)
- - - - - - (1,407) (1,407) (586)
(46,862) - - - - 3,440 (195) (43,617) -
- - - - - (17,735) (216) (17,951) -
- - - - (1,447) - - (1,447) -
- - - - - (220) - (220) -
15,197 - - - - - - 15,197 -
- - - - - - (4,546) (4,546) -

- 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, 2017

(Amounts in thousands)

ASSETS

Cash—Note 2....
Cash with fiscal agents.
Temporary investments—Note 2
Long-term investments—Note 2...
Short-term funds—Note 2
Corporate obligations—Note 2...
Collective trust funds—Note 2
Real estate—Note 2...
Alternative—Note 2....
Securities lending collateral—Note 2
Asset-backed securities—Note 2...
Derivatives—Note 2
Domestic equities—Note 2
International equities—Note 2

International private debt securities—Note 2..
International public debt securities—Note 2.
Mortgage-backed securities—Note 2
Private placements—Note 2...
Repurchase agreements—Note 2.
U.S. Treasury obligations—Note 2...

U.S. government agency debt securities—Note 2..........c.cccoeeeee

Receivables (net):

Accounts
Investment income
Interest on notes and loans
Pension contributions
Investment sale proceeds.
Other....
Due from other funds—Note 5........
Due from pension trust funds—Note 5..
Due from component units—Note 5.
Due from political subdivisions.....
Due from other governments....
Advances to other funds—Note 5.............cccvvviiiiiiiiniiinine.
Depreciable or amortizable capital assets:

Machinery and equipment.............oviiiiiiiiiin i

Intangible assets
Less: accumulated depreciation and amortization
Net depreciable or amortizable capital assets
Other assets
TOTAL ASSETS...

DEFERRED OUTFLOWS OF RESOURCES

TOTAL DEFERRED OUTFLOWS OF RESOURCES—Note 3, 9.

LIABILITIES
Liabilities

Accounts payable and accrued liabilities

Investment purchases payable

Securities lending obligations.

Due to other funds—Note 5

Due to pension trust funds—Note 5.

Due to political subdivisions...

Due to other governments..

Interest payable.................

Net pension liability—Note 9..

Other liabilities................

TOTAL LIABILITIES...

DEFERRED INFLOWS OF RESOURCES

TOTAL DEFERRED INFLOWS OF RESOURCES—Note 3, 9....

NET POSITION
Restricted and held in trust for:
Pension benefits
Postemployment healthcare benefits.
Employee salary deferrals..
INVEST Program participants...
Tuition Account Investment Program participants...

Pension (and
Other Employee
Benefit) Trust

Funds

Investment
Trust
Fund

for Local
Governments

INVEST Program

Private Purpose
Trust Agency

(December 31, 2016) Funds Funds

$

139,381

52,299
467,676
7,382,154
2,865,130
13,423,571
7,831,869
18,105,806
2,291,671
1,749,117
1,399
14,389,138
10,633,707
74,040
621,156
753,135
515,019
129,996

12,689
41,285
(29,973)

$ 698

651,220

$ 3,643 $ 13,172
- 75,152

6,758 706,137
2,444,892 2,909,884

24,001

- 4,563,672

87,764,167

697,216

2,455,672 $ 8,474,780

16,695

171,274
1,190,216
2,327,194

64,116
586,851

49
45,641

1,818 $ 159,825
674 4,186
1,579 7,244

66 480,556
8

- 7,822,961

4,341,168

46,061

4,137 $ 8,474,780

2,442

79,543,225
727,705
3,166,322

651,155

2,401,845
49,690

83,437,252

$ 651,155

$ 2,451,535

- 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, 2017

(Amounts in thousands)

ADDITIONS:
Contributions:
Pension:

Employer...................
Employee...................
Transfer in from other plans..
Total contributions

Investment income:

Net increase in

fair value of investments

Interest income

Dividend income...........
Rental and other income

Total investment activity iNCOME...........ceeeiivieiiiiiiei e e

Less: investment expenses
Investment activity expense
Net investment earnings

Securities lending activities:
Income........coceeveneenennn
Expenses.........c........

Total securities [ending INCOME.......cccveiviiiiiiieie e

Total net investment income

Share transactions (at net asset value

of $1.00 per share):

Shares issued in lieu of cash distributions............ccccooviiviiiiiiiinennnn.
Shares purchased/redeemed (Net).........ccvvveveiieeeeriiiiiiir e
Net increase in net position from share transactions...................

TOTAL ADDITIONS

DEDUCTIONS:
Benefit payments

Refunds of contributions
Transfers to other plans
Administrative expenses
Other expenses...........cc.......
Distributions to participants

TOTAL DEDUCTIONS

CHANGE IN PLAN NET POSITION HELD IN TRUST FOR:

TOTAL CHANGE IN PLAN NET POSITION HELD IN TRUST...

Net position, July 1, 2016

Net position, JUNe 30, 2007 .......cieeieiiieeee e e e

Investment Trust

Fund
Pension (and INVEST Program
Other Employee for Local Private Purpose

Benefit) Trust Governments Trust

Funds (December 31, 2016) Funds
$ 6,366,242 $ - $ -
1,860,892 - -
115,984 - -
8,343,118 - -
5,641,166 - 172,564
379,766 2,495 59,619
577,461 - -
846,890 - -
7,445,283 2,495 232,183
(645,904) (601) -
6,799,379 1,894 232,183
26,306 - -
(10,081) - -
16,225 - -
6,815,604 1,894 232,183
- 1,366 -
- 182,092 139,520
- 183,458 139,520
15,158,722 185,352 371,703
10,927,142 - -
34,036 - -
113,377 - -
115,725 - 6,819
4,122 - 2,684
- 1,897 -
11,194,402 1,897 9,503
3,656,275 - -
126,074 - -
181,971 - -
- 183,455 -
- - 361,426
- - 774
3,964,320 183,455 362,200
79,472,932 467,700 2,089,335
$ 83,437,252 $ 651,155 $ 2,451,535

- 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, 2017

(Amounts in thousands)

ASSETS
Current assets:
CaSh—NOTE 16........cccouiiiiiiiiicic e
Temporary investments—NOte 16........ccceviuirrueierieeeiieeieee e
Receivables (net):
ACCOUNLES L.t
INVESTMENT INCOME.......oiiiiiiiiiiii e
Interest on notes and loans

Loans—Note 16..

Due from primary government—Note 5...........ccccuveevieiiiiieiiniennnen.
Due from component units—Note 5
Due from Federal government
TNVENEOTY .ottt e e
Prepaid expenses..
Other assets...

Total current assets .

Noncurrent assets:
Restricted cash
Long-term investments—Note 16...
Receivables (net):

LOANS—NOLE 16.....ccueiiiiiiiiiiiiiii s
Due from primary government—Note 5...........ccccvvevvieriiiieniiiennnen.
Non-depreciable capital assets—Note 16

CONSLIUCLION N PrOGIESS. ...ceeuiieeiieeiiieeiieeeeieeesieeeeeeeeneeesseeaeeeeas
Depreciable or amortizable capital assets—Note 16
Land imProVEMENTS. ......cciuueiaiieeiiieaiee et eieeeeee e e e e seee e
Buildings and building improvements.............ccoccvveiiiniieinncennnes
Machinery and equipment...
Turnpike infrastructure
Library DOOKS. ........ooiuiiaiieiie e
Intangible assets,
Less: accumulated depreciation and amortization
Net depreciable or amortizable capital assets
Other assets
Total noncurrent assets .. .
TOTAL ASSETS .ttt ettt ettt

DEFERRED OUTFLOWS OF RESOURCES
TOTAL DEFERRED OUTFLOWS OF RESOURCES—Note 16

Pennsylvania Nonmajor
Pennsylvania Pennsylvania Higher Pennsylvania Discretely
Turnpike Housing Education Infrastructure State System Presented
Commission Finance Assistance Investment of Higher Component
(May 31, 2017) Agency Agency Authority Education Units Total
917,790 409,835 32,791 22,612 173,553 30,144 1,586,725
371,185 92,674 1,064,367 1,411,638 741,640 361,271 4,042,775
69,181 - 31,695 - 60,509 3,044 164,429
4,781 2,113 212 - - 92 7,198
- 19,788 72,685 5,128 - 594 98,195
- 133,044 788,882 164,208 9,032 53,455 1,148,621
- - - - 63,832 8,066 71,898
16,686 17 69 2,429 2,237 55 21,493
- 166 - 83 - - 249
- - 18,931 1,218 23,194 742 44,085
18,973 - - - 9,030 796 28,799
- - 8,873 - 15,373 2,555 26,801
- 2,470 60,657 - 2,642 - 65,769
1,398,596 660,107 2,079,162 1,607,316 1,101,042 460,814 7,307,037
- - - - 25 1,767 1,792
843,616 265,178 - - 1,107,488 27,588 2,243,870
- 3,110,883 4,224,277 2,340,972 31,810 291,256 9,999,198
- - - 15,000 - - 15,000
359,210 2,454 8,038 - 65,432 1,155 436,289
1,356,951 2,136 - - 224,209 7,185 1,590,481
121,137 - - - 305,541 2,626 429,304
978,186 32,079 76,068 - 3,619,668 771,860 5,477,861
638,300 9,905 41,875 - 560,143 190,559 1,440,782
8,380,745 - - - - - 8,380,745
- - - - 80,734 353 81,087
- - 58,309 - - 33 58,342
(6,105,647) (14,336) (96,052) - (1,886,579) (351,259) (8,453,873)
4,012,721 27,648 80,200 - 2,679,507 614,172 7,414,248
159,666 47,524 - - 131,320 12,695 351,205
6,732,164 3,455,823 4,312,515 2,355,972 4,239,791 955,818 22,052,083
8,130,760 4,115,930 6,391,677 3,963,288 5,340,833 1,416,632 29,359,120
534,504 19,555 134,810 1,685 241,108 18,624 950,286
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Commonwealth of Pennsylvania
Statement of Net Position
Discretely Presented Component Units
June 30, 2017

(Amounts in thousands)

LIABILITIES
Current liabilities:
Accounts payable and accrued liabilities..
Securities lending obligations...
Due to primary government—Note 5....
Due to component UNits—NOLE 5........eeeiieiriieieiiieeiiee e
Due to other governments....
Interest payable
Unearned reVENUE...........coueiuiiiieiiieeee e
Notes payable—Note 16....
Bonds payable—Note 16.
Revenue bonds payable—Note 16..
Capital lease/installment purchase obligations............cc.cccceevienen.
Self insurance liabilities..
Compensated absences..
Other financing obligations—Note 16...........cccceiiieeeieeeiiiieariieeaieen.
Other liabilities..........c.cccoiiiiiiiiii e
Total current liabilities...........c.coooiiiiiiiiiii e

Non-current liabilities:

Due to primary government—NOte 5.........ccccviervieiiieiiinieiiiiceneeene
UNEAMEA FEVENUE. ..ottt
Student loan auction rate security bonds payable—Note 16.
Notes payable—Note 16
Bonds payable—NOte 16.........cccueriuiiiiiiiiiiieiiieiee e
Revenue bonds payable—Note 16
Capital lease/installment purchase obligations
Other financing obligations—Note 16
Compensated abBSENCES.........cccuiiiiiiiiiiiiiieiiie e
Self insurance liabilities
Other postemployment benefit obligations—Note 16..
Net pension liability—Note 9, 16........ccceeiierriiiiaiiieeie e
Other liabilities

Total non-current liabilities....

TOTAL LIABILITIES. ..ottt

DEFERRED INFLOWS OF RESOURCES
TOTAL DEFERRED INFLOWS OF RESOURCES—Note 16......

NET POSITION
Net investment in capital @SSEtS.........cccuveeiiiriiieniiieiie e
Restricted for:

Capital projects
Debt service.
Economic development
Higher education.
Other purposes...
Unrestricted
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, 2017) Agency Agency Authority Education Units Total
198,025 4,431 189,264 3,511 202,830 14,099 612,160
- - - 39,454 - 1,146 40,600
- 3 323 13,379 3,180 8,227 25,112
- 83 - 166 - - 249
- - - 4 - 2 6
238,193 20,738 3,609 - 8,779 3,694 275,013
72,674 - 72 21 61,169 1,949 135,885
- 3,000 200,000 10,005 - - 213,005
- - - - 70,605 - 70,605
391,375 86,997 - 2,240 - 25,980 506,592
- - - - 3,778 89 3,867
4,360 - - - 4,305 - 8,665
8,723 - - 113 10,620 517 19,973
- - 4,055 - - - 4,055
- 100,004 60,657 - 208,516 35 369,212
913,350 215,256 457,980 68,893 573,782 55,738 2,284,999
- - - 165,099 - - 165,099
1,160 - - - 3,175 - 4,335
- - 173,150 - - - 173,150
- 28,000 4,589,647 - 319,078 - 4,936,725
- - - - 1,915,452 - 1,915,452
12,177,627 2,722,555 - 66,266 - 165,343 15,131,791
- - - - 71,190 157 71,347
- - 26,099 - - - 26,099
7,137 - 23,730 377 108,906 2,451 142,601
39,893 - - - 16,062 - 55,955
- - - 1,250 1,145,088 9,849 1,156,187
379,173 26,307 474,743 6,891 1,022,458 26,662 1,936,234
198,706 359,078 - - 158,391 7,714 723,889
12,803,696 3,135,940 5,287,369 239,883 4,759,800 212,176 26,438,864
13,717,046 3,351,196 5,745,349 308,776 5,333,582 267,914 28,723,863
146,890 4,764 94,106 178 47,274 848 294,060
(258,038) 13,333 88,238 - 722,365 620,255 1,186,153
330,048 - - 3,656,019 32,847 - 4,018,914
44,727 149,670 305,780 - - 56,858 557,035
- - - - - 85,971 85,971
- - 293,014 - 479,917 - 772,931
- 616,522 - - - 29,235 645,757
(5,315,409) - - - (1,034,044) 374,175 (5,975,278)
$ (5,198,672) $ 779,525 $ 687,032 $ 3,656,019 201,085 $ 1,166,494 1,291,483

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



A0B ed mmm

BlUBAJASUUS JO Y}Eamuowwo)

AobB ed1ebpng mmm

¥9

186png 8y} JO 8010 S,JO0UIBA0L)

Commonwealth of Pennsylvania

Statement of Activities

Discretely Presented Component Units
For the Fiscal Year Ended June 30, 2017

(Amounts in thousands)

EXPENSES...ccuniiiiiiiiiiiieeieeas

Program revenues:
Charges for goods and services
Operating grants and contributi

Capital grants and contributions...........c.ccceeuiieiiiieeeiiie e,
Investment/interest earnings....

Total program revenues....

Change in net position....

Net position, July 1, 2016—Note 18..........ccccceevvvneeeinnnnnnnn.

Net position, June 30, 2017

Pennsylvania Nonmajor

Pennsylvania Pennsylvania Higher Pennsylvania Discretely

Turnpike Housing Education Infrastructure State System Presented

Commission Finance Assistance Investment of Higher Component

(May 31, 2017) Agency Agency Authority Education Units Total

............................................... $ 1,936,830 $ 632,164 $ 1,079,763 $ 70,994 % 2,480,473 % 159,722 6,359,946
............................................... 1,134,396 172,423 662,820 37,683 1,462,331 69,435 3,539,088
ONS.iiiiiiieeeeeeee ettt 35,757 451,497 352,264 105,052 986,280 87,437 2,018,287
214,664 - - 71,263 21,665 4,680 312,272
............................................... 1,384,817 623,920 1,015,084 213,998 2,470,276 161,552 5,869,647
............................................... (552,013) (8,244) (64,679) 143,004 (10,197) 1,830 (490,299)
(4,646,659) 787,769 751,711 3,513,015 211,282 1,164,664 1,781,782
............................................... $ (5,198,672) $ 779,525 % 687,032 $ 3,656,019 $ 201,085 $ 1,166,494 1,291,483

- The notes to the financial statements are an integral part of this statement. -
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2017

NOTE 1 - 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 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, 2017. 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, 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 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.
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2017

NOTE 1 - 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 nineteen CUs, fifteen 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 16 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 entity’s financial data is blended with
the financial data of the PG. 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. The 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
both a defined benefit plan and a defined contribution plan. The defined benefit plan is funded through a combination of
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2017

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

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, 2016.

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 as a governmental nonemployer contributing
entity for the PSERS plan, 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. Asfurther
disclosed in Note 14 to the Financial Statements, the Commonwealth is contingently liable for $994,773 of PTC debt at fiscal
year-end. The PTC is reported for its fiscal year ended May 31, 2017.

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 Human Services, 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, 2017, 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
providing the proceeds to PENNVEST as capital contributions, a significant financial burden exists. The PG is not obligated for
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2017

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

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, 2016.

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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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2017

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

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 budgets 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, 2017 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 the majority of the 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
purpose 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 an 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.

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
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
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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 and the proprietary funds include six 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
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.
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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, State Stores 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. The SWIF is subject to underwriting rules, classifications, and rates promulgated
by rating bureaus authorized by the Commonwealth Insurance Commissioner. Premium rates are established by the bureaus
based on the history of accidents by industry classification. Revenues are generated by premiums charged to policyholders
plus investment income. Workers’ compensation payments and administration costs are paid from the SWIF. The SWIF is
reported for its fiscal year ended December 31, 2016.

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
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 State Stores Fund accounts for the general operations of the Pennsylvania Liquor Control Board. Revenue is derived
primarily from the sale of wine and spirits. Expenses include all costs associated with the operation and administration of the
liquor store system and enforcement of the Liquor Control Law.

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.
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The Commonwealth Financing Authority (CFA) is a blended CU. Please see the aforementioned description for the 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.

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, 2016.

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, 2016. 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 Monetary Penalty Endowments Trust Fund, a private purpose trust fund, was established in accordance with Act 1 of 2013
to account for the monetary penalty payments from the Pennsylvania State University.

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 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.
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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 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
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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. Except for the INVEST Program, temporary investments
are reported at fair value. 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.

The INVEST Program reports all investments at amortized cost, which approximates fair value. The INVEST Program meets the
provisions related to portfolio quality, custodial credit risk, and shadow pricing, which are required for an external investment
pool to report investments at amortized cost.

Long-Term Investments: Investments expected to be realized in cash after more than twelve months from fiscal year-end are
reported as long-term investments. Most long-term investments are reported at fair value, those not recorded at fair value
are recorded at net asset value. 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
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
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and supplies inventories are valued at cost (first-in, first-out) and merchandise inventories are reported at the lower of cost or
market using weighted average cost. 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 acquisition 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... ........ccccoceecvvevvnnnn $ 25
Machinery and €QUIPIMENT............cveiiiiieiere e sne s 25
Highway and bridge infrastruCture ............cccoereiiiiniincc e 100
Al Other INFraSIIUCTUIE ..o s 25
COMPULET SOTEWANE ...t 1,000
Trademarks, patents and COPYIGNTS........ccoceviireieieieie 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 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...........cocoeiiineneeee e 40 years
Improvements other than buildings............ccooiiiiiin e, 30 years
Machinery and @QUIPIMENT...........c.couiiiiiie et 10 years
Highway heavy eqUIPMENT.........cooiiiiie e s 15 years
Highway INfraStrUCTUIE ........ccecviieice e 25 years
Bridge INFraStrUCTUIE ......c.veeie e e 50 years
Dams, dikes and pier infrastrUCtUre.........cccvcvevieieiese e 50 years
Other INFraSTIUCTUIE ..ot 20 years
COMPUEET SOFEWAIE ...t 3-30years
Trademarks, patents and COPYIIGNTS. .......ccoceviiiiiiincise e 3 —40 years
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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 of resources 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 of resources 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 8 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.

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
techniqgue 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’
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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 the PG
governmental activities and business-type activities; and between the 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, 2017 and transfers in/out during the fiscal year ended June 30,
2017 are presented in Note 5. 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.

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, Liabilities and Deferred Items: In the government-wide statement of net position, the proprietary fund
statement of net position, and the statement of fiduciary net position pension liabilities are reported at their actuarial present
value of projected benefit payments to periods of employee service. The Commonwealth’s policy is to fund employer
contributions to the SERS and PSERS as required by their Boards, through statutory authority, or as required based on other
applicable statutory requirements. Since the SERS and PSERS are cost-sharing, multiple-employer pension plans, the
Commonwealth reports a net pension liability as required by GASB 68. For purposes of measuring the net pension liability,
deferred outflows of resources and deferred inflows of resources related to pension and pension expense, information about
the fiduciary net position of the Pension Plans (Plans) and additions to/deductions from their fiduciary net position have been
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determined on the same basis as they are reported by Plans. For this purpose, benefit payments (including refunds of employee
contributions) are recognized when due and payable in accordance with benefit terms. Investments are reported at fair value.

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, 2017.

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.

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 (hon-General Fund) funds may be
used. AtJune 30, 2017, 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.

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
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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 Fund provides financial assistance to
minimize future revenue shortfalls and deficits, and promote greater continuity and predictability in the funding of vital
government services. It minimizes the need to increase taxes to balance the budget of the Commonwealth during periods of
economic distress. 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. No transfer
occurred for this reporting period.

New Accounting Pronouncements — Adopted:

The Commonwealth adopted GASB Statement No. 74, “Financial Reporting for Postemployment Benefit Plans Other Than
Pension Plans”. The adoption of this statement had no effect on previously reported amounts.

The Commonwealth adopted GASB Statement No. 77, "Tax Abatement Disclosures”. The adoption of this statement had no
effect on previously reported amounts.

The Commonwealth adopted GASB Statement No. 78, “Pensions Provided through Certain Multiple-Employer Defined Benefit
Pension Plans”. The adoption of this statement had no effect on previously reported amounts.

The Commonwealth adopted GASB Statement No. 80, “Blending Requirements for Certain Component Units an amendment
of GASB Statement No. 14”. The adoption of this statement had no effect on previously reported amounts.

The Commonwealth adopted GASB Statement No. 82, “Pension Issues”. The adoption of this statement had no effect on
previously reported amounts.

New Accounting Pronouncements — To Be Adopted:

The GASB issued Statement No. 75, “Accounting and Financial Reporting for Postemployment Benefits Other Than Pensions”
in June 2015. The primary objective of this Statement is to improve accounting and financial reporting by state and local
governments for postemployment benefits other than pensions (other postemployment benefits or OPEB). It also improves
information provided by state and local governmental employers about financial support for OPEB that is provided by other
entities.

The GASB issued Statement No. 81, “Irrevocable Split-Interest Agreements” in March 2016. The Statement establishes
accounting and financial reporting standards for irrevocable split-interest agreements created through trusts — or other legally
enforceable agreements with characteristics that are equivalent to irrevocable split-interest agreements — in which a donor
irrevocably transfers resources to an intermediary. The intermediary administers these resources for the unconditional benefit
of a government and at least one other beneficiary.

The GASB issued Statement No. 83, “Certain Asset Retirement Obligations” in November 2016. This Statement addresses
accounting and financial reporting for certain asset retirement obligations (AROs). An ARO is a legally enforceable liability
associated with the retirement of a tangible capital asset. A government that has legal obligations to perform future asset
retirement activities related to its tangible capital assets should recognize a liability based on the guidance in this Statement.
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The GASB issued Statement No. 84, “Fiduciary Activities” in January 2017. The objective of this Statement is to improve
guidance regarding the identification of fiduciary activities for accounting and financial reporting purposes and how those
activities should be reported.

The GASB issued Statement No. 85, “Omnibus 2017” in March 2017. The objective of this Statement is to address practice
issues that have been identified during implementation and application of certain GASB Statements. This Statement addresses
a variety of topics including issues related to blending component units, goodwill, fair value measurement and application, and
postemployment benefits (pensions and other postemployment benefits [OPEB]).

The GASB issued Statement No. 86, “Certain Debt Extinguishment Issues” in May 2017. The primary objective of this Statement
is to improve consistency in accounting and financial reporting for in-substance defeasance of debt by providing guidance for
transactions in which cash and other monetary assets acquired with only existing resources—resources other than the proceeds
of refunding debt—are placed in an irrevocable trust for the sole purpose of extinguishing debt. This Statement also improves
accounting and financial reporting for prepaid insurance on debt that is extinguished and notes to financial statements for debt
that is defeased in substance.

The GASB issued Statement No. 87, “Leases” in June 2017. This Statement establishes a single model for lease accounting
based on the foundational principle that leases are financings of the right to use an underlying asset. Under this Statement, a
lessee is required to recognize a lease liability and an intangible right-to-use lease asset, and a lessor is required to recognize a
lease receivable and a deferred inflow of resources.

The new standards must be adopted as follows:

GASB Statement No. 75 Effective July 1, 2017 for financial statements for fiscal year ending June 30, 2018.
GASB Statement No. 81  Effective July 1, 2017 for financial statements for fiscal year ending June 30, 2018.
GASB Statement No. 83  Effective July 1, 2018 for financial statements for fiscal year ending June 30, 2019.
GASB Statement No. 84  Effective July 1, 2019 for financial statements for fiscal year ending June 30, 2020.
GASB Statement No. 85  Effective July 1, 2017 for financial statements for fiscal year ending June 30, 2018.
GASB Statement No. 86  Effective July 1, 2017 for financial statements for fiscal year ending June 30, 2018.
GASB Statement No. 87  Effective July 1, 2020 for financial statements for fiscal year ending June 30, 2021.

The effect of these statements has not yet been determined.
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NOTE 2 — 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 Department 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. The Treasury Department 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.

The Treasury Department has created Pools 999 and 998 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 999, 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
998, 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,
Workers Compensation Security Trust, State Workers Insurance Fund (SWIF), Tuition Payment, Tuition Account Investment
Program, INVEST Program for Local Governments (INVEST Program), 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), and limited partnerships. Several of the organizations also
prohibit short selling and margin transactions. An exception includes Tuition Payment; this organization permits some or all
of the previously mentioned prohibited assets and transactions as well as foreign investments. SWIF and INVEST Program
amounts are reported as of December 31, 2016 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 Investment
Pool is managed by the Treasury Department, whereas the other aforementioned trusts are managed outside the Treasury
Department.
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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. The SERS and DCP are
reported as of December 31, 2016.

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 Fund holdings
is invested in the CIP.

Fair Value of Investments
Treasury Department

The Treasury Department categorizes its fair value measurements within the fair value hierarchy established by generally
accepted accounting principles, as follows:

 Level 1 —Valuations based on unadjusted quoted prices for identical assets or liabilities in active markets;

 Level 2 — Valuations based on quoted prices for similar assets or liabilities in active markets or identical assets or liabilities in
less active markets, such as dealer or broker markets; and

« Level 3 — Valuations derived from valuation techniques in which one or more significant inputs or significant value drivers
are unobservable, such as pricing models, discounted cash flow models and similar techniques not based on market,
exchange, dealer or broker-traded transactions.
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NOTE 2 — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)
The Treasury Department has the following recurring fair value measurements as of June 30, 2017:

Investments by Fair Value Level Total Level 1 Level 2 Level 3

Debt Securities

Corporate obligationS...........ueveieeieiiiiiiiiiiiiiiiiieieeeeeeees $ 1,696,287 $ - $ 1,485,362 $ 210,925
U.S. Treasury obligations..........cccceeeiiiniii, 749,006 749,006 - -
Mortgage backed securities.........cccoveveveiiiiiineeeieiininnnn, 443,685 - 443,685 -
Private placements........coouuiiiiiiiiiiiiiiiie e 252,429 - 252,429 -
State and municipal obligations.................cevvvviiiiininnn. 284,531 - 284,531 -
U.S. government agencies........ccccoovvcvveeeieeeeiniiieeeeeenne 33,858 - 33,858 -
Asset backed SECUNtieS........ccoeevviiiiieiiiieeie e, 64,313 - 64,313 -
U.S. government sponsored enterprises...........cc........ 569,899 - 569,899 -
Commercial PAPEr........uiveiiiiiiiiee e 5,142,792 - 5,142,792 -
Sovereign debl.......ccooiiiiiiiiiiiii e 45,608 3,007 42,601 -

Equity Securities
EQUITY .ottt 2,406,453 2,406,453 - -
Preferred securities.........cccooveveiieiiii e, 6,499 908 5,591 -

Other Securities

Treasury group investment (1).........cuvevvrveeiiiiiiiinnenennns 10,389,065 - 10,389,065 -

Other

Certificates Of dePOSItS......cocvvvviiiiiiiiiiiiiii 1,859,372 - 1,859,372 -

Mutual fuNAS.......coovii s 207,124 207,124 - -

Money market mutual funds...........ccoovvevviiiiiiinnnecen, 3,335,614 3,286,161 49,453 -
Total investments by fair value level...............cccccee. $27,486,535 $ 6,652,659 $20,622,951 $ 210,925

Investments by Net Asset Value (NAV)

Global opportunity alternative managers................... 37,450
Real estate alternative managers............cccccccvevennnnn. 80,143
Fund of funds alternative managers..............cccccvvvenn. 675,150
Private equity alternative managers.........cccccccvvvvveeen. 5,441
Absolute return alternative managers............c.ooveeeens 3,472

Total investmentSat NAV........ccoooevveiiiiiieiiieeeieeeeins 801,656

Total investments measured at fair value................... $28,288,191

(1) The amount is 100% invested in the Treasury Group Consolidated Cash Pool which is made up of 30% Level 1 and 70%
Level 2 inputs.

Debt securities classified in Level 1 of the fair value hierarchy are valued using prices quoted in active markets for those
securities. Debt securities classified in Level 2 of the fair value hierarchy are valued using a matrix pricing technique. Matrix
pricing is used to value securities based on the securities' relationship to benchmark quoted prices. Debt securities classified
in Level 3 are valued by a loan pricing matrix. If vendor pricing is not available the price defaults to cost.

Equity securities classified in Level 1 of the fair value hierarchy are valued using prices quoted in active markets for those
securities. Equity securities classified in Level 2 valuations are based on quoted prices for similar assets or liabilities in active
markets or identical assets or liabilities in less active markets, such as dealer or broker markets.

Other securities classified in Level 1 of the fair value hierarchy consist of mutual funds. The underlying funds are reported at
fair value, determined by Vanguard based on the net asset value per share of each mutual fund as of the close of the New
York Stock Exchange (NYSE) on the reporting date (level 1 inputs). Other securities classified in Level 2 of the fair value
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hierarchy consist of Treasury pooled investments. The underlying investments for the pools consist of 30% Level 1 securities
and 70% Level 2 securities.

The Treasury Department has the following investments measured at the Net Asset Value (NAV):

Unfunded Redemptions Redemption

Fair Value Commitments Frequency Notice Period
Global opportunity alternative managers (1).............. $ 37,450 $ - Monthly 30-60 days
Real estate alternative managers (2)........ccccevvvverennn. 80,143 7,785 Monthly n/a, 30-60 days
Fund of funds alternative managers (3).........ccccceeeeenne 675,150 20,162 Monthly, Quarterly  n/a, 45-90 days
Private equity alternative managers (4).........ccccceeeen.. 5,441 9,675 n/a n/a
Absolute return alternative managers (5)............c...... 3,472 903 n/a n/a, 60 days

Total investmentsat NAV..........cccvevvivieninininienennns $ 801,656 $ 38,525

(1) Global Opportunities Manager- This type of investment’s objective is to provide investors with an above average long-
term return primarily in equity securities of companies located outside of the United States. The fair value of the investments
in this manager have been determined using the NAV per share (or its equivalent) of the investments. There is a restriction to
redemption of assets placed on the first 12 months after first contribution. Any redemption request after the initial 12 month
period requires a minimum 30 days.

(2) Real Estate Managers- This type of investment’s objective is to provide investors a return by investing in Real Estate
Investment Trusts, mortgage loans, and other real estate development projects in certain metropolitan markets. The fair
value of the investments in these managers have been determined using the NAV per share (or its equivalent) of the
investments. For one investment valued at $6,000, the invested funds cannot be withdrawn until the agreement expires.

(3) Fund of Fund Managers- This type of investment objective aims to achieve broad diversification and appropriate asset
allocation with investments in a variety of fund categories that are all wrapped into one fund. This strategy invests in
portfolios that contain different underlying assets through investing in other types of funds instead of investing directly in
bonds, stocks and other types of securities. The fair value of the investments in this manager have been determined using the
NAV per share (or its equivalent) of the investments. The redemption notices of these investments vary from no notice
specified, 45 or 90 day required notice.

(4) Private Equity Managers- This type of investment objective is to provide an above average return by investing in private
companies across a variety of industries. The fair value of the investments in this manager have been determined using the
NAV per share (or its equivalent) of the investments. These investments cannot be easily redeemed as distributions are
received through the liquidation of the underlying assets. For this category, the invested funds cannot be withdrawn until the
agreement expires.

(5) Absolute Return Managers- This type of investment vehicle seeks to make positive returns by employing investment
management techniques that differ from traditional mutual funds. The fair value of the investments in this manager have
been determined using the NAV per share (or its equivalent) of the investments. Redemption may be the first business day of
each quarter or close of business on any calendar quarter, depending on the fund. For one investment valued at $300, the
invested funds cannot be withdrawn until the agreement expires.

State Employees’ Retirement System (SERS)

The SERS categorizes its fair value measurements within the fair value hierarchy that’s broken down into three levels based
on inputs that market participants would use in valuing assets and liabilities derived from market data as follows:

« Level 1 inputs: are quoted prices in active markets for identical assets or liabilities.

« Level 2 inputs: are quoted prices for similar assets or liabilities in active markets, quoted prices for identical or similar assets
or liabilities in markets that are not active, or other than quoted prices that are observable.
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= Level 3 inputs: are unobservable inputs used to measure fair value if relevant observable inputs are not available for the
asset or liability at the reporting date.

Common and preferred stocks, commingled equity funds, master limited partnerships (MLPs), real estate investment trusts
(REITs), and foreign exchange contracts are valued using prices quoted in active markets for those securities and are
categorized as Level 1. They are marked to market daily with changes in fair value recognized as part of investments and
investment income. Fixed income securities are valued using a matrix pricing technique and are categorized as Level 2. Matrix
pricing is used to value securities based on the securities’ relationship to benchmark quoted prices and recently printed
security-specific trading levels. Real estate separate accounts and other securities classified in Level 3 reflect prices, which
may use several unobservable inputs using assumptions based on market methodologies to determine the fair value of
investments.

Derivative instruments, which include foreign exchange contracts, interest rate swaps, and credit default swaps, are included
in other investments in the fair value tables.
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The SERS has the following fair value measurements as of December 31, 2016:

Investments by Fair Value Level Total Level 1 Level 2 Level 3

Fixed Income

AGENCIES . .eeiiiiiiiieeeeitiiee et e et e e e e $ 80,429 $ - $ 80,429 $ -
Asset and mortgage backed securities........... 554,952 - 548,438 6,514
[07] g oo ] - (=X TP 747,509 - 725,878 21,631
GOVEINMENT.....oiiieiie s 1,632,961 - 1,632,961 -
Sovereigndebt..........oooiiiiii 249,606 - 249,606 -
Private placements............coovvvviiiiiiiiiineneenens 511,178 - 452,196 58,982
Equity
Domestic common and preferred stocks........ 6,562,205 6,552,295 9,910 -
Foreign common and preferred stocks........... 5,414,830 5,406,965 - 7,865
Commingled equity funds.............ceeevviivininnns 155,951 155,951 - -
Real Estate
Real estate separate accounts...................... 1,032,233 - - 1,032,233
Real estate investment trusts........................ 221,501 221,501 - -
Master limited partnerships...........cccceeeeeeines 245,009 245,009 - -
Other Investments(L)........cccccvveeeieiiniiiiieienees 197 396 (199) -
Total investments by fair value level............. $17,408,561 $ 12,582,117 $ 3,699,219 $ 1,127,225

Investments by Net Asset Value (NAV)

Buyouts private equity.........ccccceevieiieiieeneeennens 2,438,702
Special situation private equity..................... 685,982
Venture capital private equity............cccccc..... 1,000,861
Non-core real estate.........cccvvvvviiiiiiiiieenneennnns 514,811
Corereal estate........coeeevvviiiieiiiiiiiiicieeeie, 328,697
Timberlandreal estate...........ccocevevviiieinennnnn. 149,186
Funds of hedge funds............cccoceeiiiiiiiiiiennninnnns 1,506,618
Commodities hedge funds..............ccovvvvvvinnnne 368,199
Directinvestment hedge funds............... . 105,138
Absolute return strategies hedge funds......... 39,546
Commingled fixed income funds..................... 275,206

Total investmentsat NAV...........ccoeeevveeiennnen. 7,412,946

Total investments measured at fair value...... $24,821,507

(1) Represents derivative instruments and other securities where portions of which are reported in various captions on the
Statements of Fiduciary Net Position including short-term investments, U.S. government securities, corporate and foreign
bonds and notes, common and preferred stocks, real estate and private equity.

Private equity limited partnerships are valued at the NAV of the SERS ownership interest in partners’ capital, which
approximates fair value. The NAV is determined by the general partners using assumptions and estimates that have been
reviewed and approved by valuation committees. Since private equity investments in such partnerships are generally illiquid
with holding periods lasting seven to 10 years, the value realized by the SERS upon disposition may differ from estimated
values reflected in the financial statements. The SERS Private Equity program is categorized into the following strategies:

e Buyouts is characterized chiefly by investments in established private or publicly listed firms that are undergoing a
fundamental change in operations or strategy.

e Special Situations is characterized chiefly by investments in funds that acquire distressed companies or companies in
need of restructuring, funds from the secondary market, and funds providing mezzanine financing.
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e Venture Capital is characterized chiefly by high-risk investments in new or young companies following a growth path
(early, late, and balanced stage funds) in technology and other value-added sectors.

Real estate limited partnerships are valued at the NAV of the SERS ownership percentage in partners’ capital. The investment
managers use third-party appraisals based on discounted cash flows, recent comparable sales, and current market conditions
to arrive at the NAV. For the SERS Non-Core Real Estate (closed-end funds) and open-end Core Real Estate funds, the NAV is
updated by independent appraisals typically at least every three years by appraisers who meet specific professional
qualifications. The appraisal process involves significant judgment and estimating; thus, the value upon sale of an asset may
differ from its appraised value.

The real estate partnerships’ investments are valued at the NAV, which approximates fair value. Any assumptions and
estimates used in developing the NAV have been reviewed and approved by valuation committees. Because the investments
in such partnerships are generally illiquid with holding periods lasting seven to 10 years, the value realized by the SERS upon
disposition may differ materially from estimated values reflected in the financial statements. The following portions of the
SERS Real Estate program are valued at the NAV:

e Non-Core Real Estate utilizes greater leverage and development strategies relative to core strategies, thereby taking
higher risks but demand higher returns. Returns are primarily generated from capital appreciation from
opportunistic investments. Strategies for this category of investing can include niche opportunities that are typically
not available in core-style investing.

e Core Real Estate is a long-term investment in high-quality real estate that generates returns primarily from stable
income producing properties.

e Timberland is renewable and derives its return from the biological growth of trees and sale of timber.

Hedge funds are valued on a monthly basis by general partners based on information provided by underlying hedge fund
investments (if a fund-of-hedge fund structure), third-party administrators, and brokers. Hedge fund investments in limited
partnerships are valued using the NAV of units held at the end of the period based on the fair value of underlying
investments. The SERS Hedge Funds program includes investments designed to provide total returns comparable to the total
fund return but with lower volatility and correlation to other asset classes. The Hedge Funds program is designed to provide
attractive long-term, risk-adjusted returns, diversification from equity markets, low beta to equity markets, and downside
protection during prolonged periods of equity market decline. Most investments within this strategy are generally liquid. In
general and under normal market conditions, 80% of most strategies should be able to be liquidated within one year of the
withdrawal date. The SERS Hedge Funds program is categorized into the following specific strategies:

e Funds-of-Hedge Funds are investments in funds with investment managers who invest in hedge funds. Funds-of-
Hedge Funds provide an additional layer of fiduciary oversight (investment, legal, compliance, and monitoring) with
similar all-in fees as direct investments in hedge funds. The SERS is the only limited partner and is able to make
larger allocations, which lowers fees and improves liquidity terms.

e Commodities include investments in funds with investment managers who invest in commodity hedge funds. SERS is
one of several investors in the fund.

e Direct Investments are investments where the SERS and other institutional investors pool their funds with a
manager tasked with incorporating hedge strategies.

e Absolute Return Strategies are a legacy Hedge Funds program currently in liquidation. The remaining assets were
rebalanced by board-approved mandates to transition the assets into other strategies within the Hedge Funds
program or to the SERS cash account.

Commingled fixed income funds are pooled investments in multiple debt-type securities, which are valued at the NAV.
Commingled fixed income funds are calculated using the closing price of the underlying investments and apportioned to the
SERS based on units of ownership.
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The SERS has the following investments measured at the Net Asset Value (NAV) as of December 31, 2016:

Unfunded Redemptions Redemption

Fair Value Commitments Frequency Notice Period
Buyouts private equity.............cccceiriiiinenneennn. $ 2,438,702 $ 1,285,052 n/a n/a
Special situation private equity..................... 685,982 379,882 n/a n/a
Venture capital private equity............ccccee.. 1,000,861 107,708 n/a n/a
Non-core real estate.........cooceviiviiiiiiniiieiinennnns 514,811 156,699 see note (1)
Corerealestate........ccooevviiiiiiiiiiiiiiineciiieeeees 328,697 - Quarterly 60 -90 days
Timberland real estate...........c.coocevvivvieniinnnnns 149,186 - Daily None
Funds of hedge funds.........cccoooeveeeeiiiiiiiiiiiinnnn. 1,506,618 - Quarterly 60 -95 days
Commodities hedge funds............ccoevvviivrnnnnnn. 368,199 - Daily, Monthly 30 days
Directinvestment hedge funds...................... 105,138 - Monthly, Quarterly, 11-90days

Semiannually
Absolute return strategies hedge funds......... 39,546 - see note (2)
Commingled fixed income funds..................... 275,206 - Quarterly 30days
Total investmentsat NAV..........ccoeveevevvnneens $ 7,412,946 $ 1,929,341

(1) All funds have no redemption terms except for one requiring 30-days notice, which will be followed by quarterly
redemptions.

(2) The assets are to be sold in an orderly fashion as market conditions dictate.

The SERS also has investments that are not measured at fair value or the NAV, which were excluded from the previous tables.
The SERS owns a portion of the Pennsylvania Treasury Department’s (Treasury Department) short-term investment fund
(STIF). The SERS portion of STIF is valued at cost plus accrued interest, which approximates fair value. The value of the SERS
portion of the STIF was $1,600,000 as of December 31, 2016. Additionally, the SERS had cash, foreign currencies, and other
investments that are carried at either cost or liquidation basis values. These other investments totaled $94,000 as of
December 31, 2016, and portions of which are reported in various captions on the Statements of Fiduciary Net Position
including short-term investments, U.S. government securities, corporate and foreign bonds and notes, common and
preferred stocks, hedge funds and real estate.

Deferred Compensation Program (DCP)

DCP utilizes the fair value hierarchy, which contains three levels, and is based on the valuation inputs used to measure an
asset's fair value.

« Level 1 inputs: are quoted prices in active markets for identical assets or liabilities.

« Level 2 inputs: are quoted prices for similar assets or liabilities in active markets, quoted prices for identical or similar assets
or liabilities in markets that are not active, or other than quoted prices that are observable.

« Level 3 inputs: are unobservable inputs used to measure fair value if relevant observable inputs are not available for the
asset or liability at the reporting date.

Collective investment funds and self-directed brokerage accounts are reported at fair value based on DCP’s ownership
percentage of underlying investments as of the last business day of the calendar year, and are categorized as Level 1. The
collective investment funds comprise two U.S. equity funds, one international equity fund, and one bond fund. Using a mix of
these funds, DCP offers a balanced fund and three profile funds, which are aggressive, moderate, and conservative.

Debt securities are valued using a matrix pricing technique, and categorized as Level 2. Matrix pricing is used to value
securities based on the securities’ relationship to benchmark quoted prices.
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NOTE 2 — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

DCP also has investments that are not measured at fair value and are excluded from the following fair value hierarchy tables.
These investments include cash, Short-Term Money Market Fund, Treasury Department’s short-term investment fund (STIF),
and a group annuity contract totaling $85,000 for December 31, 2016. The Short-Term Money Market Fund and STIF are
valued at cost plus accrued interest, which approximates fair value. The group annuity contract, which is no longer offered to
participants, is valued at contract value, which approximates fair value. Contract value for the group annuity contract
represents contributions made under the contract, plus earnings, less payments made to retirees and terminated
participants.

DCP has the following fair value measurements as of December 31, 2016:

Investments by Fair Value Level Total Level 1 Level 2

Fixed income

Asset backed SECUIMTIES. . ..cuuiviiiii e $ 131,470 $ - $ 131,470
Corporate obligationsS.........covuiiiiiiiie e 189,085 - 189,085
Mortgage-backed SECUNITIES........oveviiiieri e 225,942 - 225,942
Sovereign debt obligations..........ccoovviiiiiiiiiii 1,058 - 1,058
U.S. Treasury obligations 507,912 - 507,912
U.S. government sponsored enterprises.......cccceevveeeeevevnennnnnnn. 40,105 - 40,105
Selfdirected brokerage accounts 98,597 98,597 -
Collective investment funds
StockindeX funNd.........coviiiei e 1,039,233 1,039,233 -
Extended market fund.............cooiiiiiiiiiii 356,408 356,408 -
Aggregate bondindexfund............ccoooiiiiiiiiiii 332,218 332,218 -
EAFEequity indeX fund..........coooeviiiiiiiiii e 155,533 155,533 -
Total investments by fair value level...............cccccoeeeeeieeeennn, $ 3,077,561 $ 1,981,989 $ 1,095,572

Public School Employees’ Retirement System (PSERS)

The PSERS measures and records its investments using fair value measurement guidelines established by generally accepted
accounting principles. These guidelines recognize a three-tiered fair value hierarchy as follows:

e Level 1 inputs: Level 1 inputs are quoted prices (unadjusted) for identical assets or liabilities in active markets. A quoted
price for an identical asset or liability in an active market (e.g., an equity security traded on a major exchange) provides the
most reliable fair value measurement and, if available, should be used to measure fair value in that particular market.

« Level 2 inputs: The categorization of an asset/liability as Level 1 requires that it is traded in an active market. If an
instrument is not traded in an active market, it may fall to Level 2. Level 2 inputs are inputs that are observable, either
directly or indirectly, but do not qualify as Level 1.

» Level 3 inputs: Reporting entities may use unobservable inputs to measure fair value if relevant observable inputs are not
available, thereby allowing for situations in which there is little, if any, market activity for the asset or liability at the
measurement date. These unobservable inputs are considered Level 3.
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NOTE 2 — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

At June 30, 2017, the PSERS had the following recurring fair value measurements:

Investments by Fair Value Level Total Levell Level 2 Level 3
Short term

PSERS Short-Term Investment FUNd.............cccvveeeeiivieeeeiiieeenns $ 5,565,178 $ 5,565,178 $ - $ -
Other domestic Short-term........ccccoeeeiiiiii it 105,174 30,832 74,342 -
International short-term..........c.ocooiiiiiiiii e 134,000 132,601 1,399 -

Fixed income

Domestic asset backed and mortgage backed securities ....... 1,589,887 - 1,585,156 4,731
U.S. government and agency obligations..........ccccccuuuiininnennes 1,073,883 1,073,883 - -
Domestic corporate and taxable municipal bonds.................. 1,927,373 554,004 1,373,369 -
International fixed iNCOME...........ccooeviiiiiiiiiie e 370,141 - 370,141 -

Common and preferred stock

Domestic common and preferred StocK..............ccooviiiiiinnns 5,649,599 5,609,569 - 40,030

International common and preferred stock.............ccccevvvienns 5,688,266 5,688,266 - -

Directly owned real estate 367,078 (132,000) - 499,078
Total investments by fair value level..............cccoooeiieiinenn. $22,470,579 $ 18,522,333 $ 3,404,407 $ 543,839

Investments by Net Asset Value (NAV)

Collective trust fUNdS.........cooovvuiiiiiiiiee e 12,816,147
Equity real @State........cooiiiiiiiiiiii e 4,973,477
Private equity alternative investments...................oeeeeciinnnns 5,883,902
Private debt alternative investments...........ccoeecevvieeeiiienennnnn. 5,053,043
Venture capital alternative investments..............cccceevvvvnnnnnnn. 985,995

Total investmentsat NAV.............ccce..... . 29,712,564

Total investments measured at fair value.................cooeeeevennns $52,183,143

Investment derivative instruments

FUTUTES .t (10,152) (10,152)
Total return type swaps....... . (2,413) (2,413)
Foreign exchange CoNtracts..........coooeviiiiiiiiineeeeieeeeiiiiiee s (195,195) (195,195)
OPTIONS .ttt 12,009 12,009

Total investment derivative instruments.............ccccecevneee.. $  (195,751) $ (195,751)

Debt, equity, and derivative instrument securities classified in Level 1 of the fair value hierarchy are valued using prices
quoted in active markets for those securities. Debt securities classified in Level 2 of the fair value hierarchy are valued using a
matrix pricing technique. Matrix pricing is used to value securities based on the securities’ relationship to benchmark quoted
prices and recently printed security specific trading levels. 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. At June 30, 2016, $132,000
in line of credit advances were netted against the related property valuation and classified as Level 1. During FY 2017, the
PSERS entered into an open-ended repurchase agreement with another lender and used the proceeds to pay back the line of
credit balance. The repurchase agreement, which had a balance of $132,000 at June 30, 2017, is netted against the related
property valuation and classified as Level 1. It is payable at an interest rate equivalent to 1 month LIBOR plus 40 basis points
and is collateralized by certain fixed income investments of the PSERS.
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NOTE 2 — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

Derivative instruments classified in Level 1 of the fair value hierarchy are valued using observable exchange, dealer, or broker
market pricing.

The Premium Assistance investment assets have the following recurring fair value measurements as of June 30, 2017:

< PSERS Short-Term Investment Fund of $63,290 is valued using pricing quoted in active markets for those securities (Level 1
inputs).

« Other domestic short-term investments of $19,628 are valued using a matrix pricing model (Level 2 inputs).

The Health Options Program (HOP) investment assets have the following recurring fair value measurements as of June 30,
2017:

« PSERS Short-Term Investment Fund of $89,755 is valued using pricing quoted in active markets for those securities (Level 1
inputs).

« Other domestic short-term investments of $129,996 are valued using pricing quoted in active markets for those securities
(Level 1 inputs).

The valuation method for investments measured at the NAV per share (or its equivalent) as of June 30, 2017 is presented in
the following table:

Unfunded Redemptions Redemption
Fair Value Commitments Frequency Notice Period
Collective trust fuNds (1).....ceevveiieereiiieeiiesee e $12,816,147 $ - see note (1) 0-90 days
Equity real @State (2)......coevrveeeiiieeiiiie e 4,973,477 2,063,824 see note (2)
Private equity alternative investments (3)........c..ccccvevivveernnnn. 5,883,902 2,855,180 see note (3)
Private debt alternative investments (4) 5,053,043 2,933,173 see note (4)
Venture capital alternative investments (5).........ccccccoeveenenne 985,995 324,830 see note (5)
Total investmentSat NAV......c...ooovviiiiiie e $29,712,564 $ 8,177,007

(1) Collective trust fund investments (CTF) consist primarily of domestic and international institutional funds. 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. Redemption frequency for these assets range from monthly, to quarterly, to annual. One asset
has a 2-year hard lock that expires on December 31, 2017.

(2) Equity real estate includes real estate funds that invest primarily in U.S., Latin American, European and Asian commercial
real estate. Fund investments can be made across the capital structure of each property venture. The fair value of the
investments in this type have been determined using the NAV per share (or its equivalent) of the PSERS’s ownership interest
in partners’ capital. These investments cannot be easily redeemed. Distributions from each fund may be received as: 1) cash
flows from operations or 2) return of capital from dispositions. It is expected that the underlying assets of the funds will be
liquidated over the next 7 to 12 years.

(3) Private equity includes U.S. buyout funds and international buyout funds that invest mostly in private companies across a
variety of industries (although they may invest in public companies from time to time). The fair value of the investments in
this type have been determined using the NAV per share (or its equivalent) of the PSERS’s ownership interest in partners’
capital. These investments cannot be easily redeemed. The nature of private equity investments is that distributions are
received through the liquidation of the underlying assets of the fund. The expected holding period of a private equity
portfolio company is 3 to 7 years.

(4) Special situations (Private debt) includes private investment funds that invest across the fixed income capital structure
primarily in North America and Western Europe. The fair value of the investments in this type have been determined using
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NOTE 2 — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

the NAV per share (or its equivalent) of the PSERS’s ownership interest in partners’ capital. These investments cannot be
easily redeemed. Instead, the nature of the investments in this type is that distributions are received through the orderly
liquidation of the underlying assets of the fund throughout the stated term of the fund. It is expected that the underlying
assets of the funds will be liquidated over the next 3 to 7 years.

(5) Venture capital includes U.S. based private funds, that finance young, relatively small, rapidly growing companies, typically
in either the health care or information technology sectors. The fair value of the investments in this type have been
determined using the NAV per share (or its equivalent) of the PSERS’s ownership interest in partners’ capital. These
investments cannot be easily redeemed. The nature of venture capital investments is that distributions are received through
the liquidation of the underlying assets of the fund. It is expected that the underlying assets of the funds will be liquidated
over the next 5 to 10 years.

Statutory Liquidator Fund

The Statutory Liquidator categorizes its fair value measurements within the fair value hierarchy established by generally
accepted accounting principles, as follows:

« Level 1 - Valuations based on unadjusted quoted prices for identical assets or liabilities in active markets;

 Level 2 — Valuations based on quoted prices for similar assets or liabilities in active markets or identical assets or liabilities in
less active markets, such as dealer or broker markets; and

« Level 3 — Valuations derived from valuation techniques in which one or more significant inputs or significant value drivers
are unobservable, such as pricing models, discounted cash flow models and similar techniques not based on market,
exchange, dealer or broker-traded transactions.
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NOTE 2 — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)
The Statutory Liquidator fund has the following recurring fair value measurements as of June 30, 2017:

Investments by Fair Value Level Total Level 1 Level 2 Level 3

Debt Securities

Corporate obligations...........ccccceevvvveeeinnnn. $ 1,244,553 $ 14,769 $ 1,229,784 $

U.S. Treasury obligations..........c..ccccvvvvvvnnnne. 451,141 407,763 43,378

Mortgage backed securities............ccccceeveens 72,978 7,992 64,986

Private placements............cccovvvvvvviveniinnnnnnnn. 51,494 - - 51,494
State and municipal obligations................... 19,526 - 19,526

U.S. government agencies............oevvveevvennnnns 59,824 396 59,428

Asset backed securities...........coeeeeeiiis 157,658 4,671 152,987

Commercial paper......ccccccceeiiiiiiiiiiiiiieeen. 544 - 544
Sovereigndebt..........ccoii 29,360 - 29,360

Equity Securities
Preferred securities.......ccccooveevviiiiieeiiiiinnnes 864 864

Other Securities

ANNUILY ..o 1,135 - - 1,135
Negotiable certificates of deposit................ 33,464 33,464 -
Treasury group investment(1).............cceeeee 86,019 - 86,019
Mutual FUNAS......c.ooviiiiiiiiiiiii e 55,493 982 5,722 48,789
Money market mutual funds....................... 529,310 529,310

Total investements by fair value level........ $ 2,793,363 $ 1,000,211 $ 1,691,734 $ 101,418

(1) The amountis 100% invested in the Treasury Group Consolidated Cash Pool which are made up of 30% Level 1 and 70% Level 2.

Debt securities classified in Level 1 of the fair value hierarchy are valued using prices quoted in active markets for those
securities. Debt securities classified in Level 2 of the fair value hierarchy are valued using a matrix pricing technique. Matrix
pricing is used to value securities based on the securities' relationship to benchmark quoted prices.

Equity securities classified in Level 1 of the fair value hierarchy are valued using prices quoted in active markets for those
securities.

Other securities classified in Level 1 of the fair value hierarchy consist of mutual funds valued using prices quoted in active
markets. Other securities classified in Level 2 of the fair value hierarchy consist of Treasury Pooled investments. The
underlying investments for the pools consist of 30% Level 1 securities and 70% Level 2 securities.

Deposit Risks

At June 30, 2017, Commonwealth bank balances of $15,963 were subject to custodial risk because they were uninsured and
uncollateralized. In addition, $74,697 of Statutory Liquidator Fund deposits were subject to custodial deposit risk because
they were uninsured and uncollateralized. The 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 $129,996 at June 30, 2017 and are under the custody of its bank which has an A-rating by
Standard and Poor’s (S&P) and an Aa2 rating by Moody’s Investors Service (Moody’s).
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NOTE 2 — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)
Cash with Fiscal Agent

Within the business-type activities cash with fiscal agent, the Unemployment Compensation Fund reported $2,082,917 and
within the governmental activities cash with fiscal agent, the General Fund reported $11,101. The cash reported in both
funds 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, 2017, the reported carrying amount of the Unemployment Compensation Fund and other
nonmajor funds restricted cash and cash equivalents were $449,723 and $4,525, 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.

Investments by Type

At June 30, 2017, the Treasury Department and other investing organizations, excluding Statutory Liquidator, Tuition Account
Investment Program, the SERS, DCP and the PSERS, reported a total of $18,461,082 in investments. Cash equivalents
amounting to $264,818, 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, total investments disclosed amount to $18,196,264;
of this amount, excluding equities and alternative investments ($2,406,453 and $801,655 respectively), fixed income
investments disclosed amount to $14,988,156.
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June 30, 2017

NOTE 2 — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

The investment types and related amounts are as follows:

Investment Type Amount

Alternative INVESTMENTS........uviiiiiiiiiiie e 801,655
Asset backed SECUNTIES........uuiiiiiiiiiiiii e 64,314
Certificates Of dePOSITS.....uui i 1,859,372
(00T 410 a 1T (o1 T I o - ¥ o =Y 5,142,792
Corporate obligationS...........uuuuuiiiiiiiiiii e 1,696,287
BQUIEY . ettt ettt ettt et e ettt 2,406,453
Money market mutual funds...............ooovviiiiniin e 3,335,614
Mortgage-backed SECUNITIES.......ccoiiiiiiiiiiiiiiiiiiie e 443,685
MUTUAT FUNAS ..o 207,124

Preferred SECUNTIES. ....ooiiiii e e 6,499

Private placements.........cooiiiiiiiiiiiiii e 252,429
Securities lending collateral pool 297,140
Sovereign debt obligations................. 45,607
State and municipal 0bligationS...........ooovieviiiiii 284,530
U.S. gOVEINMENT AGENCIES ..uuu ittt ee et e et e et e e 33,858
U.S. government sponsored enterpriSes........ccovvvvivvvieeeeeriennennnnnnnnnenns 569,899
U.S. Treasury obligations...........ooovviiiiiiiiiiiiiii e 749,006

TOtal INVESEMENTS ...eviiiii e 18,196,264
Cash eqUIVAIENTS.......iiiiii e 264,818

Total investments and cash equivalents $ 18,461,082

In addition, at June 30, 2017, all reported investments of the Tuition Account Investment Program, amounting to $2,399,875
consist entirely of mutual funds, $2,344,776, and money market mutual funds, $55,099.

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, 2017 $775,699 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, 2017, only the Statutory
Liquidator Fund, an Agency Fund, owned investment securities subject to custodial credit risk, in the amount of $2,053,700.
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:

Investment Type Amount
Asset backed SeCUrities.......ccccccveiiiiiiiiiiiiiiieceeeee $ 157,658
Certificates 0f depPoSit.......ccccevviiiiiiiiiiiiiiiiiiniiiiiis 33,464
Corporate obligationsS...........ueiiiiiiiiieiiieeeeeeeees 1,109,923
EQUITIES .t 458
Mortgage-backed securities.........ccccccovvviiiiiiineneenn. 61,016
Preferred SeCUrities......cccccoviiiiiiiiiiceeeii 406
Private placements............ooovviiiiiiiiiiiiiiiniee e 150,450
Sovereign obligations...........oooiiiiiiiiiiiiiiees 29,360
U.S. government agencies.......cccuvvvevvieeeeennnniiinnnnnns 59,824
U.S. Treasury obligations...............uueiiiiiiiiiniineceeenns 451,141
TOTAL. .ot $2,053,700
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NOTE 2 — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

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 Program. This limitation excludes government-sponsored
enterprises (GSEs), direct obligations of the U.S. Treasury or U.S. government 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 $18,196,264, no
concentrations existed above 5% as of June 30, 2017.

The concentration of credit risk for the Statutory Liquidator Fund is as follows:

% of Statutory
Liquidators
Issuer Name Amount Portfolio
Federated Government Obligations Fund....................... $ 290,824 10.0%
Dreyfus Treasury and Agency Cash Management............ $ 245,440 8.5%

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, 2017, $14,988,156 of total Treasury and other investing organization investments of $18,461,082 are fixed
income investments, susceptible to credit quality rating; the remainder is primarily equities $2,406,453, alternative
investments $801,655, cash equivalents, and various deposit accounts of $264,818. Of the Treasury amount susceptible to
credit quality rating, $14,093,327 is rated; ratings are not available for $894,829 of fixed income investments:
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June 30, 2017

NOTE 2 — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

Moody's Investors Service

Amount

Rated subtotal..........ccoeeeeeeeiiieiiieiieeeeeee
Unrated subtotal.............cccccoeeeeiiiiiiniiiiis

Total fixed income investments....................

1,050,832
3,370,816
486,503
725,211
448,165
99,639
152,800
25,625
145

6,359,736

2,590,664
37,226
1,847,001
434,781
141,101
47,566
90,262
7,459
685

5,196,745

2,158,027
2,109
19,852
309,201
41,593

2,536,846

14,093,327

894,829

_$14,088,156_

At June 30, 2017, 3% ($430,245) of rated fixed income Treasury investments of $14,093,327 are rated below investment
grade. Approximately 6% ($894,829) 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, 2017. 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.
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2017

NOTE 2 — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

The pension trust funds may expose themselves to greater credit risk than the Treasury Department or other investing
organizations to meet specific investment objectives. The SERS and DCP fixed income securities (at December 31, 2016),
which are exposed to credit risk, are rated as follows:

Moody's Investors Service® SERS DCP
A uuuuieiiieiiiiiiee i ——————— $ 260,391 $ 133,939
AL 431,878 307,559
A 295,557 131,154
Baa.. ..o 625,840 64,235
Baandbelow.........cccooeeeieiiiiiiiiien, 763,270 3,258
UNFALEA ... 41,593 -
Short-term investments............ccccceeeeeeens 1,577,941 83,869
TOtAl . .ueeiiieiiii $3,996,470 $ 724,014

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.

The 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, 2017:

Standard and Poor's Equivalent® Amount
ABA e $ 797,203
AA 210,405
A e 414,985
BBB.... ittt 739,916
BBandbelow..........cccoovviiiiie 431,513
unrated®......c.ccoevvevee e 11,419,428
U.S. government guaranteed’....................... 1,531,272
TOLAL e $ 15,544,722

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.
. ‘Unrated’ securities include $4,476,419 in collective trust funds and $5,718,223 in PSERS Short-Term Investment Fund assets.
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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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2017

NOTE 2 — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

The Statutory Liquidator Fund fixed income securities at June 30, 2017, which are exposed to credit risk, are rated as follows:

Moody's Investors Service Amount
ABB..eieiee s $ 275,130
ABL s 76,521
A 307,122
BAA.. it 503,877
B it 18,204
B 2,017
€A .o 369
L0 F TP PRR TR 5,626
P 7,359
Moody's Investors Service subtotal........... 1,196,225

AAA ... 66,996
AA oo 422,267
A 86,144
AL s 6,322
BBB.. et 148,930
BBttt 5,177
Bttt 387
CCC ittt ettt 4,169
CC ittt 330
Dt 3,605
Standard and Poor'ssubtotal.................... 744,327
Fitch Ratings
A s 399
A s 30,322
BBB...eiiiieiie et 15,615
BBttt 175
Fitch Ratingssubtotal............cccccooeeviiene 46,511
Rated subtotal............cccovvveiiiiiiiieciieee, 1,987,063
Unrated subtotal.............ccoooiiiniieniens 911,837
Total fixed income investments................ $2,898,900

The $2,898,900 exceeds the total of investments reported 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, 2017, Treasury and other investing organizations’ fixed income
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands)

June 30, 2017

NOTE 2 — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

portfolio, excluding Statutory Liquidator Fund and Tuition Account Investment Program, had the following option-adjusted

durations (in years) by investment type:

Amount of Option- Amount of
Securitieswith Adjusted Securitieswith

Investment Type Duration Duration no Duration Total
Asset backed SeCUNties........coevviviricrcncniene. $ 51,979 0.903 % 12,335  $ 64,314
Certificates of deposit........ccocoevvviiniiiniiennn. 1,859,372 0.179 - 1,859,372
Commercial Paper.......ccccovvveieeeniiiiiie e 5,133,792 0.265 9,000 5,142,792
Corporate obligations..........cccccceviviiiiiiniienns 1,480,155 5.394 216,132 1,696,287
Money market.............. 3,286,161 0.083 49,453 3,335,614
Mortgage-backed securities..........ccccevvvennnn. 436,535 4.080 7,150 443,685
Mutual funds..........coovviiini - - 207,124 207,124
Preferred SECUNtiesS.......coovvvvvviriiciieieciee 4,771 5.535 1,728 6,499
Private placements.........ccccooeeiieiniciniinenn, 241,369 3.728 11,060 252,429
Securities lending collateral pool.................... 297,140 0.083 - 297,140
Sovereign debtobligations............cccceviiine. 38,107 2.580 7,500 45,607
State and municipal obligations...................... 83,528 5.294 201,002 284,530
U.S. government agencies........cocceevveevveeennnn. 25,204 3.996 8,654 33,858
U.S. government sponsored enterprises... 559,899 1.445 10,000 569,899
U.S. Treasury obligations..........c.cccceoeinnennnnn. 749,006 6.306 - 749,006

TOTAl. .o $ 14,247,018 $ 741,138  $14,988,156

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 Maturesin ~ Maturesin ~ Maturesin  Maturesin Matures
No Maturity lessthan 1 1to5 6t010 11to20 21to30 31to40 after 40
Investment Type Matured Date Year Years Years Years Years Years Years Total
Alternative investments.... $ -8 - $ 19432 $ 22305 $ 2815 $ $ 3,083 3 $ - $ 47,635
ANNUItY....ocvveeiiiees 1,135 - - - - - 1,135
Asset backed securities. - 9,137 145,308 3,213 157,658
Cash & equivalents.... 63,081 - - - 63,081
Certificates of deposit. 31,460 2,005 33,465
Commercial paper.......cccccveeiiviiiennes - 544 - 544
Commonwealth investment program.. 86,019 - - - - - - 86,019
Corporate obligations................ccees 418,122 631,107 37,853 2,865 18,884 1,092 1,109,923
EQUITIES. .. 458 - - - - - - 458
Money markets.........cccoevviiiiiiincnnnn, 572,748 - - - - - - 572,748
Mortgage-backed securities................ - 16 105 13,190 27,905 10,840 8,958 61,014
Mutual funds..........ccooeiiiiiiii 54,511 - - - - - 54,511
Preferred securities.................cc.co.e.. - - - - - - - 406 406
Private placements.... 51,494 2,813 72,372 4,496 7,388 4,224 6,573 1,092 150,452
Sovereign debts............. 2,010 14,802 8,571 2,920 540 - 518 29,361
State and municipal obligations. - 5,024 2,415 2,908 5,760 - 3,418 19,525
U.S. government agencies................... 125 - 46,341 393 2 12,962 - 59,823
U.S. Treasury obligations..................... - 160,741 269,946 16,173 4,282 - 451,142
Total....ooooiiiiiiiii $ 125 $ 829,446 _$ 649,299 $1,206,706 $ 89,612 $ 46,840 $ 54,815 $ 20,041 $ 2,016 $2,898,900
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...........c.ccooeeiieiniieens $786,013 6.1years 8.4years
Vanguard Total Bond Market Index Fund Institutional Shares...........ccccccoocvvvveeviiiiinnnenn, 3,643 6.1years 8.4years
Vanguard Short-Term Inflation-Protected Securities Index Fund Institutional Shares..... 52,397 2.6years 2.6years
Vanguard Federal Money Market FUN.............ooveiiiiiiiiiiiiec e 55,099 N/A 49 days
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2017

NOTE 2 — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

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:

Option-

Adjusted

SERS Investment Type Amount Duration
Asset and mortgage backed securities.........ccccccceceeiinnnnnnnn. $ 554,952 2.70
Commingled investments funds 275,206 3.70
Corporate obligations 748,672 5.40
Other iNVeStMENTS™ ... ... (730) n/a
Sovereign debt obligations........cccevvveeieiiiiiiieiicc e 249,606 7.60
Shortterm investments........cccccevviiiiie i, 38,637 0.10
Treasury investment POOL........ccooveviiiiiiiiiiiiiicie e 1,539,304 0.10
U.S. Treasury obligations...........coouuuiiiiiiiiiiieeeeicceein 1,645,854 6.30
U.S. government sponsored enterprises............coceeevvvvenenes 80,429 4.50
U.S. private placements..........uueeieiiiiieiiieiiiiiiiiiiiiiieeee e 515,019 2.70

TOTAL.ceeeeiieee e $5,646,949

*Other Investments represents certain SERS securities and the value of swaps and futures agreements as of December 31, 2016, for which the
duration is not available.

Option-

Adjusted

DCP Investment Type Amount Duration
Asset backed securities..........cccceevvevreennnn $ 131,470 3.50
Collective investment funds 332,218 5.90
Corporate obligations.............. 189,085 3.20
Mortgage-backed securities 225,942 4.70
Sovereign debt obligations..............euveiiiiiiiiiiiiiieeee, 1,058 n/a
Treasury investment PoOl...........coouiiiiiiiiiiiiiiiiiiiee e 83,869 0.10
U.S. Treasury obligations............cccoovviiiiiiiimiiiiiiiiin 507,912 3.50
U.S. government sponsored enterprises........ccccevvvvvvvenenen. 40,105 0.90

TORAL .. $1,511,659

Option-

Adjusted

PSERS Investment Type Amount Duration
Domestic asset-backed and mortgage-backed securities.... $ 1,589,281 1.70
U.S. government and agency obligations..............ccccccoeennne 1,073,883 9.60
Domestic corporate and taxable municipal bonds....... 1,927,373 1.80
International fixed income 370,140 5.90
Collective trust funds.............cevveiiiiiinennnn. 4,476,419 3.20
PSERS Short-Term Investment Fund.. 6,262,343 0.10

TORAL .. $15,699,439

Fixed income investment managers enter into futures contracts to adjust the durations of their portfolios as a whole. In
total, futures contracts have adjusted the PSERS’ total portfolio duration upward by 0.1 at June 30, 2017.

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. Investment managers may trade in foreign
currencies if investments will be returned to U.S. dollars. The Treasury amounts invested, by currency, are as follows:
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands)

June 30, 2017

NOTE 2 — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

Preferred

Foreign Currency Equities Securities Total
Australiandollar...........cccccevveneen. $ 7,440 $ - $ 7,440
British pound sterling................... 18,183 - 18,183
Canadiandollar.........c..ccccevvnnennn. 9,903 - 9,903
DanishKrone .......ccoccvvvveveeeeeiieiinne 1,922 - 1,922
Eurocurrencyunit.........cccocoeeee. 34,002 559 34,561
HongKongdollar..........ccccoeevennne 11,454 - 11,454
Israelishekel ........cccccoviinicnnn. 542 - 542
Japaneseyen....... 24,068 - 24,068
Malaysian ringgit ...........cccceevenee 1,545 - 1,545
Mexican New peso ..........ccceveenene 1,745 - 1,745
New Zealand dollar ...................... 330 - 330
Philippines peso .......c.ccoceevvvennnn. 748 - 748
Singapore dollar.........c.ccooeevinens 2,167 - 2,167
South Africanrand .........c.cceeveenns 2,685 - 2,685
Swedish krona 3,414 - 3,414
SWISS franC ....covvevvieiiiiiiiiciiees 9,226 - 9,226
Thailandbaht.............ccceeveeeennnnn. 1,194 - 1,194

Total. v $130,568  $ 559  $131,127

Within the Tuition Account Investment Program, equities of $346,027 are exposed to foreign currency risk.

Each pension trust fund is exposed to foreign currency risk as part of meeting specific investing objectives or allocations
among different classes of investments. The SERS is exposed to foreign currency risk primarily for equity securities at

December 31, 2016 as follows:

Short-Term Private

Foreign Currency Investments®  Fixed income Equities Real Estate Equity Total
European EUro...........cccevveeees $ 4,411 $ 19,025 $ 1,305,642 $ (164) $ 313,416 $ 1,642,330
Japanese yen.......cccoeeeeeennnn. 12,525 1,860 850,071 (10,607) - 853,849
British pound sterling........... 5,535 57,845 783,413 (3,063) 8,300 852,030
Swiss franc.........ccccvvvvvnnnnnnn. 4,050 - 383,347 - - 387,397
HongKongdollar.................. 108 - 318,230 - - 318,338
Canadiandollar................... 3,678 8,577 290,139 - - 302,394
Australiandollar.................. 1,223 17,406 226,657 - - 245,286
South Koreanwon................ 1,552 - 142,467 - - 144,019
Swedish krona...................... 314 12,987 87,130 - 43,118 143,549
New Taiwandollar............... 20 - 76,608 - - 76,628
Danishkrone............ccceeeeee 575 251 56,012 - - 56,838
Norwegian krone.................. 639 9,192 41,664 - - 51,495
Mexican pesoO........cceeeeeeeennns 106 22,095 26,106 552 - 48,859
Singapore dollar................... 223 - 45,715 - - 45,938
South Africanrand............... 272 9,313 33,102 - - 42,687
Brazilianreal...........cccvvveees 920 9,523 31,150 - - 41,593
Indonesian rupiah................ (900) 8,858 19,084 - - 27,042
New Zealand dollar.............. 98 458 18,040 - - 18,596
Thaibaht......cccccccceiiiinnnnnn. 13 - 16,279 - - 16,292
Malaysian ringgit................. 64 7,272 5,637 - - 12,973
Chilean peso........cccceuvuvennne. 5 9,153 3,137 - - 12,295
Hungarian forint................... 108 7,308 4,790 - - 12,206
Other currencies (9)............. 1,018 14,849 25,787 - - 41,654

Total...oooooiiiiiiiieeee, $ 36,557 $ 215,972 $ 4,790,207 $ (13,282) $ 364,834 $ 5,394,288

a.  Includes receivables and payables as of December 31, 2016 for securities sold and purchased.
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2017

NOTE 2 — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

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. Since EAFE Equity Index Fund is a collective investment fund, the DCP is indirectly
exposed to foreign currency risk through those underlying securities.

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. e $ 1,102,951 $ 59,764 $ 1,649,694 $ 25,326 $ (2,097,348) $ 740,387
British pound sterling.... 868,409 11,755 158,464 31,441 (889,499) 180,570
South Koreanwon.......... 159,331 - - (202) 91 159,220
Taiwan new dollar.........cccocovevinenns 147,406 - - 87 (50) 147,443
South Africanrand...........cccccoeeiene 71,882 11,236 - 137 (1,517) 81,738
Indian rupee 72,416 - - 13 - 72,429
Brazil real.....ccccccvvivieiiieniienee 63,652 3,170 - (2,927) 427 64,322
Danishkrone..........cccceoenveinnnennn. 132,302 259 - 1,776 (73,854) 60,483
Mexican peso......... 25,532 18,353 - (2,085) (4,282) 37,518
Other currencies.... 2,588,546 119,637 - 67,521 (2,996,129) (220,425)

TOtal....oveeeereecee e $ 5,232,427 $ 224174 $ 1,808,158 % 121,087 $ (6,062,161) $ 1,323,685

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 invests the cash in accordance with reinvestment
guidelines approved by the Treasury Department. At June 30, 2017, 100% of the collateral was invested in overnight U.S.
Government repurchase agreements. Either the lender or the borrower may terminate the loan on demand. Loans are
typically of very short duration, usually overnight. 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
loans 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, 2017, 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 2 — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

At June 30, 2017, the total fair value of the securities lent, along with the type of investments lent, were as follows:

u.s.
Total u.s. Government

Securities Treasury Sponsored Corporate Exchange
Fund/Organization Lent Obligations  Enterprises  Obligations Equities Traded
Deferred Compensation Program.............ccccverveneene $ 1955 % - $ - $ 1955 % - $
State Employees'Retirement System...........cccceueee 429,486 24,226 1,567 28,797 374,896
Public School Employees' Retirement System......... 128 - - - 128
Underground Storage Tank Indemnification Fund.... 2,553 458 - 2,095 - -
Workers' Compensation Security Trust Fund........... 25,760 4,223 - 12,607 - 8,930
State Workers' Insurance Fund...........cccoovevvenennnnn. 52,065 23,316 617 11,559 10,610 5,963
Other Postemployment Benefits Investment Pool.. 34,776 - - - 34,776
Commonwealth Investment Program..................... 120,474 23,379 1,674 15,503 9,684 70,234
Tuition Payment Fund...........cccceeieiiiinennicncenn 41,627 10,541 238 1,118 - 29,730

Public School Employees’ Retirement System (PSERS)

The PSERS participates in a securities lending program with a third party agent. Under this program, the lending agent loans
securities (equities, fixed income, and money market instruments) to independent brokers and dealers in exchange for U.S.
dollar cash collateral in an amount not less than 102% of the fair value of any securities loaned. Collateral is marked-to-
market daily. If the fair value of the collateral held falls below the minimum guidelines for securities loaned, additional
collateral is obtained. The lending agent invests the cash collateral in accordance with reinvestment guidelines approved by
the PSERS.

As of June 30, 2017, the PSERS had no credit risk exposure to borrowers because the amounts the PSERS owed the borrowers
exceeded the amounts the borrowers owed the PSERS. Under the securities lending program, the lending agent provides
indemnification to the PSERS if a borrower fails to return borrowed securities (and the collateral is inadequate to replace the
loaned securities) or fails to pay income distributions on them. The lending agent also provides indemnification to the PSERS
if investment of cash collateral results in investment loss. There were no losses during the fiscal year ended June 30, 2017
resulting from a default of the borrowers or the lending agent. All securities loans can be terminated on demand by either
the PSERS or the borrower, although the average term of the loan is one day. There were no term loans as of June 30, 2017.

Cash collateral is invested in a short-term collateral investment pool that is managed by the lending agent, is segregated from
all other clients of the lending agent, and is not subject to custodial credit risk. The PSERS’s income from securities lending
represents its pro-rata share from participating in the program. The weighted-average maturity of the investments in the
pool was one day at June 30, 2017. During the fiscal year ended June 30, 2017, the mismatch between the maturities of the
investments made with cash collateral and the maturities of the securities loans may have posed some interest rate risk to
the PSERS. In the event of a default, the lending agent may use the collateral to replace the loaned securities. As of June 30,
2017, the fair value of loaned securities was $1,972,488. The fair value of the associated collateral was $2,016,063, all of
which was cash.

Derivative and Other Similar Investments

State Employees’ Retirement System (SERS)

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

The 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, 2016, the
SERS’ counterparty credit risk was not significant. The SERS mitigates its legal risk on investment holdings including
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NOTE 2 — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

derivatives by ensuring that all of its legal requirements (indemnification, sovereign immunity, jurisdiction, etc.) are
acknowledged and agreed to in all of the derivatives agreements that it is subject to.

The SERS managers also indirectly hold foreign exchange contracts, futures contracts, and certain swap contracts through its
investments in commingled funds and hedge funds. These funds invest in instruments directly and indirectly 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 manager 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 manager for the purpose of eliminating foreign exchange risk. As a matter of policy, the investment managers
enter into these contracts at their full discretion to protect currency fluctuations. To reduce the risk of counterparty
nonperformance, the investment managers 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, 2016, the 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)
Swedishkrona..........cccooovviiiinnns $ 17,995 $ 130) $ 268 $ -
British pound sterling..................... 17,071 (454) 3,638 (35)
European Euro...........cccccvvvvvviinnnnns 10,508 2) 34,467 237
Norwegian Krone.........cccccceeveeeeeenn. 9,200 (445) - -
Chilean peso.......ccccceeeeiiiiiiiciinnns 9,153 94
Indian rupee.......cccevveveevvevveeneennnnnn. 8,359 10 - -
Australiandollar...........ccccccccooee. 3,663 (111) 4,401 54
Japaneseyen............coooiiiiiiiiinnne 1,402 (73) 10,857 (78)
Brazilianreal...........ccccoovveeeieeennnnn, 1,261 68 13 -
Indonesian rupiah..........cc.cccoee. 855 3) - -
Canadiandollar...........cccccuvvnnnnnnne 623 (14) 3,681 6)
New Zealand dollar........................ 425 5 3,931 130
SWiSS franC..........covvvviieeieeeeeiiiin, - - 14,148 688
Colombian peso........ccccuvvvvvvveennnnn.. - - 671 (33)
HongKongdollar..........ccccccceeennn. - - 24 -
Total....ooeeiieeeeiee e $ 80,515 $ (1,055 $ 76,099 $ 957

Swap agreements provide for periodic payments between parties based on the change in value of underlying assets, indexes,
rates, and credit worthiness. The SERS uses 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 managers use credit default swaps to either increase or decrease credit exposure to certain
credit markets. Interest rate swaps are over-the-counter contracts that allow counterparties to exchange a fixed rate liability
for a floating rate liability or vice versa. The SERS managers use 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, 2016.

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 currency forwards, futures, options, and swaps. MCM
may take long or short positions in derivative instruments for various purposes. The DCP exposure to these instruments was
not significant as of December 31, 2016.

The collective investment funds that the DCP is invested in currently utilize stock index futures and currency forwards. These
instruments are used in the investment management of the collective funds to the extent that their use is consistent with the
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NOTE 2 — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

specific collective fund’s objective. Derivatives are viewed within the context of the collective fund’s total portfolio. 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 may take long or short positions in derivative instruments for, but not limited to, the following purposes: to create or
hedge required exposure; to create or hedge model-driven recommended exposure; as an adjustment to asset exposures
within the parameters set in the collective fund’s investment instructions and guidelines; to achieve transactional efficiency;
to adjust the duration of a fixed income portfolio; if applicable, to achieve the appropriate degree of leverage, as stated in the
collective fund’s investment instructions and guidelines; and to facilitate meeting the collective fund’s objectives.

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/or 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
atJune 30, 2017:

Type of Derivative Notional Value
Futures contracts -1oNg.........ccovvveviviiiieiiiiiie e $ 4,735,337
Futures contracts -Short.........ccooiiiiiiiii e 26,160
Foreign exchange forward and spot contracts, gross...... 6,355,027
Options - puts purchased..........ccccooveeiiiniieeniie e, 899,648
Swaps -total return type.......ccoeeveeiiiniiieiiie e, 8,638,151

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, 2017 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. During FY 2017, the PSERS purchased over-the-counter put options on the S&P 500 Index. The fair value of these
option contracts was $12,009 at June 30, 2017.

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

Commonwealth of Pennsylvania 107 Governor's Office of the Budget
Www.pa.gov www.budget.pa.gov



NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2017

NOTE 2 — DEPOSITS, INVESTMENTS AND FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (continued)

managers generally enter into these contracts with institutions regarded as meeting high standards of credit worthiness. The
contracts reported primarily include forwards. The $6,355,027 of foreign currency contracts outstanding at June 30, 2017
consist of “buy” contracts, which represent the U.S. dollar equivalents of commitments to purchase foreign currencies of
$149,081 and “sell” contracts, which represent U.S. dollar equivalents of commitments to sell foreign currencies of
$6,205,946. The unrealized loss on contracts of $(195,195) at June 30, 2017, is included in the statement of fiduciary 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, 2017, 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
(payable) on the total return type swap contracts of $(2,413) at June 30, 2017, is included in the statement of fiduciary net
position and represents the fair value of the contracts. The contracts have varying maturity dates ranging from July 1, 2017 to
September 22, 2026.

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, 2017 is $517,910.

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 3 - RECEIVABLES, UNEARNED REVENUE AND DEFERRED RESOURCES
Taxes Receivable: Taxes receivable, by tax type, reported on the statement of net position at June 30, 2017 consisted of the
following:

Statement of Net Position
Governmental Activities

Current Noncurrent Total

Salesand use......... $ 940,436 $ 181,653 $ 1,122,089
Personal income.... 667,110 592,239 1,259,349
Corporation........... 351,195 243,535 594,730
Liquid fuels............ 321,269 - 321,269
Inheritance............ 378,360 118,823 497,183
Cigarette............... 66,197 - 66,197
Other.......ccoveenneen. 43,499 - 43,499

Total......cooeeeevneen $ 2768066 $ 1136250 $ 3,904,316

Taxes receivable reported on the governmental funds balance sheet and the statement of fiduciary net position at June 30,
2017 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, 2017 Fund Funds Funds
By through After Collected by Collected by Collected by
August 31,2017  June 30,2018 June 30, 2018 Total August 31,2017  August 31,2017  August 31, 2017
Salesand use........ $ 712,703 $ 227,732 $ 181654 $ 1122089 $ - 8 - $ 47,475
Personal income... 383,377 283,734 592,238 1,259,349 - - -
Corporation........... 38,620 312,575 243,535 594,730 -
Liquid fuels........... - - - - 321,269
Inheritance........... 147,595 230,765 118,823 497,183 - - -
Cigarette............... 66,197 - - 66,197 - - 11,327
Other......ccccocevvenns 7,410 - - 7,410 - 36,089 17,602
Total....coooveirienne $ 1355902 $ 1054806 $ 1136250 $ 3546958 $ 321,269 $ 36,08 $ 76,404

On the governmental funds balance sheet, the General Fund taxes receivable of $2,191,056 expected to be collected after
August 31, 2017 is reported as deferred inflows of resources. The total amount of taxes receivable reported on the
governmental funds balance sheet, $2,768,066 ($2,410,708 reported in the General Fund, $321,269 reported in the Motor
License Fund, and $36,089 reported in nonmajor governmental funds), expected to be collected from July 1, 2017 through
June 30, 2018 is also reported as current taxes receivable in governmental activities on the statement of net position. The
remaining General Fund taxes receivable of $1,136,250 reported on the governmental funds balance sheet expected to be
collected after June 30, 2018 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 THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2017

NOTE 3 — RECEIVABLES, UNEARNED REVENUE AND DEFERRED RESOURCES (continued)

Loans Receivable: Loans receivable at June 30, 2017 consisted of the following:

Business
Governmental Type

Activities Activities
Commonwealth Nonmajor
General Financing Enterprise

Fund Authority Funds
Economic development 10aNS.....covvvieeicerscese s $ 57556 $ 307516 $ 90,798
Volunteer fire, ambulance and rescue company 10ans.......c.c.ceeeuvnnen. - - 72,118
Environmental program [0ans.........ccccovvevneeesieeneens 3,146 - -
SChOO! diSTHCL IOANS ... s 18,265 -

Othernotes and l0aNS.......cccoici e 110 - -
79,077 307,516 162,916
Less: allowance for uncollectible amounts..........ccccoovveeievirecesreennns (3,949) (15,379) (8,402)
LOaNS reCeivVaADIE, NE L. ..o $ 75128 $ 292,137 $ 154,514

The General Fund reported $64,034 in loans due after June 30, 2018, the Commonwealth Financing Authority (a blended
component unit) reported $274,544 in loans due after June 30, 2018, and nonmajor enterprise funds reported $128,931 in
loans due after June 30, 2018.

Uncollectible Receivables: On the statement of revenues, expenses and changes in net position-proprietary funds, the State
Workers’ Insurance Fund reports sales and services net of $11,151 in uncollectible amounts.

Governmental Funds Unearned Revenue: The General Fund, the Motor License Fund, and several nonmajor special revenue
and debt service funds reported unearned revenue. The following chart provides the portion of total receipts which have not
yet been earned as revenue as of June 30, 2017:

Total
General Motor License Nonmajor Governmental
Fund Fund Funds Funds
Unearned revenue............ $ 23,475 $ 10,836 $ 119,733 $ 154,044

Deferred Outflows of Resources and Deferred Inflows of Resources: On the statement of net position, governmental
activities and business-type activities reported both deferred outflows of resources and deferred inflows of resources at June
30, 2017. The following chart provides detail about the reported deferred outflows of resources and the deferred inflows of
resources, respectively at June 30, 2017:

Total Total

Governmental Business-type

Deferred Outflows of Resources Activities Activities
RefUNAINGS Of AEDT ... $ 133 $ 2,594

Pension related:

Contributions subsequent to measurement date.........cccoeoverreenenieneneneens 755,639 29,392
Differences between expected and actual experience...........cccoeovrivreevrrrrnninnns 219,439 9,774
Net difference between projected and actual earnings on plan investments 1,293,838 56,907
Changes Of aSSUMPLIONS ..ot sss st sssesnsenees 939,102 41,361
Changes 1N ProPOFTION. ...ttt nsen 219,780 9,976
Differences between employer contributions and proportionate share......... 29,189 1,300
Total deferred oUtflOWS Of rE@SOUICES. ......ovceieeiiceece et $ 3,457,120 $ 151,304

Deferred Inflows of Resources
RefUNAINGS OF AEDL ... $ 198,790 $ -
Pension related:

Differences between expected and actual experience 342,560 15,151
Changes IN ProPOFTION. ...ttt 270,900 12,568
Differences between employer contributions and proportionate share......... 20,024 922
Total deferred iNflOWS Of FESOUICES.........ccovveiieieeeee e $ 832,274 $ 28,641
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2017

NOTE 3 — RECEIVABLES, UNEARNED REVENUE AND DEFERRED RESOURCES (continued)

On the balance sheet for governmental funds, the General Fund, the Motor License Fund and several nonmajor special
revenue funds reported unavailable revenue as deferred inflows of resources. The following chart provides, per receivable,
the amounts expected to be collected after August 31, 2017 which are reported as deferred inflows of resources:

Total
General Nonmajor Governmental
Fund Funds Funds

Expected to be collected after August 31, 2017:
Taxes receivable........cooooveeveeeieeeeee e, $ 2,191,056 $ - $ 2,191,056
Accounts receivable..........ooovevvive e, 441,703 176,821 618,524
Due from federal government..............cccoouene. 258,027 - 258,027
Total deferred inflows of resources.......... $ 2,890,786 $ 176,821 $ 3,067,607

On the statement of net position-proprietary funds, the State Workers’ Insurance Fund, the State Lottery Fund, the State
Stores Fund, the Commonwealth Financing Authority, (a blended component unit), each respectively a major fund, various
nonmajor proprietary funds and the internal service funds reported deferred outflows of resources and deferred inflows of
resources at June 30, 2017. The following chart provides detail about the reported deferred outflows of resources and the
deferred inflows of resources, respectively at June 30, 2017:

State
Workers' State Commonwealth Total Internal
Insurance Lottery State Financing Nonmajor Proprietary Service
Deferred Outflows of Resources Fund Fund Stores Authority Funds Funds Funds
Refundings of debt..........ccocoerveeveecvecieeeeeee e $ -3 -3 - $ 1,760 $ 834 § 2,594
Pension related:
Contributions subsequent to measurement date.......... - 3,057 24,200 - 2,135 29,392 2,734
Differences between expected and actual experience.... 647 915 7,500 - 712 9,774 818
Net difference between projected and actual earnings
on plan investments 3,764 5,330 43,667 - 4,146 56,907 4,766
Changes of assumptions.. 2,736 3,874 31,738 - 3,013 41,361 3,464
Changes in proportion 619 876 7,180 - 1,301 9,976 784
Differences between employer contributions
and proportionate Share............ccocvnnenneneneienns 86 122 998 - 94 1,300 109
Total deferred outflows of resources...................... $ 7852 § 14174 "$115283 § 1,760 § 12235 % 151,304 $§ 12,675
Deferred Inflows of Resources
Pension related:
Differences between expected and actual experience.... $ 1,002 $ 1419 $ 11625 $ - $ 1,105 $ 15151 $ 1,269
Changes in Proportion. ... 798 1,130 9,259 - 1,381 12,568 1,010
Differences between employer contributions
and proportionate Share............ccocvvnnenneneneennns 59 83 683 - 97 922 74
Total deferred inflows of resources........................ $ 1859 § 2632 § 21567 % -3 2583 % 28641 % 2,353
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2017

NOTE 3 — RECEIVABLES, UNEARNED REVENUE AND DEFERRED RESOURCES (continued)

On the statement of fiduciary net position, the pension (and other employee benefit) trust funds reported deferred outflows
of resources and deferred inflows of resources at June 30, 2017. The following chart provides detail about the reported
deferred outflows of resources and the deferred inflows of resources, respectively at June 30, 2017:

Pension (and Other
Employee Benefit)

Deferred Outflows of Resources Trust Funds
Pension related:
Contributions subsequent to measurement date........... $ 3,011
Differences between expected and actual experience... 925
Net difference between projected and actual earnings
oN plan iNVeSTMENTS......cccoecevvicer e 5,388
Changes of asSUMPLIONS.........ccccevreeerieesesse s 3,916
Changes in Proportion.........cceeenneessesesesee s 3,384
Differences between employer contributions
and proportionate share........c..cccoevevvvcsvecnennn, 71
Total deferred outflows of resources $ 16,695
Deferred Inflows of Resources
Pension related:
Differences between expected and actual experience... $ 1,435
Changes in ProportioN........crcneneneseeneseneeeseenenees 939
Differences between employer contributions
and proportionate Share...........cconenesnenncneeen. 68
Total deferred inflows of resources.........ccooveneereneenenee $ 2,442
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands)

June 30, 2017

NOTE 4 — CAPITAL ASSETS

Changes in governmental activities capital assets for the fiscal year ended June 30, 2017 are as follows:

Non-Depreciable Capital Assets:

Highway right-0f-way...........cocooiiiincceeeceeeees
General coNStruction iN Progress. ... eeeeeeesieerereseseeeeeeenes

Transportation construction in Progress..........o.veeeereeenenes

K101 0] 0] - | OO

Depreciable and Amortizable Capital Assets:

Land IMPrOVEMENTS........coviuriieeirieiereerere e
Buildings and building improvements....
Machinery and eqUIPMENT.........cccourrrrrrnerrcere s
Highway infrastructure..........ocevervenncenereese e
Bridge iNfraStruCtUre..........cooveerurieesniee e
Waterway infrastruCture.........cooovcoeeceenrn e
Other INfraStrUCTUNE........ccovvcireerer e
SOFEWANE......covecec e
Other iINtangibles...........ccirrree e

SUBTOTAL ..o

Less accumulated depreciation and amortization for:

Land IMProveMENTS.........ccccrirrereneeeirieseseeeie e
Buildings and building improvements
Machinery and eqUIPMEeNt...........cccerrrrrneeeersrreeeeeeieees
Highway infrastructure..........oocveeneirncenenesree e
Bridge iNfraStruCtUre..........covvivvceenicreeee e
Waterway infraStruCture...........oooceveneenieneeses s
Other INfrastrUCTUNE. ..o
SOFEWANE.....eece s
Other iNtangibles..........ccerieir e

SUBLOTAL ...

Total depreciable and amortizable capital assets, net...................

Total governmental activities capital assets, Net..........ccoeerueee

Balance Balance
June 30, 2016 Increases Decreases June 30, 2017
$ 602,165 $ 3809 $ 64 $ 605910

2,334,491 65,237 - 2,399,728

963,453 212,701 196,131 980,023
3,276,534 2,712,693 2,099,214 3,890,013
7,176,643 2,994,440 2,295,409 7,875,674

956,493 72,440 4,227 1,024,706
7,682,657 92,106 27,221 7,747,542
1,477,070 114,236 12,734 1,578,572

29,146,147 1,198,563 947 30,343,763
14,238,217 716,914 - 14,955,131
27,297 4,458 - 31,755
214,277 3,925 - 218,202
574,449 81,573 - 656,022
200 - - 200
54,316,807 2,284,215 45,129 56,555,893

393,592 29,197 1,300 421,489
3,196,559 170,128 23,415 3,343,272

901,948 118,804 11,697 1,009,055

16,326,370 1,187,455 85 17,513,740
3,919,895 386,597 - 4,306,492
4,472 567 - 5,039
66,220 10,864 - 77,084
233,079 56,312 - 289,391

183 18 - 201
25,042,318 1,959,942 36,497 26,965,763
29,274,489 324,273 8,632 29,590,130
$36,451,132 $3,318,713  $ 2,304,041  $37,465,804

The decreases in construction in progress represent increases to all Capital Asset classes including Non-Depreciable assets
such as Land and Highway right-of way. For the fiscal year ending June 30, 2017, the amount of the decreases to
construction in progress that resulted in increases to Land and Highway right-of-way totaled $66,471.
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2017

NOTE 4 — CAPITAL ASSETS (continued)

Depreciation and amortization expense, by function, related to governmental activities capital assets for the fiscal year ended
June 30, 2017 is as follows:

Governmental Activities

Capital Assets
Direction and SUPPOITIVE SEIVICES......cviriririrerirereeierrieseresesisisessesssesesesssssesesesenens $ 62,261
Protection of persons and ProPerty........cenennennee e 140,963
PUDIC @AUCALION. ...t 45,215
Health and NUMAN SEIVICES.........civvivceeeeceeeeecteee et ebe s 24,822
ECONOMIC AEVEIOPMENT........uitiiiicecire et 64
B LS oo o e AT o 1,662,948
Recreation and cultural enrichment..........coooinnnncn s 23,669
Total depreciation and amortization EXPENSE...........cceevereeerererisesessise e $ 1,959,942

Changes in business-type activities capital assets for the fiscal year ended June 30, 2017 are as follows:

Balance Balance
June 30, 2016 Increases Decreases June 30, 2017
Non-Depreciable Capital Assets:
LANG..otititeieiee ettt ettt $ 179453 $ 29688 % 11  $ 209,130
General consStruction iN Progress.........cverneeeeneeeeneneesesnens 26,383 19,066 31,325 14,124
31U ] 01 (0] - PR 205,836 48,754 31,336 223,254
Depreciable and Amortizable Capital Assets:
Land IMProVEMENTS.........ccviieieneieeieiesssisisssses s 67,559 2,306 35 69,830
Buildings and building improvements............cccoveevnneenerenenes 411,570 22,500 1,211 432,859
Machinery and eqUIPMENt..........cccovvveivsssser s 185,285 10,139 8,350 187,074
SOftWare.......ceeeiveeeeeeee e 13,095 11,343 1,317 23,121
Other intangibles.... - - - -
SUDLOTAL.....coooei e 677,509 46,288 10,913 712,884
Less accumulated depreciation and amortization for:
Land IMProOVEMENTS.......ccovriirirreieereeeis e eeen 12,055 3,430 3 15,482
Buildings and building improvements..........c.ccoovvvevncenerennns 191,084 16,789 784 207,089
Machinery and eqUIPMENT..........ccevrennenneneneneeeseseeeee s 132,829 5,058 1,208 136,679
SOTEWATE.....eciicece e s 481 10,442 1,316 9,607
Other iNtangibIEs.........cvvere e - - - -
SUBLOTAL......ceceeicc s 336,449 35,719 3,311 368,857
Total depreciable and amortizable capital assets, net................... 341,060 10,569 7,602 344,027
Total business-type activities capital assets, net........c.cccccceevvreenne $ 546,896 $ 59,323 $ 38,938 $ 567,281
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2017

NOTE 4 — CAPITAL ASSETS (continued)

Construction in progress included in governmental activities capital assets at June 30, 2017 includes project information as
follows:

Project Amounts Expended Authorization
Authorization at June 30, 2017 Available

General Construction in Progress:
Capitol COMPIEX......cc e $ 291,997 $ 71,235 $ 220,762
Department of Corrections INStitUtions...........cccoveeevneennne, 468,032 395,165 72,867
Educational INStItULIONS........cccovveeiiirie e 517,326 229,445 287,881
Environmental Protection..........cooeeeeeeeeeee e 3,906 3,578 328
State Parks and FOrestS.......ooooiviiieeiiiiiciceeee e 142,255 34,888 107,367
Veterans Homes and Military Armories..........cococoevneeennenns 81,493 23,155 58,338
Department of Human Services InStitutions.............cccevveinne 102,131 91,416 10,715
Transportation Facilities...........cccovveennecnnninnnns 112,977 32,331 80,646
Historical and Museum Commission Facilities 33,745 3,576 30,169
State Police FaCIlities......oooveiieeeeecese ettt 27,335 17,084 10,251
Agriculture FaCilities. .......c.cooierrneneeereeesee e 872 537 335
Department of Labor and Industry...........cccocovvvvvvrnrnnene 1,919 1,560 359
OthEr .. 650,697 76,053 574,644
Total general construction iN Progress.......eeeereerenenens 2,434,685 980,023 1,454,662
Highway and Bridge Construction in Progress:..........c.coeueee.. 6,157,856 3,890,013 2,267,843
Total construction iN ProgresSs......reeereeeensereessessessenees $ 8592541 $ 4,870,036 $ 3,722,505

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 value. At June 30, 2017 the remaining amount of governmental
activities capital assets related to the initial June 30, 1986 valuation amounted to $1,507,900. 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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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2017

NOTE 5 — INTERNAL/INTERFUND BALANCES AND TRANSFERS

Statement of Net Position

Internal Balances

In the statement of net position, reported internal balances of ($46,239)/$46,733 for governmental activities/business-type
activities differ by $494 because the State Workers’ Insurance Fund, an enterprise fund, reports for its fiscal year ended
December 31, 2016.

Fund Financial Statements

Interfund Balances

The composition of governmental and proprietary funds interfund balances reported at June 30, 2017 is as follows, with
major fund titles in bold. Aggregate nonmajor governmental funds receivables from other funds and from component units,
respectively, amount to $200,446 and $11,131; aggregate nonmajor enterprise funds receivables from other funds amount to
$10,470; aggregate internal service funds receivables from other funds and from component units, respectively, amount to
$26,053 and $78:

DUE FROM DUE TO
FUND TYPE/FUND OTHER COMPONENT OTHER COMPONENT
PRIMARY GOVERNMENT FUNDS UNITS FUNDS UNITS
LCTT A T=T = I 21T Lo RO $ 73918 $ 178,602 $ 273,011 $ 1,642
Special Revenue:
MOLOr LICENSE FUN.......coeverieerereieiieeictseeeee sttt en e 14,992 86 67,805 20,399
Tobacco Settlement Fund 6,718 - 2,569 -
Public Transportation Trust Fund 147,870 - 43 -
GAMING FUNG......couirieiciieeeisessse st 10 7,902 2,767 15,066
Environmental Stewardship Fund - - 326 2,443
Emergency Medical Services Operating Fund.......... 2,131 - - -
Agricultural Conservation Easement Purchase Fund...........ccccoeevinienee 12,743 - - -
Marcellus Shale FUNG.........c.cccuiciiiiciicccrce b s - - 6,002 -
Multimodal Transportation Fund.. 3 - 32,980 -
Other Funds 11,514 - 12,066 141
Special Revenue SUBTOTAL ... 195,981 7,988 124,558 38,049
Debt Service:
PA Infrastructure Investment Authority Redemption Fund - 355 - -
Debt Service subtotal - 355 - -
Capital Projects:
Capital FACHItIeS FUNG......cccocuiiiriricicicrieiese e 328 2,874 6,086 -
Keystone Recreation, Park and Conservation Fund.... 9,256 - 104 15
Public Transportation Assistance Fund 9,873 - 976 -
Capital Projects SUBLOTAL..........cooiniierinciciseeceee e 19,457 2,874 7,166 15
Enterprise:
Unemployment Compensation Fund. 4,584 517 476 -
State Lottery Fund 12,931 - 96,397 -
TUItION PAYMENT FUNG......coeiiiiririesriciseeeie s ses - - 2 -
StAtE SEOreS FUNG.....uceieceeiectccrcc ettt 30 - 10,686 -
Commonwealth Financing Authority. 33,871 - 689 -
Rehabilitation Center Fund 3,907 - 410 -
Philadelphia Regional POrt AUthOKity........cccocviriinienenninsiniecee e 6,549 - 59 -
Other Funds 14 - 93 48
Enterprise subtotal 61,886 517 108,812 48
Internal Service:
Purchasing Fund 20,251 72 2,785 4
Manufacturing Fund...... 5,802 6 650
Internal Service subtotal 26,053 78 3,435 4
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30,2017

NOTE 5 — INTERNAL/INTERFUND BALANCES AND TRANSFERS (continued)

DUE FROM DUE TO
FUND TYPE/FUND OTHER COMPONENT OTHER COMPONENT
PRIMARY GOVERNMENT FUNDS UNITS FUNDS UNITS
Eiduciary - Pension Trust:
State Employees’ Retirement SYSteM..........c.uvwrreinrenerinreeseesisnesinenins 11,856 65,202 - -
Deferred Compensation FUNd.........coc.oeeenneeerenneeneees - - 203 -
Public School Employees' Retirement SyStem............cc.vveeereneeenneennenens 5,935 - 1,314 -
Fiduciary - Pension Trust subtotal........c.ccneennirnernnennns 17,791 65,202 1,517 -

Fiduciary - Private-Purpose Trust
Monetary Penalty Endowments Trust Fund...........ccccovevennee 38 - - -

Fiduciary - Private-Purpose Trust subtotal 38 - - -
Total primary government.... $ 395,124 $ 255,616 $ 518,499 $ 39,758
DUE FROM DUE TO
DISCRETELY PRESENTED PRIMARY COMPONENT PRIMARY COMPONENT
COMPONENT UNITS GOVERNMENT UNITS GOVERNMENT UNITS

Pennsylvania Turnpike ComMmMiSSiON.............ervevrmesissnnssesssssssssnsnnns $ 16,686 $ - $ - $ -
Pennsylvania Housing FINANCE AJENCY.......c.uwwrrrmeimrennssieeesssseseesens 17 166 3 83
Pennsylvania Higher Education Assistance Agency..........enneens 69 - 323 -
Pennsylvania Infrastructure Investment Authority... 17,429 83 178,478 166
State System of Higher Education 2,237 - 3,180 -
Pennsylvania Industrial Development Authority - - 318 -
Pennsylvania Convention Center AUThOFITY........ccccoeunereneenneenerenneeneeens - - 7,902 -
Other COmMPONENT UNITS ... 55 - 7 -
Total COMPONENE UNIES......vvvrrreerrieerissssissssissenens $ 36,493 $ 249 $ 190,211  $ 249

The amount of total reported interfund receivables of $687,482 does not agree with total reported interfund payables of
$748,717 at June 30, 2017 due to different fiscal year ends and reporting differences for certain funds included in the fund
financial statements at June 30, 2017. The amount reported for the Pennsylvania Turnpike Commission, a discretely
presented component unit, is reported at its fiscal year ended May 31, 2017; 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, 2016. The following presents a
reconciliation of interfund balances reported at June 30, 2017 and those amounts that would have been reported if all funds
reported at the same fiscal year-end:
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30,2017

NOTE 5 — INTERNAL/INTERFUND BALANCES AND TRANSFERS (continued)

Governmental Proprietary Fiduciary Component
Funds Funds Funds Units Total

Due from other funds..........c.ccovcerneuenenes $ 278455 % 83,227 $ 16,102  $ -8 377,784

Due from pension trust funds 10,901 4,712 1,727 - 17,340

Due from component units 189,819 595 65,202 249 255,865

Due from primary government.... - - - 36,493 36,493

$ 479,175 $ 88,534 $ 83,031 $ 36,742 $ 687,482

Reported Interfund Receivables $ 687,482
State Employees' Retirement System decrease in receivables from January 1, 2017 through June 30, 2017 (49,148)
Pennsylvania Turnpike Commission increase in receivables fromJune 1, 2017 through June 30, 2017 3,265
State Workers' Insurance Fund increase in receivables from January 1, 2017 through June 30, 2017 639
Interfund receivables reported as taxes receivable and accounts receivable by fiduciary funds. 91,534
Payroll accrual atJune 30, 2017 - receivables attributable to State Employees' Retirement System 45,365
Reconciled Interfund Receivables $ 779,137

Governmental Proprietary Fiduciary Component
Funds Funds Funds Units Total

$ 252809 $ 109,317 $ 610 $ -8 362,736

151,926 2,930 907 - 155,763

39,706 52 - 249 40,007

- - - 190,211 190,211

$ 444441 § 112,299 $ 1517 § 190460 $ 748,717

Reported Interfund Payables $ 748,717

State Employees' Retirement System increase in payables from January 1, 2017 through June 30, 2017 621
Deferred Compensation Fund decrease in payables from January 1, 2017 through June 30, 2017 (45)

Pennsylvania Turnpike Commission increase in payables from June 1, 2017 through June 30, 2017........ccoccovunrveves 140

State Workers' Insurance Fund increase in payables from January 1, 2017 through June 30, 2017 193

Pennsylvania Economic Development Financing Authority - financial statement not reported as disclosed in Note 1. 128

Interfund payables reported as accounts payable by fiduciary funds................... OSSPSR 29,383

Reconciled Interfund Payables $ 779,137

Advances — Fund Financial Statements

At June 30, 2017, the General Fund reported Advances to Other Funds of $7,475. Specifically, this amount has been
advanced as follows: $2,300 to the State Workers’ Insurance Fund (SWIF), an enterprise fund; $2,175 to the Motor License
Fund and $3,000 to the Medical Marijuana Program Fund, special revenue funds. These amounts have been reported by the
respective owing funds as advances from other funds, except for the SWIF, which reported an advance of $2,349 at its fiscal
year ended December 31, 2016. At June 30, 2017, the Workers’ Compensation Security Fund and the Workers’
Compensation Administration Fund, special revenue funds, reported Advances to Other Funds of $165,750 and $9,000,
respectively; these amounts were advanced to the General Fund and the Uninsured Employers Guaranty Fund, a special
revenue fund. The advances to the Medical Marijuana Program Fund and the General Fund, in the amounts $3,000 and
$165,000, respectively, are expected to be repaid during the fiscal year ending June 30, 2018. The Underground Storage Tank
Indemnification Fund, an agency fund, reported a $67,500 statutory advance to the General Fund at June 30, 2017; a $7,000
repayment is expected to occur during the fiscal year ending June 30, 2018.
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30,2017

NOTE 5 — INTERNAL/INTERFUND BALANCES AND TRANSFERS (continued)

Transfers

A summary of transfers reported for the fiscal year ended June 30, 2017 is as follows, with major fund titles in bold.
Aggregate nonmajor governmental fund transfers from other funds amounted to $1,592,424 during the fiscal year ended
June 30, 2017; aggregate nonmajor governmental fund transfers to other funds amounted to $929,249. Aggregate nonmajor
proprietary fund transfers from other funds amounted to $57,083, while aggregate nonmajor proprietary fund transfers to
other funds amounted to $9,000.

As authorized by Act 89 of 2013, the Capital Facilities Fund, a capital projects fund, transferred general obligation bond
proceeds in the amount $206,507 to the Motor License Fund. The Commonwealth Financing Authority (CFA), a blended
component unit enterprise fund, transferred revenue bond proceeds in the amount $735,394 to the General Fund. As
prescribed by Act 25 of 2016, the bond proceeds transferred from the CFA shall be used by the General Fund to reimburse
school districts for construction costs.
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30,2017

NOTE 5 — INTERNAL/INTERFUND BALANCES AND TRANSFERS (continued)

TRANSFERS TRANSFERS
PRIMARY GOVERNMENT IN out
General Fund m m
Special Revenue:
Motor License Fund 223,349 133,016
Tobacco Settlement Fund....... - 28,500
Public Transportation Trust Fund...... 116,992 30,000
Gaming Fund - 309,516
Environmental Stewardship FUNG.........c..ccccveverreeemmmmminersesssmsssesesssssesssssssssssesense 26,205 40,745
Vocational RENADITTTALION FUNG........o..uvvvrrmmeerrressissrerssssssssssessssssssssssssssssesssssssssssssssssssssssssssssssssssssssssssssssss s 47,473
Agricultural Conservation Easement PUTChaSe FUN........c.ccccceveveerermmimmmseseensssssssssssssssssssssssssssesssssssssssssssssnes 10,878
State FArm Products SNOW FUNG.......co.uueeveemeserrsesmisesssessesmssssesssssssssssssssssssssssesssssssssssssssssssssssssssssssssssssssssssss s 5,000
Recycling Fund 1,000 9,000
Oil and Gas Lease Fund - 62,513
Hazardous Sites ClEANUP FUNG......cormmmmervereneerssssssmsesssssesseesessssssssssseene 8,102 5,000
MATCEITUS SNAIE FUNG....ocesreesiveeeveereseesssssssssssssssesssssessssssssisssssesss s sssssssssss s ssss s s s 25,000 79,805
Insurance Regulation and OVErSiGht FUNG..........cccuuumeerremmernsssmmisessssmmsesssssmsesssssssssssssssss e - 1,919
SEALE RACING FUNG....ovvvveriiieisvesnesscsss s s 10,949
Fish and BOat FUNG........cooeeererermmmevrrsssmsessnssssssmsessssssssssssssssesenees 20,833 247
Multimodal Transportation Fund 30,000 58,182
OTHEI FUNGS ...vcvvverressissivseesssssssssssssisssssesss s sissssssssssssssssssssssssssssssssss s 360 3,822
SPeCial REVENUE SUDTOTAL.........vccevccriivevvererscesssssiimsensesesseesssssssssssssssssssessssss s e 526,141 762,265
Debt Service:
Capital Debt Fund 1,204,212
Growing Greener Bond Sinking Fund 29,289
Water and Sewer Assistance Bond Sinking Fund 24,655
Water Supply and Wastewater Treatment Sinking Fund 12,293
Local Criminal Justice Sinking Fund. . 80
Persian Gulf Veterans' Compensation Bond SinKing FUN.........cccccceevevereesmmmmmsisesessssssssssimssesessssesssssssssssssenes 343
OBNEE FUNAS......ooovecveveecessissssseesesss s sssssssmsssessss s sssssssssss s ssssssss s e - 84
Debt Service subtotal 1,270,872 84
Capital Facilities Fund........... 18,638 275,553
Keystone Recreation, Park and CONSErVation FUNG...........cummmmemmerreresemssssimmmsseesessssssssssssssissesssssssssssssssssssssenes 122 744
Water Supply and Wastewater Treatment Fund - 2,534
Public Transportation Assistance Fund - 21,085
Capital Projects subtotal. 18,760 299,916
Enterprise:
Unemployment Compensation Fund - 52,000
State Lottery Fund 148,000 264,907
State Stores Fund - 219,196
Commonwealth Financing Authority. 253,700 747,394
Volunteer COMPANIES LOAN FUNG........c.ccovoivvvvvrssssiisssssssssmssssssssissssssssssssssssssssssssssssssssssssssssssssssssssssssssssmssssssss e - 9,000
Philadelphia Regional Port Authority 57,083 -
ENEEIPIISE SUDTOTAL...ovcereresiiniieerrcrceessssscssese st ese s s 458,783 1,292,497
Total transfers, fund financial statements 3,617,525 3,617,525
Less: net elimination of governmental fund transfers (2,783,811) (2,783,811)
Total transfers, Statement of Activities w § 833714 “$ 833714
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30,2017

NOTE 5 — 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, 2017 (May 31, 2017 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 CONTIACES) .........cccoirereriiiirieiiiene e $ 564,243
Pennsylvania Higher Education AsSiStance AGENCY (QIaNTS). .....cceviieiiiierierieeetistesiesieseesestestessessesessessbessesaesessessessesaesessessessens 334,695
Pennsylvania Turnpike Commission (capital CONTIDULIONS) ........coviviiiriiriiiiie s 151,697
Pennsylvania Housing Finance Agency (program income and fees; other liabilities) ............cooviiiiiiiiiieis e 25,269
Pennsylvania Infrastructure Investment Authority (operating revenues; capital contributions) ............ccccooveieienciiiniennene 21,763

Nonmajor Discretely Presented Component Units

During the fiscal year ended June 30, 2017, the Commonwealth provided financial support to nonmajor component units by
appropriations, as follows:

Ben Franklin Technology Development AULNOTILY. .........coiiiiiiee ettt s ettt st se e nesbe e neene $ 14,500
Thaddeus Stevens College Of TECANOIOQY .........cuiiiiiiii e et b e bbbt 13,273
POrt Of PittSDUIGN COMIMUSSION. ......iiviititiitieieste ettt a et ettt st et et e beebe s eheebe et e s esseseebesbe st e s eneetestesbe s ensans 750

Financial Support Provided to the Commonwealth

During its fiscal year ended May 31, 2017, the Pennsylvania Turnpike Commission incurred additional debt in order to provide
$450,000 to the Public Transportation Trust Fund under the statutory provisions of Act 89 of 2013, Act 44 of 2007, and the
related Lease and Funding Agreement between the Pennsylvania Turnpike Commission and the Commonwealth. Under the
provisions of Act 89 of 2013, the Commonwealth subsequently transferred $30,000 from the Public Transportation Trust
Fund to the Multimodal Transportation Fund.

Government Merger

As prescribed by Act 121 of 2012, the Pennsylvania eHealth Partnership Authority (eHealth), a discretely presented
component unit, expired in July 2017. Further, as enacted in Act 76 of 2016, the eHealth was absorbed into the primary
government’s Department of Human Services. The principal reasons for the movement of the eHealth’s functions were to
reduce administrative costs and maximize federal revenues. The following balances were recognized by eHealth at July 1,
2016:

Assets
Current assets $ 2,957
TOUAl SSELS...vievreriirrerireee et ssnnsseens 2,957

Deferred outflows of resources

Total deferred outflows of resources........cocoveerrerererennnns 1,277

Liabilities

CUrrent lHabiliti€S.....ccvveveciee e 910

Non-current liabilities... 2,914

Total iabilities......ccoveeeveeeiereseeeee e 3,824

Deferred inflows of resources

Total deferred inflows Of reSOUICES........ccovuveeeiereneniinininenn 49

Net position

Restricted for:

Health-related programs 361

Total NEt POSILION. ...t $ 361
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30,2017

NOTE 5 — INTERNAL/INTERFUND BALANCES AND TRANSFERS (continued)

The eHealth amounts were recognized in the General Fund at July 1, 2016, except current liabilities were modified to $867 to
offset a similar reduction of current assets in the General Fund. Reductions to General Fund current assets and current
liabilities were necessary because $43 was owed by eHealth to the General Fund at July 1, 2016.
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands)

June 30, 2017

NOTE 6 — LONG-TERM OBLIGATIONS — GOVERNMENTAL AND BUSINESS TYPE ACTIVITIES

Governmental Activities

Long-term obligations of the Commonwealth’s governmental activities at June 30, 2017 and changes therein during the fiscal

year ended June 30, 2017 are as follows:

Issue
GENERAL LONG-TERM OBLIGATIONS Dates
General Obligation Bonds Payable From
Tax Revenues:
Capital FACHlItIES....cverrcereeerereereseersessssseseenens
Disaster Relief.
Land and Water Development....
Nursing Home Loan Development
Volunteer Companies Loan
Vietnam Conflict Veterans
COMPENSALION......coovorrrriieerrisiisessesiessrrssiesnenens
Water Facilities Loan.......c..oneveneeeeesnneeseennns
Pennsylvania Economic Revitalization................
Pennsylvania Infrastructure
Investment AULhOTILY.........cooerreeenmeerreesseeceesine
Local Criminal JUStICE. ......vwvevevrrererenieeerenessennns
Water Supply and Wastewater
Treatment.
Growing Greener
Persian Gulf Conflict Veterans
COMPENSALION...oorvvrrrerrrreriseereseseseseeesesnseanans
Refunding Bonds............coevevemereemnenseeseesenseenns

2007-16

2010-13

2007-16
2007-15

2004-16

Total PrinCipal.....oceeneereiesiisesesssseenns
Unamortized premium on bonds issued..............
Unamortized discount on bonds issued..............
Total general obligation bonds payable............

Other General Long-Term Obligations

Payable From Tax and Other Revenues:
Installment Purchase Obligations (1).....cc....ccoew..t
Capital Lease Obligations (1).....c.occeeerereermneens
Self-Insurance---Note 8 (1)
Compensated Absences (1)
(141 o () OO

SUBLOTALL...vvrc i
TOTAL GENERAL LONG-
TERM OBLIGATIONS

Totals may not foot due to rounding.

Maturity Bonds
Interest Dates Authorized Balance Balance

Rates Through  But Unissued July1,2016 Additions Reductions June 30,2017
3.00-5.85% 2036 $112,975374 $ 7,151,445 $ 1200000 $ 892665 $ 7,458,780
105,908 - - - -

300

31,000

50,000

3,000

11,500

14,000
3.00-5.85% 2033 51,600 458,905 22,445 436,460
3,000 385 385 -
3.00-5.85% 2036 68,485 8,725 16,840 60,370
3.00-5.85% 2035 26,000 241,735 - 52,875 188,860
13,000 1,590 - 1,590 -
4.00-5.38% 2029 - 3,685,040 605,170 419,025 3,871,185
113,284,682 11,607,585 1,813,895 1,405,825 12,015,655
916,966 242,928 202,507 957,387
(6,641) (2,286) (2,375) (6,552)
$113,284,682 12,517,910 2,054,537 1605957 $ 12,966,490
2,363 671 1,236 1,798
100,821 - 2,566 98,255
1,089,413 932,092 930,547 1,090,958
738,656 515,374 518,373 735,657
1,352,169 202,983 438,058 1,117,094
3,283,422 1,651,120 1,890,780 3,043,762
$ 15801332 $ 3,705,657 $ 3,496,737 $ 16,010,252

(1) The reported current liability portion of: Installment Purchase Obligations is $762; Capital Lease Obligations is $2,734; Self-Insurance is
$172,271; Compensated Absences is $172,209; and Other liabilities is $282,516.

Total principal “Additions” above, amounting to $1,813,895 are equal to bonds issued of $1,208,725 and refunding bonds
issued of $605,170 reported in the governmental funds statement of revenues, expenditures, and changes in fund balances

for the fiscal year ended June 30, 2017.

The total “Additions” of $2,054,537 for general obligation bonds payable at June 30, 2017 consists of total bond and
refunding bond proceeds of $1,368,986 and 685,551, respectively, for governmental funds (including a premium of $242,928

and a discount of $2,286).
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2017

NOTE 6 — LONG-TERM OBLIGATIONS — GOVERNMENTAL AND BUSINESS TYPE ACTIVITIES (continued)

The total “Reductions” of $1,605,957 for general obligation bonds payable at June 30, 2017 consists of total principal
repayments of $1,405,826 plus $202,507, of bond premium and $2,375 bond discount that were amortized and posted to
bond interest expense in the statement of activities (unamortized premium in the statement of net position at June 30, 2017
is $957,387, unamortized discount is $6,552).

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, 2017, these three funds transferred $1,074,014, $103,412 and $26,787 respectively, to the Capital Debt Fund. The
Capital Debt Fund reported $1,239,693 (94 percent) of total Debt Service funds principal and interest expenditures of
$1,323,783. 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.

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, 2017:

Workers' compensation security trust Claims........c.cococveeeecsesnneneennnns $ 373,927
Catastrophic 10ss benefits Claims.........ccooerrernncenesseeeeeee e 72,813
Public Utility Realty Tax Act (PURTA) liability........c.cocoernirnennninnicinnes 27,579
Litigation liability - NOTE 14.......c.coceurircereeree e 1,200
State INsurance FUNA ClaIMS........cccviei i 4,615
Restricted receipts Hability ... 6,212
Escheated property liability........cccooovevcenieiicscesse s 482,290
Pollution remediation liability..........cccovevreenniinrrerseer s 148,458

(o) - | $1,117,094

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, 2017 are payable with currently expendable available financial
resources.

Pollution remediation obligations generally involve groundwater, surface water and/or soil at or adjacent to former
manufacturing/industrial locations. Affected landfills have either received specific contaminants and/or are the source of
leachate, either on-site or affecting adjacent properties. 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, 2017. The
nature of the remediation activities in such instances is often site assessment, investigation or feasibility studies. Remediation
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands)

June 30, 2017

NOTE 6 — LONG-TERM OBLIGATIONS — GOVERNMENTAL AND BUSINESS TYPE ACTIVITIES (continued)

efforts are typically funded through the Hazardous Sites Cleanup Fund or the Motor License Fund, both special revenue

funds.

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 $66,991,778 as of August 31, 2017, with net debt
outstanding after credit for refunded debt of $10,590,276.

The following tables present annual principal and interest payments for long-term debt outstanding at June 30, 2017:

GENERAL OBLIGATION BONDS:
Capital Facilities.... $

DiSaSTEr RElI€f........errrreveeiecrrcriiiiseesesesisesseniens
Land and Water DevelOpment...........cccccoveeeenmeeerneeeennns
Nursing Home Loan Development................ccccooeeeeveenes
Volunteer COmMpPanies LOAN........c..veeerresmeesisnnens

Vietnam Conflict Veterans

Compensation
Water Facilities LOaN........covreemnereeeveersnseresenienns
Pennsylvania Economic Revitalization..............c......
Pennsylvania Infrastructure

INVeStMENt AUtNOTITY........oovvvveerecreeiieeneeesiese
Local Criminal JUSEIC...........coomrereveremrereereriaersenennns
Water Supply and Wastewater

Treatment.

Growing Greener......
Persian Gulf Conflict Veterans

Compensation

RefuNding BONAS..........ocverererierereeeineeissesessessseeens

Total Principal and INterest.........coc.covmveernnnererrnnnnes

Less: Interest Payments

Total General Obligation Bonds

Other General Long-Term Obligations

TOTAL GENERAL LONG-TERM OBLIGATIONS $

018 2019 202 021 022 202327 2028-32
745190 $ 730237 $ 662696 $ 661984 $ 660481 $ 3295752 $ 3,053,127
34,662 34528 37522 37,464 44,586 231,822 191,460

9,323 6,053 4,827 4818 4,824 23,987 22,185
22,167 22,095 20,683 20,670 15,131 77,581 69,787
495,064 550,088 567,497 529,896 496,740 1,749,121 165,173

1,306,406 1,343,901 1,293,225 1,254,832 1,221,762 5,378,263 3,501,732
(563,031) (524,396) (483,555) (445,191) (405,878) (1,434,239) (567,837)
743375 819,505 809,670 809,641 815,884 3,944,024 2,933,895
626,995 193,631 200,446 168,468 162,735 656,795 412,576

1370370 $ 1013136 $ 1010116 $ 978109 $ 978619 $ 4,600,819 $  3,346471

Totals may not foot due to rounding.
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2017

NOTE 6 — LONG-TERM OBLIGATIONS — GOVERNMENTAL AND BUSINESS TYPE ACTIVITIES (continued)

2033-37 Total

GENERAL OBLIGATION BONDS:
Capital FaCilitieS.....ccveiiiiiirsise e $ 1,195,730 $ 11,005,197
Disaster REIIEf ..o - -
Land and Water Development.............ccccccovvnccnncnnncnnes - -

Nursing Home Loan Development..........ccovvvvvevieeeieeeieeinnens - -

Volunteer Companies Loan
Vietnam Conflict Veterans
COMPENSALION......ciiiiiiiic s - -
Water Facilities Loan........ccoovevieineiceeceeenecesees - -
Pennsylvania Economic Revitalization..........cccoveevneinne. - -
Pennsylvania Infrastructure

INVestMeNnt AUTNOTITY. ... 8,987 621,031

Local Criminal JUSTICE.......ccoeieiieieieee s - -

Water Supply and Wastewater Treatment.. 8,141 84,158
GrOWING GrEENET .......vvticiiictieciteite ettt 14,139 262,253
Persian Gulf Conflict Veterans
COMPENSATION. ...t - -
Refunding BONGS..........couiiiiiricieeeeeeee e - 4,554,479
Total Principal and INterest.........ccoceveeeeieeeeeeeineinens 1,226,997 16,527,118
Less: Interest Payments.........ccoceevcinneeinicienesee s (87,336) (4,511,463)
Total General Obligation Bonds... 1,139,661 12,015,655
Other General Long-Term Obligations..........cccccovvvreeninnns 622,118 3,043,764
TOTAL GENERAL LONG-TERM OBLIGATIONS.......ccoeereriiens $ 1,761,779 $ 15,059,419

Totals may not foot due to rounding.

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, 2017:
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NOTE 6 — LONG-TERM OBLIGATIONS — GOVERNMENTAL AND BUSINESS TYPE ACTIVITIES (continued)

Capital Installment
Lease Purchase
Obligations Obligations
Fiscal Year Ending June 30
$ 7,400 $ 833
7,426 507
7,815 378
7,923 201
8,028 16
202327 ..ottt 41,241
2028-32...cie s 43,789
2033-37 e 27,181
Total minimum lease payments 150,803 1,935
Less: amount representing estimated
executory costincluded in
MiNiMUM 1€aSe PAYMENTS.....c.ocuuriereieeeeeeineeseisesiesiseeneina
Net minimum lease payments and
installment purchases 150,803 1,935
Less: amount representing iNterest..........ocenevneereeeneeneens (52,548) (137)
Total Capital Lease and Installment Purchase
ODBlIGALIONS.....eveerereeerereireeesrese s sessessssssnssessessenses $ 98,255 $ 1,798

At June 30, 2017, general capital assets included $197,000 of buildings and $1,484 of equipment procured by capital leases.
A total of $23,289 in general capital assets have been procured using vendor-financed installment purchase arrangements.

Refunded Debt Information

During the fiscal year ended June 30, 2017 the Commonwealth issued $605,170 in general obligation bonds, Second
Refunding Series of 2016 with an average interest cost of 2.7% to advance refund $637,275 of previously issued general
obligation bonds with average interest rates of 4.8%. The net refunding bond proceeds of $683,088 after payment of
underwriting fees and other issuance costs, which included a bond premium of $80,381, were deposited in an irrevocable
trust 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 $41,855 and to obtain an economic
gain of $35,294.

A deferred inflow of resources of $48,302 for net refunding gain was reported in the statement of net position. Bond
issuance costs of $1,967 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, 2017, $1,439,345 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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NOTE 6 — LONG-TERM OBLIGATIONS — GOVERNMENTAL AND BUSINESS TYPE ACTIVITIES (continued)

Business Type Activities

Tuition Benefits Payable

The reported liability for tuition benefits payable of $1,640,769 of the Tuition Payment Fund, an enterprise fund, at June 30,
2017 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 6.00%.

Changes in tuition benefits payable are as follows:

Current Non
Current
Balance at Balance at Due within Due after
July 1, 2016 Additions Reductions June 30, 2017 One Year One Year
$ 1,542,123 $311,077 $ 212,431 $ 1,640,769 $ 256,974 $1,383,795

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, 2016 and December 31, 2015. 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, 2016 and 2015, 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

2016 $1,604,104 $174,305 $14,796 $34,338 $195,971 $1,562,896

2015 $1,593,984 276,464 (14,287) 48,555 203,502 $1,604,104

The current portion of the total SWIF insurance loss liability is $185,746 and the noncurrent portion is $1,377,150.
Additionally, nonmajor enterprise funds reported a noncurrent insurance loss liability of $490 at June 30, 2017. Total
reported current insurance loss liability amounts to $185,746 and total noncurrent insurance loss liability amounts to
$1,377,640 at June 30, 2017.

Compensated Absences Liability

The reported compensated absences liability for the enterprise funds totaled $35,874 at June 30, 2017. Of that amount, the
liability is primarily owed by the State Stores Fund ($28,049), the SWIF ($2,065), and the State Lottery Fund ($2,872). The
following summary provides aggregated information reported for June 30, 2017 compensated absences liabilities; additions
and reductions during the fiscal year ended June 30, 2017 and reported compensated absences liabilities at June 30, 2017:

Liability at Liability at
June 30, 2016 Additions Reductions June 30, 2017
$ 35,775 $ 25,950 $ 25,851 $ 35,874
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NOTE 6 — LONG-TERM OBLIGATIONS — GOVERNMENTAL AND BUSINESS TYPE ACTIVITIES (continued)

The current portion of the total compensated absences liability for enterprise funds is $8,235; the noncurrent portion is
$27,639.

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, 2017 and changes during the fiscal year ended June 30, 2017 are
as follows:

Maturity
Issue Interest  Dates Balance Balance

REVENUE BONDS PAYABLE Dates Rates  Through July 1, 2016 Additions  Reductions  June 30, 2017
Philadelphia Regional Port Authority............c...... 2008 3.00-5.00% 2021 $ 20,385 $ - $ 3680 $ 16,705
Unemployment Compensation Fund................ 2012 1.00-5.00% 2024 1,874,390 - 404,290 1,470,100
Commonwealth Financing Authority............... 2005-13 0.55-6.40% 2042 1,571,125 758,185 69,085 2,260,225

Total principal obligations 3,465,900 758,185 477,055 3,747,030

Less: unamortized bond discount... (851) (3,776) (175) (4,452)

Add: unamortized bond premium...................... 216,685 - 65,868 150,817
TOTAL REVENUE BONDS PAYABLE........ccccovuene. $ 3,681,734 $ 754409 $ 542,748 $ 3,893,395

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

2018 2019 2020 2021 2022 2023-27 2028-32
Philadelphia Regional Port Authority........... $ 4609 $ 4605 $ 4607 $ 4607 $ - 8 - 8
Unemployment Compensation Fund......... 423,318 317,554 321,387 322,451 269,362 - -
Commonwealth Financing Authority......... 182,503 182,311 182,120 180,946 180,724 850,959 794,219
Total Principal and Interest..........cco.ovevneenn. 610,430 504,470 508,114 508,004 450,086 850,959 794,219
Less: Interest Payments............ovvererernenn, (176,575) (157,575) (140,140) (121,894) (102,446) (402,049) (294,944)
TOTAL PRINCIPAL OBLIGATIONS.......ccconivrenne $ 433855 $ 346895 $ 367974 $ 386110 $ 347,640 $ 448910 $ 499,275
2033-37 2038-42 Total
Philadelphia Regional Port Authority........... $ - % - $ 18428
Unemployment Compensation Fund......... - 1,654,072
Commonwealth Financing Authority......... 842,318 245,909 3,642,009
Total Principal and Interest 842,318 245,909 5,314,509
Less: Interest Payments.........c..ovvervrrernenns (151,523) (20,333)  (1,567,479)
TOTAL PRINCIPAL OBLIGATIONS..........ccevvnven. $ 690,795 $ 225576 $ 3,747,030
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NOTE 7 - SHORT-TERM DEBT, NOTES PAYABLE AND OTHER FINANCING OBLIGATIONS

Short-Term Debt

On August 11, 2016, the Commonwealth initiated a Short Term Investment Agreement (Investment Agreement) between the
Treasury Department’s Short Term Investment Pool (STIP) and the Office of the Budget for $2,500,000. 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 revenue for the general purposes of the Commonwealth and such other 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.

Advances to the General Fund related to the Investment Agreement occurred on August 17, 2016 for $400,000; September
13, 2016 for $1,200,000; and on November 15, 2016 for $600,000. On March 23, 2017, the General Fund initiated the
transfer of $1,200,000 to the appropriate Treasury accounts to retire the September 13 advance. The interest charge for the
STIP investment is $4,750. On April 24, 2017, the General Fund initiated the transfer of $1,000,000 to the appropriate
Treasury accounts to retire the August 17 and the November 15 advances. The interest charge for these advances is $4,087.
The Investment Agreement expired on June 30, 2017.

Balance Balance
July 1, 2016 Additions Reductions June 30, 2017

Advance $ - $ 2,200,000 $ 2,200,000 $ -

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, 2017, as follows:

Balance Balance
July 1, 2016 Additions Reductions June 30, 2017
Principal $ 67,500 $ - $ - $ 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, 2017 are as follows:
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NOTE 7 — SHORT-TERM DEBT, NOTES PAYABLE AND OTHER FINANCING OBLIGATIONS (continued)

Total
Other Financing
Eiscal Year Ending June 30 Obligations

2018 3 13,956
2019, 13,956
2020, 18,726
2021 19,483
2022t 19,396
2023-27 ottt 70,251
2028-32....cecieiieee e 112,834
2033-37 it 128,734
2038-40.....cierieereene s 50,951
Total principal and interest................. 448,287

Less: interest .......cccccceevvvvnenenen, (230,047)
Total Principal.........ccccocveeiieiiinnne. $ 218,240

Total bond interest payments made during the fiscal year ended June 30, 2017 amounted to $13,956 and were financed by
$9,072 from the City (in the form of an annual service fee), and $4,884 from the U.S. Treasury (in the form of a Build America
Bonds interest subsidy for Series B of the bonds).

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 $315,000; a
total of $85,400 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 $14,943; and the Commonwealth will appropriate a maximum amount of $32,944
to be financed by the Gaming Fund under the provisions of Act 53 of 2007 to finance total bond principal and interest
payments of $448,287 at June 30, 2017. 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. No Gaming Fund payment was required for the fiscal year ended
June 30, 2017.
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NOTE 8 — 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 $1,000,000 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, 2017. 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, 2017. No settlements
exceeded commercial insurance coverage during any of the past three fiscal years.

At June 30, 2017, none of the $1,090,958 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 ($867,680) and the Motor License Fund ($178,932). Business-type activities liabilities are primarily owed by the State
Lottery Fund ($2,203), the State Workers’ Insurance Fund ($1,422), and the State Stores Fund ($52,299), all enterprise
funds. All accrued self-insurance liabilities at June 30, 2017 are summarized as follows:

Governmental Activities Business-Type Activities

Current Non-Current Current Non-Current

Employee disability..................... $ 126,041 $ 790,235 $ 7,959 $ 49,898

Annuitant medical/hospital....... 27,729 - - -

Automobile tort.............cccuuuneeee. 3,250 8,609 - -

Employee tort.......cccccovevvineennnn. 5,750 58,963 - -

General tort........cccecceveecieeee, 500 12,268 - -

Transportation...........ccccceeeeveneeenn. 9,000 48,613 - -

TotalS.....cocoeeeeieeeceeee e $ 172,270 $ 918,688 $ 7,959 $ 49,898
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NOTE 8 — SELF-INSURANCE LIABILITIES (continued)

The following summary provides aggregated information on June 30, 2016 reported self-insurance liabilities; incurred claims
and payments during the fiscal year ended June 30, 2017 and reported self-insurance liabilities at June 30, 2017:

June 30, Incurred June 30,
2016 | Claims . Payments | 2017

Liability Current Prior Current Prior Liability
Employee disability................ $ 970,214 $ 75,088 $ 39,002 $ 9,236 $100,935 $ 974,133
Annuitant medical/hospital.. 32,326 798,438 - 803,035 - 27,729
Automobile tort............ooeeue. 11,111 3,064 820 725 2,411 11,859
Employee tort.........ovvuvuenenen. 52,692 19,163 (4,114) 8 3,020 64,713
General tort.......ccoeevveeeireen, 11,572 1,243 803 46 804 12,768
Transportation..........cccceeeeenne 65,803 9,068 (10,483) 407 6,368 57,613
TotalS....coeeeeeeceeeeeeee $1,143,718 $ 906,064 $ 26,028 $ 813,457 $113538 $ 1,148,815

The following summary provides aggregated information on June 30, 2015 self-insurance liabilities; incurred claims and
payments during the fiscal year ended June 30, 2016; and reported self-insurance liabilities at June 30, 2016:

June 30, Incurred June 30,
2015 Claims Payments 2016

Liability | Current Prior - Current Prior | Liability
Employee disability................ $ 860,944 $ 71,906 $ 148,902 $ 8,732 $ 102,806 $ 970,214
Annuitant medical/hospital.. 30,503 719,205 - 717,382 - 32,326
Automobile tort..................... 10,308 3,325 1,344 1,056 2,810 11,111
Employee tort.........ccocceveune. 51,049 9,717 (1,870) 16 6,188 52,692
General tort........ccoceevevevinennee 12,422 1,014 (856) 55 953 11,572
Transportation.........cceeevvene. 70,712 7,518 (6,680) 375 5,372 65,803
Totals.....ccooveeivececccein $1,035,938 $ 812,685 $ 140,840 $ 727,616 $ 118,129 $1,143,718
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NOTE 9 - PENSION

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 fund component units. The SERS and the PSERS issue
stand-alone, audited financial statements which are available at www.sers.pa.gov and www.psers.pa.qov, respectively.
Written requests for the 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,
2016 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 three 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 three 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% of their final average salary instead of the previous
2.5%. The new vesting period changed from five to 10 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% 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% of salary for 25 or more years of service and 50% of salary for 20-24.99 years of service. Judges are
entitled to a benefit of 4% of final average salary for each of the first 10 years of service and 3% for subsequent years. District
Justices are entitled to a benefit of 3% 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% of the final average salary for each year of
service. The general annual benefit for full retirement for Class A members is 2% 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% of the member’s highest three-
year average salary times years of service while the Class A-4 benefit accrual rate is 2.5%.

Contribution Requirements: Commonwealth law establishes the funding policy for all members’ contribution rates. The
active plan member contribution rate is 6.25% of covered payroll for employees in Class AA; for Class A members, the
contribution rate is 5%. The general membership contribution rate under Act 120 for A-3 and A-4 members is 6.25% and 9.3%
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.
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NOTE 9 - PENSION (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. The collar for the fiscal year ended June 30, 2017 is 4.5% and will
remain at that rate until no longer needed. Contributions to the SERS from the Commonwealth, including PRPA (a blended
component unit) were $1,473,131 for the year ended June 30, 2017.

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. Plan
member contributions are recognized in the period in which contributions are due. Employer contributions are recognized
when due and the employer has a legal requirement to provide contributions. 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. U.S. government securities, corporate and foreign bonds and notes, and common and preferred stocks are
generally valued based on published market prices and quotations from national security exchanges and securities pricing
services. Securities that are not traded on a national security exchange are valued by the asset manager or third parties
based on similar sales, or valued by valuation committees.

The investments in short-term funds, including those managed by the Treasury Department, 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.

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 are valued by the investment manager using discounted cash
flows, recent comparable sales and current market conditions to arrive at net asset value. Net asset value approximates fair
value. Real estate funds estimated fair values are updated by routine independent appraisals by appraisers who meet
specific professional qualifications. The appraisal process involves significant judgment and estimating; thus the value upon
sale of an asset may differ from its appraised value. Alternative investment and real estate limited partnerships are valued at
net asset value, which are determined by the general partners using processes that have been reviewed and approved by
valuation committees. The partnerships’ investments, as well as the assumptions and estimates used in developing the net
asset values, approximate fair value. Because the investments in such partnerships are generally illiquid and the holding
period may last for several years, the value realized by the SERS upon disposition may differ materially from estimated values
reflected in the financial statements.

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.

Pension Liabilities, Expense, and Deferred Outflows of Resources and Deferred Inflows of Resources Related to Pensions:
At June 30, 2017, the Commonwealth reported a total net pension liability of $15,879,154 for its participation in the SERS.
The net pension liability attributed to participation in the SERS was measured as of December 31, 2016, and the total pension
liability used to calculate the net pension liability was determined by an actuarial valuation as of that date. The
Commonwealth’s proportion of the SERS net pension liability was based on a projection of the Commonwealth’s long-term
share of contributions to the pension plan relative to the projected contributions of all participating SERS employers,
actuarially determined. At December 31, 2016, the Commonwealth’s reported proportionate share of the SERS net pension
liability was 82.44%, which was a decrease of .61% from its proportion measured as of December 31, 2015.
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NOTE 9 - PENSION (continued)

As of June 30, 2017, the Commonwealth recognized pension expense of $2,298,209, and reported deferred outflows of
resources and deferred inflows of resources related to pensions from the following sources:

SERS (December 31, 2016)

Deferred Deferred
Outflows Inflows
of Resources  of Resources
Differences between expected and actual eXperience. ..........ocvveviuiiuiennennennen. $ 229,213 $ 355,280
Differences between employer contributions and proportionate share............... 30,489 20,899
Net difference between projected and actual earnings on plan investments....... 1,334,482 -
Changes Of @SSUMPTIONS. ... cu.ii ittt e e ae e e anas 969,930 -
(03 = o 1= T ] (oY ] (oY o S 220,037 283,468
Contributions subsequent to measurement date............c.coveiiiiiiiiiiiineniinennenns 762,209 -
L = LR, $ 3,546,360 $ 659,647

The $762,209 reported as deferred outflows of resources related to pensions resulting from Commonwealth contributions to
the SERS subsequent to the measurement date will be recognized as a reduction of the net pension liability in the year ended
June 30, 2018. Other amounts reported as deferred outflows of resources and deferred inflows of resources related to
pensions will be recognized in pension expense as follows:

Year ending June 30: SERS (December 31, 2016)

2018, $ 691,301
2019 i 691,301
2020...ccuiiieieiaeee, 596,243
2021 e 135,811
2022, e 9,848

Actuarial Assumptions

Every five years, the SERS is required to conduct an actuarial experience study to determine whether the assumptions used in
its annual actuarial valuations remain accurate based on current and anticipated demographic trends and economic
conditions. The 18th Investigation of Actuarial Experience study for the period 2011 — 2015 was released in March 2016. The
actuary, under oversight of the SERS Board, reviewed economic assumptions (such as the assumed future investment returns
and salary increases) as well as demographic assumptions (such as employee turnover, retirement, disability, and death
rates). Some assumption adjustments increased projected cost and some decreased projected cost, but the overall result was
a slight increase to the net pension liability.

Most demographic assumptions remained the same as or similar to experience over the last five years. However, the
experience study did recommend changing some assumptions, which are highlighted as follows. The study recommended
decreasing disability retirement rates for all active members. Additionally, it recommended adjusting superannuation
separation rates, early retirement separation rates, and withdrawal rates for certain active member groupings (gender, age,
years of service) in both the general and special membership classes. Furthermore, it recommended decreasing most
annuitant and survivor mortality rates. The board adopted the actuarial assumptions set forth in the 18th Investigation of
Actuarial Experience at its March 2016 meeting. The study can be viewed at www.sers.pa.gov.

The current set of assumptions used in the December 31, 2016 actuarial valuation, with the exception of the discount rate
and inflation assumptions, was adopted by the State Employees’ Retirement Board (the Board) based upon actual experience
of the SERS during the years 2011 through 2015. In addition to the five-year experience study, the SERS reviews its
investment return assumption in light of economic conditions every year as part of its annual valuation. As a result of the
review undertaken during March/April of 2017, the Board approved a reduction in the annual discount rate assumption from
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NOTE 9 - PENSION (continued)

7.50% to 7.25%, a reduction in the annual inflation assumption from 2.75% to 2.60%, and a reduction in the salary growth
rate from 3.05% to 2.90%. All changes became effective with the December 31, 2016 actuarial valuation.

The following methods and assumptions were used in the actuarial valuation for the December 31, 2016, measurement date:
Actuarial Cost Method Entry age
Amortization Method Straight-line amortization of investments over five years and

amortization of assumption changes and noninvestment

gains/losses over the average expected remaining service lives
of all employees that are provided benefits

Investment rate of return 7.25% net of expenses including inflation

Projected salary increases Average of 5.60% with range of 3.7% to 8.9% including inflation
Asset valuation method Fair (market) value

Inflation 2.60%

Mortality Rate Projected RP-2000 Mortality Tables adjusted for actual plan

experience and future improvement
Cost of living adjustments Ad hoc

The long-term expected rate of return on pension plan investments was determined using a building-block method in which
best estimate ranges of expected future real rates of return are developed for each major asset class. These ranges are
combined to produce the long-term expected rate of return by weighting the expected future real rates of return by the
target asset allocation percentage and by adding expected inflation. Best estimates of arithmetic real rates of return for each
major asset class in the SERS current and target asset allocation as of December 31, 2016, are summarized in the following
table:

SERS (December 31, 2016)
Long-term Expected

Asset Class Target Allocation Real Rate of Return
Alternative investments............ 16.00% 8.00%
Global public equity.................. 43.00% 5.30%
Real @SSets.......uuvvniiieeeeeeennninns 12.00% 5.44%
Diversifying assets.................... 12.00% 4.75%
Fixed iNCOME........ccevvveeeerennnn. 14.00% 1.63%
Liquidity reserve...................... 3.00% -0.25%
TOtaL.ovvveiiiiiiiiiieeeeeeeeeeeeeee 100.00%

Discount rate

The SERS discount rate used to measure the total pension liability was 7.25%. The projection of cash flows used to determine
the discount rate assumed that employee contributions will be made at the rates applicable for each member and that
employer contributions will be made based on rates determined by the actuary and as set by statute. Based on those
assumptions, the SERS fiduciary net position was projected to be available to make all projected future benefit payments of
current active and non-active SERS members. Therefore the long-term expected rate of return on the SERS investments was
applied to all periods of projected benefit payments to determine the total pension liability.
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NOTE 9 - PENSION (continued)

Sensitivity of the proportionate share of the net pension liability to changes in the discount rate

The following chart presents the Commonwealth’s proportionate share of the SERS net pension liability using the discount
rate of 7.25%, as well as what the Commonwealth’s proportionate share of the net pension liability would be if it were
calculated using a discount rate that is 1 percentage point lower (6.25%) or 1 percentage point higher (8.25%) than the
current rate.

Current
1Percent Decrease Discount Rate 1Percent Increase
(6.25%) (7.25%) (8.25%)
SERS (December 31, 2016)..... $ 19,651,192 $ 15,879,154 $ 12,648,947

Payables to the Pension Plan
For the fiscal year ended June 30, 2017, the Commonwealth reported an accounts payable for the employer’s share of
retirement contributions to the SERS in the amount of $72,471.

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, 2017 there were 775 participating employers,
generally school districts. In relation to the PSERS, the Commonwealth is a non-employer contributor organization that
recognizes a less than substantial portion of the PSERS collective net pension liability.

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 of 2010 (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% or 2.5%, 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.

Contribution Requirements: 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 PSERS. 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 50% of employer contributions for employers other than school entities directly to the PSERS resulting in a special
funding situation. Contributions to the PSERS from the Commonwealth for the employers other than school entities were
$22,822 for the year ended June 30, 2017.

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% 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%, respectively.
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NOTE 9 - PENSION (continued)

The contribution rates for active plan memberships started on or after July 1, 2011 are as follows:
e Membership Class T-E rates may increase or decrease by 0.5%, but will never go below 7.5% or above 9.5%;
o Membership Class T-F rates may increase or decrease by 0.5%, but will never go below 10.3% or above 12.3%.

Act 120 suppressed the employer contribution rate by using rate caps through June 30, 2017 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 year’s rate. For the fiscal year ended June 30, 2017 and thereafter, the rate can increase no
more than 4.5% plus the premium assistance contribution rate.

The rate cap remains at 4.5% 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.

Summary of Significant Accounting Policies: The financial statements of the 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: The PSERS’ investments are reported at fair value. Fair value is the amount that the PSERS can
reasonably expect to receive for an investment in a current sale between a willing buyer and a willing seller, that is, other
than in a forced or liquidation sale.

Short-term securities are carried at cost, which approximates fair value, unless they have published market prices or
guotations 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 guotations 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, 2017
$132,000 in an open-ended repurchase agreement were netted against the related property valuation. The repurchase
agreement is payable at an interest rate equivalent to one month of the LIBOR plus 40 basis points and is collateralized by
certain fixed income investments of the PSERS.

Collective trust fund investments (CTF) consist primarily of domestic and international institutional funds. 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.

The fair value of equity real estate, private equity, private debt, and venture capital are determined using the NAV per share
(or its equivalent) of the PSERS’ ownership interest in partners’ capital.

Pension Liabilities, Expense, and Deferred Outflows of Resources and Deferred Inflows of Resources Related to Pensions:
At June 30, 2017, the Commonwealth reported a liability of $291,791 for its proportionate share of the net pension liability.
The net pension liability was measured as of June 30, 2016, and the total pension liability used to calculate the net pension
liability was determined by an actuarial valuation as of that date. The Commonwealth’s proportion of the net pension
liability was calculated by dividing the plan’s total covered payroll by the sum of all employers’ covered payroll. The
Commonwealth remits directly to the PSERS 50% of the employer contributions for employers other than school entities. At
June 30, 2016 the Commonwealth’s proportion was .5888%, which was an increase of .008% from its proportion measured as
of June 30, 2015.

Commonwealth of Pennsylvania 139 Governor's Office of the Budget
Www.pa.gov www.budget.pa.gov



NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2017

NOTE 9 - PENSION (continued)

As a result of its requirement to contribute to the PSERS, the Commonwealth recognized expense of $33,529 for the year
ended June 30, 2017. At June 30, 2017 the Commonwealth reported deferred outflows of resources and deferred inflows of
resources from the following sources as a result of its requirement to contribute to the PSERS:

PSERS (June 30, 2016)

Deferred Deferred
Outflows Inflows
of Resources  of Resources
Differences between expected and actual eXperence..........cocvvuveiiiieieiennenne. $ - $ 2,431
Differences between employer contributions and proportionate share............... - 47
Net difference between projected and actual earnings on plan investments....... 16,263 -
Changes Of aSSUMPLIONS. .. .. cuiie it aaens 10,533 -
Changes N PrOPOITION. ... eu ettt e e ens 9,719 -
Contributions subsequent to measurement date..............cooeeveiiiiiiiiiininenennes. 22,822 -
L | USSR $ 59,337 $ 2,478
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NOTE 10 - OTHER POSTEMPLOYMENT BENEFITS (OPEB)

Other Postemployment Benefits

Plan Administration: 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) and both are established as trust equivalent arrangements. These two plans are
administered by the Pennsylvania Employees Benefit 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 that include Commonwealth agencies and some component units. The REHP is provided 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. All policy decisions and types and levels of benefits for the
REHP and RPSPP fall under the purview of the Commonwealth’s Executive Board, Secretary of Administration, and for the
RPSPP the collective bargaining agreement with the Pennsylvania State Troopers Association. Neither the REHP nor the
RPSPP have a governing board.

The Pennsylvania Judiciary (Judiciary), Pennsylvania House of Representatives (House), and the Pennsylvania Senate (Senate)
have established and sponsor their own OPEB plans. A trust or equivalent arrangement meeting the requirements of GASB
74 has not been established for these plans.

Plan Membership: At June 30, 2017, the REHP and the RPSPP OPEB plan membership consisted of the following (actual
number of plan members):

REHP RPSPP
Inactive plan members or beneficiaries currently receiving benefit payments... 63,974 4,907
Inactive plan members entitled to but not yet receiving benefit payments........... 12,912 -
ACLIVE Plan MEMDEIS......cooieces et 71,681 4,299
Total all Plan MEMDETS........ccireer e 148,567 9,206

Benefits Provided: Benefit provisions included in the REHP, Judiciary, House, and Senate plans are established and may be
amended by the establishing sponsor of the given OPEB plan. The RPSPP, under the terms of the collective bargaining
agreement, cannot be amended for existing retirees. 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. RPSPP benefits are provided in accordance with the collective bargaining agreement that was in
effect at the time of retirement. Among the different OPEB plans, the REHP is the largest of such plans and provides only
postemployment healthcare benefits. None of the OPEB plans issue a stand-alone financial report or are included in the
financial statements of a public employee retirement system.

Contributions: REHP employer contribution requirements are established by the Office of Administration and the Office of
the Budget. All participating agencies and certain plan members must contribute specified amounts to the REHP. During the
fiscal year ended June 30, 2017, almost all REHP participating agencies contributed $362 (whole dollars) for each current,
active REHP eligible employee per biweekly pay period to fund the REHP. Several participating agencies contribute under
different but comparable payment arrangements. For employees who retired after June 30, 2005 and before July 1, 2007 the
retiree contribution is set at 1% of 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% of either their final annual 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% of their final average salary. Upon enrollment in Medicare, Commonwealth employees who are
currently paying 3% will pay retiree contributions of 1.5% of either their final annual salary or final average salary, whichever
applies.
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NOTE 10 - OTHER POSTEMPLOYMENT BENEFITS (OPEB) (continued)

RPSPP employer contribution requirements are established by the Office of Administration and the Office of the Budget.
During the fiscal year ended June 30, 2017 participating agencies contributed $1,140 (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, 2017, the Commonwealth funded
$603,720 (estimated) and $122,870 (estimated) 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, 2017, advance funding of $50,000 for REHP was contributed
to the Other Postemployment Benefits Investment Pool, a pension (and other employee benefit) trust fund. Neither the
REHP nor the RPSPP annual required contribution has ever been fully funded. Determinations of advance funding amounts
are evaluated annually.

GASB 45 Employer Reporting:

Annual OPEB cost and actual contributions of participating employers:

As of and for the fiscal year ended

June 30, 2017 REHP RPSPP Judiciary House Senate Total
Annual required contributions.........cccccvveveunnnen. $1,098,431 $ 322,954 $ 44,808 $ 52,039 $ 19,989 $1,538,221
Interest on net OPEB obligation........cccccoeeevnenne. 116,664 49,817 8,048 11,021 4,402 $ 189,952
Adjustment to annual required contribution..... (107,805) (46,034) (7,130) (15,036) 3,053 $ (172,952)
Total Annual OPEB cost (expense) 1,107,290 326,737 45,726 48,024 27,444 $1,555,221
Qualifying contributions.................. (653,720) (123,870) (28,603) (18,692) (8,248)  $ (833,133)
Increase in net OPEB obligation..........ccccccue... 453,570 202,867 17,123 29,332 19,196 $ 722,088
Net OPEB obligation, July 1, 2016..........cccccovurennne. 2,333,280 996,340 160,963 244,918 125,778 $3,861,279
Net OPEB obligation, June 30, 2017........cccccorueunras 2,786,850 1,199,207 178,086 274,250 144,974 $4,583,367

The net OPEB obligation attributable to REHP at June 30, 2017 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, 2017, 2016 and 2015 is as follows:

REHP RPSPP Judiciary House Senate Total
For the fiscal year ended June 30, 2017
Annual OPEB COSt.....oviiirieirieiisee s $1,107,290 $ 326,737 $ 45,726 $ 48,024 $ 27,444 $ 1,555,221
Percentage of annual OPEB cost contributed.......... 59% 38% 63% 39% 30% 54%
Net OPEB 0bligation........c.couveiiinniniiniieinnre $2,786,850 $ 1,199,207 $ 178,086 $ 274,250 $ 144,974 $ 4,583,367
For the fiscal year ended June 30, 2016
ANNUAT OPEB COSt....ouvvriiriieirireeieenceieie e $1,169,880 $ 257,890 $ 43,647 $ 42,620 $ 26,130 $ 1,540,167
Percentage of annual OPEB cost contributed.......... 70% 35% 48% 40% 31% 62%
Net OPEB 0bligation.......cccccvievrieenneeesceeieeene $2,333,280 $ 996,340 $ 160,963 $ 244,918 $ 125,778 $ 3,861,279
For the fiscal year ended June 30, 2015
ANNUAI OPEB COST....covivirireieiriiieiereiereeenenerenseeneneseneseeenes $1,136,810 $ 246,650 $ 41,495 $ 43,065 $ 17,394 $ 1,485414
Percentage of annual OPEB cost contributed.......... 70% 33% 58% 37% 39% 62%
Net OPEB 0bligation.......cccovirivriiiinencee s $1,979,110 $ 829,030 $ 138,305 $ 219,397 $ 107,869 $ 3,273,711
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NOTE 10 - OTHER POSTEMPLOYMENT BENEFITS (OPEB) (continued)

Funded status of the OPEB plans as of the most recent valuation is as follows:

Actuarial Actuarial Actuarial Unfunded Funded Ratio Estimated UAAL as a

Valuation Date Value of Accrued Liability Actuarial (assetsas %  Annual Covered Percentage of

Assets (AAL) Accrued Liability of AAL) Payroll Annual Covered
(UAAL) Payroll

January1,2017 $ 313,226 $ 16,546,732 $ 16,233,506 189% $ 4,485281 362%
. January 1, 2017 88,297 4,875,372 4,787,075 1.81% 411,026 1165%
July 1, 2016 - 586,100 586,100 - 204,500 287%
July 1, 2016 - 493,897 493,897 - 92,898 532%
July 1, 2015 - 317,614 317,614 - 46,113 689%
$ 401,523 $ 22,819,715 $ 22,418,192 $ 5239818 428%

The REHP and RPSPP data in the preceding charts was obtained from an actuarial valuation, prepared by an independent
actuary, as of January 1, 2017 using census data collected as of December 2016 and health care claims costs for calendar year
2016. 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
members through June 30, 2017. 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.

GASB 74 Plan Reporting:

Specific actuarial assumptions for the REHP and RPSPP:

Actuarial cost method: Entry Age Normal Level Percent of Pay
Method used to determine actuarial value of assets: Market Value
Investment returns: 5.00%
Inflation rate assumption: 2.60%
Healthcare cost trend increases: Initial Rate Ultimate Rate
REHP RPSPP REHP  RPSPP
Medicare-Retiree
Medical benefits (REHP) 6.0 - 3.9 -
Non-Medicare Retiree
Medical benefits (REHP) 6.0 - 3.9 -
Medical benefits (RPSPP) - 6.0 - 3.9
Pharmacy benefits 6.0 6.0 3.9 3.9
Dental benefits (RPSPP) - 6.0 - 3.9
Part B premiums - 6.0 -- 3.9
Amortization method: Level percent of payroll
Amortization period: 30-year open amortization (fresh start each year)
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NOTE 10 - OTHER POSTEMPLOYMENT BENEFITS (OPEB) (continued)

Schedules of funding progress and employer contributions for primary government OPEB plans are included in the 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.

Investments: The assets of both the REHP and RPSPP are managed by the Commonwealth’s Treasury in an investment pool.
The OPEB investments are made based upon an interagency agreement, dated June 17, 2008, and the prudent investor
standard set forth in the Commonwealth of Pennsylvania’s fiscal code 72P.S5.830.1, amendment to the fiscal code, the
principles of Prudent Investors Standards.

REHP RPSPP
Target Target
Asset Class Allocation Allocation

US EQUItY...ovevvverirereenne. 47.00% 47.00%
Non-US Equity.............. 20.00% 20.00%
US Fixed Income........... 25.00% 25.00%
8.00% 8.00%
0.00% 0.00%
Total ..o, 100.00% 100.00%

Concentration: Based on a portfolio value of $282,429 for the REHP and $93,666 for the RPSPP, the following investment
concentrations existed as of June 30, 2017. In order to achieve the target return and to keep costs low, asset classes have
been populated with Exchange-Traded Funds (ETFs) and low cost mutual funds.

REHP RPSPP

% of Total % of Total

Issuer Name Amount Portfolio Amount Portfolio
ISHARES......ovriririnrriririninens $ 115,202 40.81% $ 38,207 40.81%
VANGUARD.......ccoovrrerererennn. $ 68,900 24.41% $ 22,851 24.41%
SPDR S&P 500.......ccccovvvrnee. $ 35,051 12.42% $ 11,625 12.42%
MACQUARIE........coovvrrernnn. $ 26,335 9.33% $ 8,734 9.33%
POWERSHARES $ 24,187 8.57% $ 8,022 8.57%

Rate of Return: For the year ended June 30, 2017, the annual money-weighted rate of return on investments, net of
investment expense was 13.27%. The money-weighted rate of return expresses investment performance, net of investment
expense, adjusted for changing amounts invested.
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NOTE 10 - OTHER POSTEMPLOYMENT BENEFITS (OPEB) (continued)

Net OPEB Liability: The components of the net OPEB liability for the Commonwealth at June 30, 2017 were as follows:

REHP RPSPP
Total OPEB lHaDility ..o $ 20,336,764 $ 6,209,658
Plan fidUCiary NEt POSIION. ...........oeeeeereeeeeeersesseseeeesseseeeseessssssessssseseseessseen (282,429) $ (93,666)
Plan net OPEB HaDIlItY.........ccreuurirerirereiireriiiecseressse e sessssesessssssesseenns $ 20,054,335 $ 6,115,992
Plan fiduciary net position as a percentage of the total OPEB liability..... 1.39% 1.51%

Actuarial assumptions: The total OPEB liability was determined by an actuarial valuation as of January 1, 2017, using the
following actuarial assumptions, applied to all periods included in the measurement, unless otherwise specified:

REHP RPSPP
INFlatioN.....cccveerecrceecec i 2.60% 2.60%
Salary increases.........euen. 2.90% 2.90%
Investment rate of return.......... 5.00% 5.00%
Healthcare cost trend rates...... 6.00% 6.00%

Mortality rates were based on the RP-2000 Male and Female Combined Health Mortality Tables projected (using Projection
Scale AA) to 2016 for males and to 2020 for females, and then further adjusted to ensure sufficient margin improvement in
certain age ranges. Disabled participants mortality rates were based on the RP-2000 Male and Female Disabled Retiree
Mortality Tables projected (using Projection Scale AA) to 2021 for males and to 2017 for females. Each table includes a
margin for future improvement in life expectancy.

The actuarial assumptions used in the June 30, 2017 valuation were based on the State Employees’ Retirement System (SERS)
experience study that covered the years 2011 through 2015. The approved recommendations from that study were used to
determine the assumptions for this valuation, where applicable. The inflation assumption was selected by the SERS Board
during an April 2017 meeting based on a review of actual plan experience and the prevalent economic outlook. Consistent
with prior valuations, these demographic assumptions assume beginning of year decrements (retirement, withdrawal, death,
disability, etc.).

The long-term expected rate of return on OPEB plan investments is determined using a risk premium review. This review
compares the current relationship between fixed income and equity and their relationship over long periods of time to come
up with an expected rate of return. Other variables considered in the expected rates of return are a reversion to the mean for
each asset class. Best estimates of arithmetic real rates of return for each major asset class included in the target asset
allocation as of June 30, 2017 are summarized in the following table:

Long-Term Expected

Asset Class Real Rate of Return
REHP RPSPP
International equity.................. 8.50% 8.50%
Domestic equity.....ccoeeerrrneen. 7.50% 7.50%
Real estate..........cccovvvrrrecennnn. 7.50% 7.50%
Fixed inCOMe......cccocvninieneinnnas 3.00% 3.00%
Cash and cash equivalents..... 1.00% 1.00%
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NOTE 10 - OTHER POSTEMPLOYMENT BENEFITS (OPEB) (continued)

Discount rate: The discount rate used to measure the total OPEB liability was 3.58% as of June 30, 2017. This single discount
rate was based on the 20-year Bond Buyer GO Index municipal bond rate as of the end of June 2017. Since REHP and RPSPP
have insufficient assets to meet next year’s projected benefit payments, the municipal bond rate was applied to all periods of
the projected benefit payments to determine the total OPEB liability. The projection of cash flows used to determine the
single discount rate for each fiscal year end assumed that employer contributions will be made based on the current funding
policy for future years.

Sensitivity of the net OPEB liability to changes in the discount rate: The following presents the net OPEB liability of the

Commonwealth, as well as what the Commonwealth’s net OPEB liability would be if it were calculated using a discount rate
that is one percentage point lower (2.58%) or one percentage point higher (4.58%) than the current discount rate:

Discount Rate

1% Decrease 1% Increase
Net OPEB Liability 2.58% 3.58% 4.58%
REHP......ccccvvrrrne, $ 23,510,588 $ 20,054,335 $17,751,889
RPSPP....cciviieene $ 7,360,657 $ 6,115,992 $ 5,301,271

Sensitivity of the net OPEB liability to changes in the healthcare cost trend rates: The following presents the net OPEB
liability of the Commonwealth, as well as what the Commonwealth’s net OPEB liability would be if it were calculated using
healthcare cost trend rates that are one percentage point lower (5.0% decreasing to 2.9%) or one percentage point higher
(7.0% decreasing to 4.9%) than the current healthcare cost trend rates.

Healthcare Cost Trend Rates

1% Decrease 1% Increase
5.0% decreasing  6.0% decreasing  7.0% decreasing
Net OPEB Liability 10 2.9% t0 3.9% 10 4.9%
REHP....covvereerrenene $ 17,378,880 $ 20,054335 $ 24,046,862
RPSPP....criicieieene $ 5,261,807 $ 6115992 % 7,413,819
PSERS OPEB Plans:

The Public School Employees Retirement System (PSERS) provides two voluntary postemployment healthcare programs for all
eligible retired public school employees (annuitants) who qualify and elect to participate. The Health Insurance Premium
Assistance Program (Premium Assistance) and the Health Options Program (HOP).

Under the Premium Assistance employer contribution rates are established to provide reserves that are sufficient for the
Premium Assistance benefits for each succeeding year. For June 30, 2017, the employer contribution to the Premium
Assistance was 0.83% of the total employer contribution to the PSERS. Participating eligible annuitants are entitled to receive
the lesser of $100 per month or their out-of-pocket monthly health insurance premium

The HOP is a voluntary health insurance program for the sole benefit of annuitants, spouses of annuitants, survivor
annuitants and their dependents. The HOP is funded exclusively by the premiums paid by its participants. Participants may
select among two self-funded Medicare supplement plans, three Medicare Rx plans, and multiple Medicare Advantage plans.
Participants not eligible for Medicare have a choice of a self-funded high deductible indemnity plan and multiple managed
care plans. The HOP maintains reserves for claims that are Incurred But Not Reported (IBNR) and for claim fluctuation for the
self-funded benefit plans. At June 30, 2017, the PSERS recorded $16,329 in IBNR.
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NOTE 11 - CERTAIN AGENCY FUND CLAIMS LIABILITIES

The Pennsylvania Medical Care Availability and Reduction of Error Fund (Mcare), 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 Mcare collects statutory healthcare provider surcharges, as a percentage of
insurance premiums for basic liability coverage; in turn, the Mcare pays claimants on behalf of healthcare providers. The
Mcare has assets of $105,049 at June 30, 2017. The actuarially computed liability for outstanding claims for injuries caused by
alleged negligence by certain healthcare providers totaled $973,612 at June 30, 2017. 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 $376,255 and $1,370,585 respectively, at June 30, 2017. 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,
2017. The USTIF has assets of $340,165 at June 30, 2017. 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 12 - 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 REHP and the RPSPP. 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, 2017 total employer contributions for active employees amounted to approximately
$980,008; active employee contributions amounted to approximately $122,211. Neither the Commonwealth nor the unions
have an equity interest in the PEBTF.

At June 30, 2017, for the active employees benefit program, the PEBTF reported total assets of $577,254, total liabilities of
$3,085, total benefit obligations of $103,945, and an excess of net assets over benefit obligations of $470,224. During the
fiscal year ended June 30, 2017 the PEBTF reported an increase in net assets over benefit obligations of $85,595 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 $237 in contribution overpayments for the fiscal year ended June 30, 2017. 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 13 - TAX ABATEMENTS

Tax Abatements

Atax abatement is an agreement between a government and an individual or entity in which the government promises to forgo
tax revenues and the individual or entity promises to subsequently take a specific action that contributes to economic
development or otherwise benefits the government or its citizens. As of June 30, 2017, the Commonwealth of Pennsylvania
provided tax abatements through the following programs listed in alphabetical order:

e The Education Tax Credit, previously known as the Educational Improvement Tax Credit (EITC), is administered by
DCED under Article XX-B of the Public School Code of 1949 to provide an incentive for Pennsylvania businesses to
make contributions to a list of pre-approved Scholarship Organizations (SO), Educational Improvement Organizations
(EIO), or Pre-Kindergarten Scholarship Organizations (PKSO). For both SOs and EIOs, businesses may apply to DCED for
a tax credit equal to 75% of the contribution for a one-year pledge, or 90% of the contribution for a two-year pledge,
up to $750 thousand annually. For PKSOs, businesses may apply for a tax credit equal to 100% of the first $10
thousand, and 90% of any additional amount up to $200 thousand. After receiving the approved application from
DCED, the business must make the contribution within 60 days, and provide DCED a written acknowledgement with
proof within 90 days. If proof is not received, the tax credit approval is void. For two-year applications, if the second
year contribution is not made, the prior year credit is reduced to 75%. Applications are approved first come/first
served. Tax credits are applied against the tax liability in the year of the contribution or the following year if a pass-
through entity. Credits may not be carried forward or sold, and total credits for the program cannot exceed $125
million annually ($75 million for SOs, $37.5 million for EIOs, and $12.5 million for PKSOs). If EITC’s total program
credits have been met, an applicant may elect to have the application be considered for the Opportunity Scholarship
Tax Credit program instead. Tax credits may be utilized against the following taxes: corporate net income, personal
income, insurance premiums, bank and trust company shares, mutual thrift institutions, title insurance company
shares, malt beverage, and surplus lines tax for retaliatory fees. For the fiscal year ended June 30, 2017, $116.8 million
in taxes were abated.

e The Film Production Tax Credit is administered by DCED under Article XVII-D of the Tax Reform Code of 1971, and
encourages production of films, television commercials, or television shows within the Commonwealth. To be eligible,
the productions must be for a national audience, and production companies must spend a minimum of 60% of their
total budgets on qualified Pennsylvania expenses. The budget must be approved by DCED. Tax credits are calculated
at 25% of qualified Pennsylvania expenses, with an option of an additional 5% if filming is at a qualified facility within
the Commonwealth. The total tax credits for an individual project are capped at 20% of the total annual program
budget of $60 million. The taxpayer also agrees to submit monthly progress reports and an independently audited
report of expenses upon completion of the project. If the agreed upon qualified film production expenses are not
incurred, the taxpayer must repay the Commonwealth the amount of tax credit claimed. Tax credits may be carried
forward three years, and after the initial filing may be sold to an approved business. Tax credits may be utilized against
the following taxes: corporate net income, personal income, insurance premiums, bank and trust company shares,
mutual thrift institutions, and title insurance company shares. For the fiscal year ended June 30, 2017, $60 million in
taxes were abated.

e The Keystone Innovation Zone Program (KIZ) is administered by the Ben Franklin Technology Development Authority
(BFTDA) and DCED under Article XIX-F of the Tax Reform Code of 1971, and fosters entrepreneurial opportunities for
young companies to grow in designated geographic areas. Each KIZ has a keystone innovation zone partnership and
coordinator that develops a strategic plan for the targeted industry segments they are promoting. To be eligible for
the tax credit a business must be located within a designated KIZ geographic area, must be in operation less than eight
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NOTE 13 - TAX ABATEMENTS (continued)

years, and must be within the specific KIZ's targeted industry sectors. Businesses must work with the KIZ coordinator
prior to applying for the KIZ tax credit. Tax credits are awarded for 50% of the increase of revenues within the KIZ
between the first and second year after application, up to $100 thousand. If a business has operations outside the
zone, the revenues are attributed based on property and payroll factors. If there is no payroll within the KIZ, the tax
credit may be reduced. If there is no property or payroll within the KIZ, the business is ineligible. Businesses must
report semi-annually through the KIZ Force reporting tool. If tax credits awarded exceed the $15 million annual
program cap, tax credits are prorated between recipients. Tax credits may be carried forward four years, and may be
sold to an approved buyer after the initial year’s filed taxes. Tax credits may be utilized against the following taxes:
corporate net income and personal income. For the fiscal year ended June 30, 2017, $21.1 million in taxes were
abated. Total taxes abated may exceed the annual cap of tax credits issued due to timing of redemption.

e The Keystone Opportunity Zone Program (KOZ) is administered by DCED under Chapter 16B of PS 73 Trade and
Commerce and Article XIX-D of the Tax Reform Code of 1971, and is designed to create economic development in
designated zones within the Commonwealth by providing tax abatements to businesses and residents located within
the zones. While zones are in effect, qualified applicants within the zone are eligible to have tax liabilities waived for
corporate net income tax, personal income tax, sales and use tax, mutual thrift institutions tax, bank and trust
company shares tax, and insurance premiums tax. Businesses that cease operations in a KOZ within five years of first
receiving tax benefits must repay a prorated percentage of the taxes abated; 66% if within three years or 33% if within
four to five years. Existing Pennsylvania businesses relocating to the zone must satisfy one of the following relocation
requirements to be eligible: increase full-time employment by at least 20% in the first year of operating within the
KOZ; make a capital investment of at least 10% of the business’ gross revenues of the year prior to relocating to the
KOZ; or enter a lease agreement for the duration of the KOZ with aggregate lease payments of at least 5% of gross
revenues of the year prior to relocating to the KOZ. Additionally, qualified businesses who are in the transportation,
pipeline, gas, or insurance industries are eligible to apply for a tax credit of $1,250 for each new full-time job created.
Tax credits may be applied up to 50% of their tax liability, and if tax credits exceed the annual program cap of $1
million the tax credits will be allocated on a pro-rated basis. Insurance companies may apply the tax credits against
their insurance premium tax liability. The qualified transportation, pipeline, and gas business are specifically excluded
from eligibility to waive corporate net income and personal income, and instead may apply the tax credits against
their corporate net income and personal income liabilities. KOZ applicants may not claim or accumulate the Tax Credit
for New Jobs, the Research and Development tax credit, or the Neighborhood Assistance Program tax credit. Qualified
businesses must also be fully compliant with all state and local taxes and building codes, and within their annual
renewal should include reporting on the jobs and private investment created within the KOZ. For residents to be
eligible for tax waiver of personal income tax they must reside 184 consecutive days in the zone during each tax year,
and comply with all state and local tax laws. In conjunction with the KOZ, the Commonwealth also at times committed
to providing other economic growth opportunities in the form of grants and training reimbursements. For the fiscal
year ended June 30, 2017, $78 million in taxes were abated.

e The Neighborhood Assistance Programs are administered by DCED under Article XIX-A of the Tax Reform Code of 1971,
and provides an incentive for Pennsylvania business to contribute to approved neighborhood organizations’ projects
or otherwise provide qualified assistance to impoverished areas. There are five subset programs to Neighborhood
Assistance Program tax credit program: the Neighborhood Assistance Program (NAP) is for contributions for projects
to improve distressed communities, the Special Program Priorities (SPP) targets Commonwealth designated priority
problems or projects within a distressed area, the Neighborhood Partnership Program (NPP) works holistically on
multiple projects and contributions must be for five or more years, the Charitable Food Program (CFP) supports
nonprofit regional food banks, and the Enterprise Zone Program (EZP) allows businesses in distressed areas to receive
tax credits for investing directly in the construction costs of rehabilitating or improving buildings or land. The eligibility
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NOTE 13 - TAX ABATEMENTS (continued)

requirements and tax credit awards vary by subset program. In order to be eligible for the NAP, SPP, NPP and CFP tax
credits, a business must provide to DCED a letter of commitment on corporate letterhead to contribute to an approved
neighborhood organization’s project in one of these subset programs. Upon approval, the contribution must be made
within 12 months, and the business must submit proof of contribution to DCED within 18 months to receive the tax
credit certificate. The neighborhood organization must use the donation on the approved project within 15 months
of the donation. Tax credits are awarded at 55% of the contribution for NAPs, 75% of the contribution for SPPs, 75-
80% for Neighborhood Partnership Programs, and 55% for Charitable Food Programs. The tax credit per business is
capped at $500 thousand for contributions to three or fewer projects or $1.25 million for four or more projects. In
order to be eligible for the EZP, a business must invest in the rehabilitation, expansion, improvement, engineering,
architecture or acquisition of a building or land within a designated Enterprise Zone distressed community. The
business must additionally provide full-time employment opportunities with benefits at a defined family sustainable
wage. The tax credits are awarded at 25% of the investment up to a $500 thousand limit per business. The
Neighborhood Assistance Programs combined annual cap is $18 million. Tax credits must be applied against the
business’ tax liability, can be carried forward five years, and after the initial filing may be sold to an approved business.
The tax credits may be utilized against the following taxes: corporate net income, personal income, bank and trust
company shares, mutual thrift institutions, insurance premiums, and title insurance. For the fiscal year ended June
30, 2017, $18 million in taxes were abated.

e The Opportunity Scholarship Tax Credit (OSTC) is administered by DCED under Article XX-B of the Public School Code
of 1949, and allows for businesses to receive tax credits for contributions to a list of pre-approved scholarship
organizations. Businesses may apply to DCED for a tax credit equal to 75% of the contribution for a one-year pledge,
or 90% of the contribution for a two-year pledge, up to $750 thousand annually. After receiving the approved
application from DCED, the business must make the contribution within 60 days, and provide DCED a written
acknowledgement with proof within 90 days of the approved application. If proof is not received, the tax credit
approval is void. Applications are approved first come/first served. Tax credits may not be sold, and total credits for
the program cannot exceed $50 million annually. If program thresholds are not met in a given year, the remaining
balance will be available to the waiting list of the Education Tax Credit Program for Scholarship Organizations and Pre-
Kindergarten Organizations, but not for Educational Improvement Organizations. Tax credits may be utilized against
the following taxes: corporate net income, personal income, insurance premiums, bank and trust company shares,
mutual thrift institutions, title insurance company shares, malt beverage, and retaliatory fees. For the fiscal year ended
June 30, 2017, $32.6 million in taxes were abated.

e The Resource Enhancement and Protection Tax Credit (REAP) is administered by the State Conservation Commission
(SCC) under Article XVII-E of the Tax Reform Code of 1971 and provides an incentive for farmers and agricultural
businesses to institute “Best Management Practices” (BMP) to protect Pennsylvania natural resources. Pennsylvania
farmers or businesses must apply to the SCC with a qualified proposed or completed BPM project; and must agree to
maintain the BMP for the life span of the practice as defined by the SCC. Tax credits are awarded at 50% - 75% of
eligible implementation costs, dependent on the type of BPM, up to $150 thousand per agricultural operation. The
program is first come/first served up to the annual program cap of $10 million. The tax credit must be first applied
against the tax liability in the year of issuance, may be carried forward 15 years, and after the initial filing may be sold
to an approved business. If the BMP is not maintained for the entire defined life span, all tax credits must be refunded.
Tax credits may be utilized against the following taxes: corporate net income, personal income, bank and trust
company shares, mutual thrift institutions, insurance premiums, and title insurance company shares. For the fiscal
year ended June 30, 2017, $5.4 million in taxes were abated.
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e The Tax Credit for New Jobs, formerly and more commonly known as the Job Creation Tax Credit (JCTC) is administered
by the Department of Community and Economic Development (DCED) under Article XVIII-B of the Tax Reform Code of
1971, and promotes economic growth through the expansion of jobs at existing or new Pennsylvania businesses. To
be eligible to receive the JCTC, the business must apply to DCED with a plan of the anticipated nhumber of jobs to be
created. At a minimum, a business must agree to create 25 or more new full-time jobs or increase employment by
20% in Pennsylvania, and once approved by DCED the business has three years after an assigned start date to create
the full-time jobs. To qualify as a full-time position, the employee must earn an hourly wage of at least 150% of the
federal minimum wage. Additionally, the business must demonstrate financial stability, leadership in business
technology or innovation, and that the business decision to expand or locate within the Commonwealth was based in
part on the JCTC opportunity. Businesses must also agree to maintain operations for five years from the start date.
Although businesses do not receive the tax credit until after the jobs are created, if businesses do not maintain
operations for five years all tax credits must be refunded. If a business does not create the required promised number
of jobs, penalties may be assessed. The tax credit is awarded at $1 thousand per full-time job or $2.5 thousand if the
job is filled by a veteran or unemployed individual. The JCTC is awarded first come/first served, up to the annual
program cap of $10.1 million. Additionally, a minimum of 25% of all credits must be awarded to small businesses with
100 or less employees. Tax credits can be applied up to 100% of the business’ tax liability, must be claimed within five
years of the tax credit certificate, and may not be sold. Tax credits may be utilized against the following taxes:
corporate net income, personal income, bank and trust company shares, mutual thrift institutions, gross receipts,
gross premiums, and title insurance company shares. In conjunction with the JCTC, the Commonwealth also at times
committed to providing other economic growth opportunities in the form of grants, loans, and training
reimbursements. For the fiscal year ended June 30, 2017, $10.1 million in taxes were abated.
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NOTE 14 - COMMITMENTS AND CONTINGENCIES

Construction and Other Commitments: At June 30, 2017 the Department of Transportation (DOT) had contractual
commitments of approximately $1,271,240 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 $5,632,818 at June 30, 2017. 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............ccceeeiinnni, $ 489,822
Motor License Fund................... 320,058
Capital Facilities Fund..................... 1,297,722
Other nonmajor funds.................... 397,633
TOtal e $2,505,235

Investment Commitments: At June 30, 2017, the Treasury Commonwealth Investment Program had capital commitments
of $261,624 to fund alternative investments, of which $10,579 was unfunded. At June 30, 2017, the Tuition Payment Fund
had capital commitments of $350,992 to fund alternative investments, of which $27,948 was unfunded.

Loan and Grant Commitments: At June 30, 2017 primary government funds had approved $5,160 in loans that had not
been disbursed. Also at June 30, 2017 the Commonwealth Financing Authority (CFA), a blended component unit, had
approved loans and grants that had not been disbursed of $296,534.

Operating Lease Commitments: As of June 30, 2017, the Commonwealth has commitments to lease certain buildings and
equipment. Future minimum rental commitments for non-cancelable operating leases as of June 30, 2017 were as follows:

Fiscal year ending June 30:

2023527 e bbb 377,143
2028-32...eeee e 163,128
P20 18,835

Total Minimum Lease Payments...............ccccceveevviveieee. $ 1,320,818

Rental expenditures/expenses for all operating leases for the fiscal year ended June 30, 2017 amounted to $327,315.

Child Support Payments: At June 30, 2017, the Commonwealth was contingently liable for approximately $19,066 in
payments received by a contractor to be used for child support payments.

Litigation: The Commonwealth is a defendant in numerous legal proceedings pertaining to matters normally incidental to
routine operations. Such litigation includes, but is not limited to, claims asserted against the Commonwealth arising from
alleged torts, alleged breaches of contracts, condemnation proceedings, and other alleged violations of Commonwealth and
Federal laws. The Commonwealth has reported accrued liabilities at June 30, 2017 with respect to torts as described in Note
8 for probable losses, and, separately, other general long-term obligations with respect to litigation cases in the amount of
$1,200 for which the likelihood of an unfavorable outcome is probable.
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NOTE 14 — COMMITMENTS AND CONTINGENCIES (continued)

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 $17,000 to $1,000,000 for the General Fund; $0 to
$178,000 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 $0 to
$1,000,000. The liability for these cases has not been recorded as of June 30, 2017.

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 $17,000 to $314,000 at June 30,
2017. 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, 2017, the amount of future payments
owed to prizewinners was $553,519. 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. AtJune 30, 2017, prizewinners had voluntarily assigned future payments of $572,573.

Pennsylvania Turnpike Commission (PTC): The PTC, a discretely presented component unit, had $994,773 of Special
Revenue Bonds outstanding at May 31, 2017. 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, 2017, total interest and principal due on the $994,773 of special revenue bonds
outstanding at May 31, 2017 will amount to $41,895 and $3,255, respectively. Disclosures related to the PTC’s special
revenue bonds payable as of May 31, 2017 are provided in Note 16 to the basic financial statements.

Loan Guarantees: The CFA, through various economic development programs, provided loan guarantees as of June 30,
2017 as follows:

First Industries Loan Guarantees $ 24,386
Tax Increment Financing Guarantees 21,758
New Pennsylvania Venture Guarantees 56,365
Total loan guarantees $ 102,509
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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 and First Industries programs extend through July 1, 2032 and July 15,
2035, respectively, as of June 30, 2017.

Nonexchange Financial Guarantees: As of June 30, 2017, the Commonwealth, in accordance with Act 52 of 2013 as
amended by Act 84 of 2016, has guaranteed the 26-year, $6,080 December 2015 general obligation bond issuance of the
Lancaster City Revitalization and Improvement Zone (CRIZ) Authority, a legally separate authority operating as a component
unit of the City of Lancaster. The bonds mature in varying annual installments, plus interest, beginning December 2017
through December 2041. The Commonwealth has also guaranteed the five-year, $2,600 note payable of the Lancaster CRIZ
Authority, payable to the Lancaster County Convention Center Authority. The note matures in 2020, with varying annual
installments, carrying a 0% interest rate. In the event the Lancaster CRIZ Authority is unable to make payment on these
obligations, the Commonwealth will be required to make that payment on behalf of the Lancaster CRIZ Authority under a
borrowing provision within the CRIZ law.

The CFA has recognized a liability for nonexchange financial guarantees at June 30, 2017 of $16,814 and has made cumulative
payments of $8,805 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.

Balance Balance
July 1, 2016 Additions Reductions June 30,2017

$ 12124 $ 5618 $ 928 $ 16,814

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, 2017 the
primary government paid a service fee in the amount of $151,888. Disclosures related to the CFA’s $2,260,225 of revenue
bonds payable are provided in Note 6 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 Commonwealth’s Gaming and Economic Development and Tourism Fund. While the special
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NOTE 14 — COMMITMENTS AND CONTINGENCIES (continued)

revenues are currently projected to be adequate to pay all debt service on the Arena Bonds, to the extent such revenues in
any year are 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, 2017 the actual amount appropriated to support the SEA debt service was $5,410.
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NOTE 15 — 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, 2017, governmental and business-type activities, respectively, reported net investment in capital assets of $31,540,865
and $556,457.

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, 2017, governmental
and business-type activities, respectively, reported $2,164,077 and $2,443,734 of restricted net position. Net position
restricted for other purposes of $135,536 for business-type activities at June 30, 2017 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, 2017, governmental and business-type activities, respectively, reported unrestricted net position
deficits of $21,275,848 and $2,274,990.

Governmental Funds Fund Balance: Reported fund balance within individual governmental funds is categorized between
nonspendable and spendable categories. At June 30, 2017 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, unassigned categories. For the General Fund, balances may be reported within any of the four spendable
categories. However, for all other funds, all balances must be reported within the restricted, committed, or assigned
categories, with the exception of a fund balance deficit, which then must be reported in the unassigned category. At June
30, 2017, 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, 2017:
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NOTE 15 — NET POSITION AND FUND BALANCE (continued)

Motor
General License Nonmajor
Fund Fund Funds Total
Nonspendable:
Not in spendable form:
Advances to other funds..........ccccoovvevvinnnene, $ 7475 $ - $ - % 7,475
Long-term loans receivable..........c.ccccceuvurennne. 45,769 - - 45,769
Due from component unit........c.cocccevreeeee. 165,099 - - 165,099
Total nonspendable...........coooevviiiiieiiiinnnnn. 218,343 - - 218,343
Restricted for:
General government operations.................... 78 - - 78
Health-related programs........ccccceeeeeeeiennns - - 14,127 14,127
Transportation..........ocoveeveeennennnreneerennes - 1,009,113 732,670 1,741,783
Unemployment/worker's compensation...... - - 991,159 991,159
Environmental and conservation programs. - - 640,755 640,755
Economic development..........ccocoeverenininnnnns - - 16,015 16,015
Gaming/horse racing regulation.................... - - 561,368 561,368
Correctional industries and procurement..... - - 71,313 71,313
Emergency SUPPOIt.........cccoeovireinnenieicenene - - 95,243 95,243
Total restricted..........cooevvviiiiiieeiieeeiiiinnnn, 78 1,009,113 3,122,650 4,131,841
Committed for:
General government operations.................... 1,851,073 - - 1,851,073
Health-related programs.........ccccococveeivrererenens - - 119,486 119,486
TransSpPoOrtation........cocovvveevvereiereeeeeessseeeeeas - - 45,966 45,966
Capital Projects.......cccceeeerereensssssisesesnsnens - - 1,133,278 1,133,278
DEDL SEIVICE.....iceeriiicie et - - 7,240 7,240
Elderly programs........ccccovveeevnnveneesneseseseeens 65,110 - - 65,110
Environmental and conservation programs. 118,841 - 39,888 158,729
Economic development.........cccocccveveerricrcnnnen, 122,711 - - 122,711
Higher education.........ccccccceeeeeeeesssisinnnn, 163,623 - - 163,623
Total committed.............vvvvveviiiiiiiiiiiiiiinns 2,321,358 - 1,345,858 3,667,216
Unassigned:
DEFICIT ... vt (3,237,347) - (42,077) (3,279,424)
Total fund balances...........ccccvvveeeeeiiiinnne. $ (697,568) $ 1,009,113 $ 4426431 $ 4,737,976

A portion of the nonspendable fund balance reported by the General Fund, $7,475, is applicable to advances to other funds
at June 30, 2017 as follows: $2,300 to the State Workers’ Insurance Fund, an enterprise fund; $2,175 to the Motor License
Fund and $3,000 to the Medical Marijuana Program Fund, both special revenue funds, respectively.

Governmental Funds Fund Balance Deficit: In addition to the General Fund, the Uninsured Employers’ Guaranty Fund and
the Medical Marijuana Program Fund, both special revenue funds, reported fund balance deficits of $4,766 and $37,311,
respectively, at June 30, 2017.

Proprietary Funds Net Position: Nonmajor enterprise funds reported total restricted net position for “other purposes” of
$135,536 at June 30, 2017 for the following programs: mine subsidence insurance, $123,206; vocational rehabilitation,
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NOTE 15 — NET POSITION AND FUND BALANCE (continued)

$1,911; maintain historical properties, $5,195; restaurant maintenance in state facilities, $969; and local government loans,
$4,255.

Proprietary Funds Unrestricted Net Position Deficits: In addition to unrestricted net position deficits reported in four of the
six major enterprise funds (State Workers’ Insurance Fund, State Lottery Fund, State Stores Fund and the Commonwealth
Financing Authority, a blended component unit), two nonmajor enterprise funds and an internal service fund reported an
unrestricted net position deficit in the statement of net position-proprietary funds at June 30, 2017. These enterprise funds
reported the following unrestricted net position deficits at June 30, 2017: the Rehabilitation Center Fund, $14,913; and the
Philadelphia Regional Port Authority (a blended component unit), $1,066.

The Purchasing Fund, an internal service fund, reported an unrestricted net position deficit of $20,256 at June 30, 2017. With
the Commonwealth’s implementation of GASB Statement No. 68, this fund began reporting net pension liability, causing this
deficit. This liability has not yet been reflected in the rate setting processes for this fund.
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NOTE 16 — 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.

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).

Fair Value of Investments

The following table categorizes the investments within the fair value hierarchy established by generally accepted
accounting principles. The hierarchy is based on the valuation inputs used to measure the fair value of the asset.
Level 1 inputs are quoted prices in active markets for identical assets; Level 2 inputs are significant other
observable inputs; Level 3 inputs are significant unobservable inputs. Component Units of the SSHE reported
investments that were valued at net asset value (NAV).

A more detailed discussion of the application of the fair value hierarchy as it applies to each component unit is
available from the component units separately issued financial statements.
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June 30, 2017

NOTE 16 — DISCRETELY PRESENTED COMPONENT UNITS (continued)

Investment Type/Fair Value PTC PHFA PHEAA PENNVEST SSHE
Asset backed SECUrities. ......ccounrnineunns

LEVEI 2.rrmmvvvvvveeeesssvssessessssssssnssssiins - $ - $ - $ - $ 103,492
Bond mutual funds..........cccoveneereenerneenns
Level L.reenn. - - - - 1,058
Level 2..... - - - - 1,321
NAV..... - - - - 11,457
Commercial paper

Level 2......... - - 39,475 - 218,032
Common stock...

LEVEl Lirvrrvrerrrreenrisssnssenns - - - - 2,489
Commonwealth investment pool..

Level 2..... - - - 1,372,184 -

LEVEl 3iverrerverrreersseessssssssssssssssnesenns - - 573,637 - -
Corporate obligations...........ccceeevrerennn.

LEVEl 2. 555,789 - - - 262,660
Debt SECUNTIES ...

LEVE 2.urrevivereieessissssssssssssssssssssenns - - - - 80
Equity balanced mutual funds................
LEVEl Luvvrrrrernreernreesssssssssnssssssnsseens - - - - 5,932
LEVEl 2.uvreverrrreesensesssnsssssssesssssssseens - - - - 5,993
LEVEl 3. - - - - 9,361
NAV .ot issesssesssssssssesssssssssseens - - - - 21,692
Federal agency discount notes................

(Y=L - - 49,054 - -
GNMA MOTtgages......cocevveererererereeneeneeeeenne

LEVEl 2.uvreviverreeessisssssssssesssssssssenns 2,340 - - - -
Investment derivatives...........ccoveenenennns

LEVEl 2.eevrerverrnreernsesssssssssssssssssseseens 9,820 - - - -
Money market mutual funds...................

LEVEl Lo - - 303,846 - -

LEVED 2. - - 98,355 - 141,939
Mortgage-backed securities....................

LEVEl 2. - 184,152 - - 199,721
Municipal bonds........cccoeovevevrereneniennns

LEVEl 2.evrervevrnreerssesssnsssssssssssssssseens 99,557 - - - -
U.S. Government agency obligations......

LEVED 2. 164,276 82,076 - - 362,556
U.S. Treasury obligations........cccccueene.

LVEl Lo 383,019 91,624 - - -
Subtotal Level 1.. 383,019 91,624 303,846 - 9,479
Subtotal Level 2.. 831,782 266,228 186,884 1,372,184 1,295,794
Subtotal Level 3.. - - 573,637 - 9,361
Subtotal NAV.........cccovveererrrereernns - - - - 33,149

TOtAL oo 1,214,801 $ 357,852  $1,064,367 $1,372,184 $ 1,347,783
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NOTE 16 — DISCRETELY PRESENTED COMPONENT UNITS (continued)

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.

At May 31, 2017, $32,500 of the Pennsylvania Turnpike Commission’s (PTC) demand deposits were exposed to
custodial credit risk, as they were uninsured and collateralized with securities held by an agent of the pledging
financial institution but are not in the PTC’s name.

The Pennsylvania Housing Finance Agency (PHFA) held $63,103 of cash deposits that were uninsured but
collateralized in accordance with the Commonwealth of Pennsylvania Act 72 of 1971, as amended, by securities
held by the pledging financial institution, its trust department or agent, but not in the PHFA’s name.

The Pennsylvania Higher Education Assistance Agency (PHEAA) held $15,500 of deposits with financial institutions
in excess of federal depository insurance limits that were uninsured.

The majority of the Pennsylvania Infrastructure Investment Authority (PENNVEST) deposits are held in the CIP.
Deposits of the CIP must be held in insured depositories and must be fully collateralized.

The Pennsylvania State System of Higher Education (SSHE) held $13,670 of uninsured and uncollateralized deposits
of which $13,149 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 bonds or notes issued by any state or municipality which are rated by S&P,
Moody’s and Fitch in one of their two highest rating categories; 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
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NOTE 16 — DISCRETELY PRESENTED COMPONENT UNITS (continued)

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.

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 person” 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, 2017 (May 31, 2017 for the PTC) are as
follows:

Investment Type PTC PHFA PHEAA PENNVEST SSHE
Asset-backed SECUTNtIES......c.ccveeveciceiicicieceerene $ - $ - $ - $ - $ 103,492
Bond mutual funds.........ccceevveeieeiieceececeeceee e - - - 13,836
Commercial PAPET.......ccccvrivrieeereirreeee s - - 39,475 - 218,032
COMMON STOCK......eiiiiiciectecicece e - - - - 2,489
Corporate obligations..........cccccecvveeincnnncrceenn 555,789 - - - 262,660
DEDt SECUNITIES ..ot - - - - 80
DEIIVATIVES.....oeeeeecteeteccee ettt 9,820 - - -
Equity/balanced mutual funds.............cccocovenenne. - - - - 42,978
Federal agency discount notes... - - 49,054 -
GNMA MOrtgages......c.ccoeeeeeerenne 2,340 - -

Money market mutual funds... - 402,201 - 141,939
Mortgage backed securities.... - 184,152 - - 199,721
Municipal bonds........ccccceeene 99,557 - -

Securities lending collateral...............cccccoeeenene. - - - 39,454

Commonwealth Investment Program................... - - 573,637 1,372,184 -
U.S. Government and agency obligations............ 164,276 82,076 - - 362,556
U.S. Treasury obligations........cccoceeeeinnnreciinnnnns 383,019 91,624 - -
Total INVESEMENTS......cocvieieeceeccce e 1,214,801 357,852 1,064,367 1,411,638 1,347,783

Certificates of depoSit......c.ccoccevvrvvccinnnecrceenn, - - - B 14
Total investments and certificates of deposits... $ 1,214,801 $ 357,852 $ 1,064,367 $ 1,411,638 $ 1,347,797

Note: Total investments by type does not include $501,331 of investments reported by component units of the SSHE.
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NOTE 16 — DISCRETELY PRESENTED COMPONENT UNITS (continued)

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% of the portfolio. Investments in certificates of deposit
and investment agreements are limited to 30% of the portfolio and combined exposure to commercial paper,
corporate bonds, and asset-backed securities, in aggregate, is limited to 35% of the total portfolio. Investments in
any single issuer, excluding U.S. Treasury and federal agencies, are limited to five percent of the portfolio.

The PHFA policy indicates that the proportion of investments in government securities shall not exceed 70% of the
portfolio and the proration of investments in certificates of deposit shall not exceed 30% of the portfolio. As of
June 30, 2017, concentrations in government securities, which represented 100% of the portfolio, exceed the
policy. Departure from the policy was approved by 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, 2017, the PHEAA had investments in federal agency discount notes (Federal Home Loan
Bank) that were less than 5% of their total cash equivalents and investments.

The PENNVEST participates in the CIP managed by the Commonwealth. The Commonwealth places a 10% 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% limit on the concentration of investments in one equity issuer
within the CIP.

The SSHE investment policy contains the following limitations: U.S. Government securities together with
repurchase agreements must comprise at least 20% of market value of the fund. Commercial paper investments
must not exceed 20% 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% of the market value of the fund. Corporate bonds may not exceed 20% of the
market value of the fund; 15% must carry a long-term debt rating of A or better while 5% 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% of the market value of the fund. Asset-backed securities must be Aaa rated and the total may not
exceed 20% of the market value of the fund, with no more than 5% invested in any single issuer. Investment fund
loans may not exceed 20% of the market value of the fund and the loan terms may not exceed five years.

The following concentration existed as of June 30, 2017:

Issuer Name PHFA
Government National Mortgage Association............. $ 99,831
Tennessee Valley Authority 65,259
Federal Farm Credit BankK............cccoeveeveveeveveeeseercreennns 30,383
Federal Home Loan Bank............ccocnvncinnninecineenenn, 42,907
U.S. Treasury Department...........cccooovvveenenccnneenns 91,624
$ 330,004
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June 30, 2017

NOTE 16 — 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, 2017 (May 31, 2017 for the PTC):

Moody's Investors Service PTC PHFA PHEAA PENNVEST SSHE
$ 156,020 $ - $ - $ 813,619
2,243 - - - 29,856
2,108 - - - 164,647
5,469 - - - 59,086
- - - 3,140
- - - 218,032
9,820 156,020 - - 1,288,380
105,457 - 402,201 -
614,754 - - -
99,029 - 39,475 -
Below A.. 382 - - -
Standard and Poor's subtotal...........c..c....... 819,622 - 441,676 -
Rated Subtotal.......c.oenineeneenieneneiieineenae 829,442 156,020 441,676 - 1,288,380
Unrated
Bond mutual funds.........ccccoeeeeveverevevcreiieernnns - - 13,836
DEDt SECUTITIES.....ouerceeiceeieieeeseeeieeine - -
Federal agency discount notes...........ccccveeu. - - 49,054 -
Mortgage backed securities..........coeeneneene - 99,831 - - -
Commonwealth Investment Program... - 573,637 1,372,184 -
U.S. Government agency obligations............ 2,340 10,377 - - 100
U.S. Treasury obligations..........c.coevereniene. 383,019 91,624 - - -
Unrated subtotal..........c.coccvnercrnionineicnnne 385,359 201,832 622,691 1,372,184 13,936
Total Fixed income investments................. 1,214,801 357,852 1,064,367 1,372,184 1,302,316
Variable income investments
Equity/balanced mutual funds...........cccocneene - - - 42,978
COMMON STOCK.....cvierieieeircieineie st - - - - 2,489
Variable income investments subtotal...... - - - - 45,467
Total INVeStMENTS.......ccviueieereereireieiineineinas $ 1,214,801 357,852 $ 1,064,367 $ 1,372,184 $ 1,347,783

Note: Total investments do not include $501,331 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.
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NOTE 16 — DISCRETELY PRESENTED COMPONENT UNITS (continued)

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, 2017
and the SSHE at June 30, 2017:

PTC SSHE
Option- Option- Securities
Adjusted Adjusted with no
Amount Duration Amount Duration Duration
Investment Type
Asset backed SECUNItI€S.......cccovveveviiercrcrne. $ - - $ 103,492 08 $
Bond mutual funds.........cooeecrcininininnnn. - - 13,836 4.96 -
Certificates of deposit.... - - - - 14
Commercial PaAPer.......cocneenieereerieereeeens - - 218,032 0.15 -
Corporate obligations..........cccevennicinenns 555,789 1.50 261,934 147 726
Debt SECUNTIES.....vuveeeeeereeireree s - - 80 1.99 -
GNMA mortgages 2,340 3.63 - -
Money market mutual funds...........cccoceeeunee - - - - 141,939
Mortgage-backed securities...........ccconeunuene - - 199,721 2.29 -
Municipal bonds........cccooevivinininnee 99,557 2.34 - -
U.S. Government agency obligations. 164,276 2.26 362,556 2.10
U.S. Treasury obligations 383,019 253 - - -
TORAL .ot $1,204,981 $ 1,159,651 $ 142,679

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, 2017:

PHFA
Matures in Matures in Matures in
less than 1to 10 more than
Investment Type 1 year years 10 years Total
Mortgage-backed securities................. $ - $ 84,181 $ 99,971 $ 184,152
U.S. Government agency obligations... 50 16,767 65,259 82,076
U.S. Treasury obligations...........cc........ 91,624 - - 91,624
TOtAl oo $ 91674 $ 100,948 $ 165,230 $ 357,852
PHEAA
Matures in Matures in Matures in
less than 1 1to 10 more than
Investment Type year years 10 years Total
Commercial paper............. $ 39475 $ - $ - $ 39,475
Money market mutual funds 402,201 - - 402,201
Commonwealth Investment Program.. 573,637 - - 573,637
Federal agency discount notes............. 49,054 - - 49,054
TOtAl e $1,064,367 $ - $ - $1,064,367
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NOTE 16 — DISCRETELY PRESENTED COMPONENT UNITS (continued)

Derivatives

As of May 31, 2017, the PTC in its separately-issued financial statements reported noncurrent hedging derivative
instrument liabilities of $104,125 which were offset by reported deferred outflow of resources of $106,825 and a
deferred inflow of resources of $2,700. Changes in the net fair value of the hedging derivative instruments during
the fiscal year ended May 31, 2017 ($29,666) were deferred.

As of June 30, 2017, the PHFA, in its separately-issued financial statements, reported a noncurrent hedging
derivative instrument liability of $11,084. Changes in the fair value of the hedging derivatives of $3,458 were
deferred.

Further information regarding the nature and notional value of the hedging and investment derivative instruments
of the PTC (as of May 31, 2017) and the PHFA (as of June 30, 2017) are available within their separately audited
and issued financial statements.

Loans Receivable

Loans receivable at June 30, 2017 consisted of the following:

PHFA PHEAA PENNVEST

MOTTgAGgE 0ANS ...ttt $ 3,424,153 $ - $

STUAENTIOANS ... s . - 5,019,805

Drinking water, storm water and sewer systemloans.................. - - 2,545,290
SUDTOTAL.....ceieice s 3,424,153 5,019,805 2,545,290
Less: allowance for uncollectible amounts............cccocovvevnnnnane 180,226 6,646 40,110
Loans receivable, NET.. ... $ 3,243,927 $ 5,013,159 $ 2,505,180
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands)

June 30, 2017

NOTE 16 — DISCRETELY PRESENTED COMPONENT UNITS (continued)

Capital Assets

A summary of capital assets by category at May 31, 2017 for PTC and June 30, 2017 for SSHE is as follows:

PTC
Non-depreciable capital assets:

Land and intangibles.........ccovnninincniinienns
Construction in progress
Subtotal

Depreciable capital assets:

BUITAINGS ...
Improvements other than buildings................
Equipment.
Infrastructure..
Subtotal

Accumulated depreciation:

BUITAINGS ...
Improvements other than buildings................
Equipment.
Infrastructure

Total accumulated depreciation...........c.cccc.....
Total capital assets being depreciated, net....
Total capital assets

SSHE
Non-depreciable capital assets:
Land and intangibles.........cccocvvvererereirerieinninns

Construction in Progress........eneeeeenenes
SUBLOLAL...coor

Depreciable capital assets:
Buildings
Improvements other than buildings..
Equipment.
Library DOOKS........covveeeerernirnerrescnenescnins

SUDLOLAL...o.cvrerecieceiec s

Accumulated depreciation:
Buildings
Improvements other than buildings..
Equipment.
Library DOOKS.........covueeireeneenrenneneeeeines
Total accumulated depreciation..........c.cueeveen.
Total capital assets being depreciated, net....
Total capital aSSets......ccvvreeeerereneerereneerereneenees

Balance Balance
May 31, 2016 Increases Decreases May 31, 2017
$ 333934 $ 25276 $ - $ 359210

1,330,627 560,091 533,767 1,356,951

1,664,561 585,367 533,767 1,716,161

968,902 9,284 - 978,186
119,256 1,881 - 121,137
619,779 23,077 4,556 638,300
7,908,360 535,156 62,771 8,380,745
9,616,297 569,398 67,327 10,118,368
377,111 22,720 - 399,831
78,579 4,405 - 82,984
481,056 36,575 4,182 513,449

4,826,786 290,643 8,046 5,109,383

5,763,532 354,343 12,228 6,105,647

3,852,765 215,055 55,099 4,012,721
$ 5517,326 $ 800,422 $588866 $ 5,728,882

Balance Balance
June 30, 2016 Increases Decreases  June 30,2017
$ 32,360 $ - $ - $ 32,360

80,012 140,455 37,164 183,303
112,372 140,455 37,164 215,663
2,213,463 219,252 - 2,432,715
285,136 13,061 - 298,197
470,347 25,208 7,582 487,973
81,314 731 1,311 80,734
3,050,260 258,252 8,893 3,299,619
916,706 90,456 11,118 996,044
139,286 10,526 100 149,712
379,315 29,563 13,182 395,696
74,036 1,723 1,311 74,448

1,509,343 132,268 25,711 1,615,900

1,540,917 125,984 (16,818) 1,683,719
$ 1653289 $ 266439 $ 20,346 $ 1,899,382

Note: Capital assets do not include $1,232,488 and $1,069,766 reported by the component units of the SSHE as of June 30, 2016 and 2017,

respectively.
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2017

NOTE 16 — DISCRETELY PRESENTED COMPONENT UNITS (continued)

Service Concession Arrangements

There are 17 service plazas along the Turnpike System providing gasoline and diesel fuel, other automotive
supplies and services, and restaurant services. The PTC has entered into long term service plaza redevelopment
agreements with HMSHost Restaurants, LLC and Sunoco Retail LLC to design, reconstruct, finance, operate and
maintain all of the service plazas. The PTC has no responsibility for maintaining the service plazas under the
agreements. The PTC maintains the ability to approve and/or modify the services that the operators can provide
and the rates that can be charged. The service plaza operators are compensated by the users of the services and
share a portion of that revenue with the PTC as rental payments. Upon completion of construction, the
reconstructed assets are recognized by the PTC. The current contracts with HMSHost Restaurants, LLC and Sunoco
Retail LLC expire on August 25, 2036 and January 31, 2022, respectively. Sunoco Retail LLC’s lease may be
extended for three additional five-year periods. The first extension shall be at the discretion of Sunoco Retail LLC,
and the second and third extensions shall be mutually agreed to by both parties. As of May 31, 2017, the PTC had
capitalized $119,400 in capital assets representing 16 service plazas that had fully completed construction and
recorded deferred inflows of resources of $91,000 related to these assets in accordance with GASB Statement No.
60. Also, as of May 31, 2017 and in accordance with GASB Statement No. 60, the PTC recognized a receivable and
deferred inflow of resources in the amount of $31,700 for the present value of guaranteed minimum rent
payments scheduled to begin upon completion of all construction.

Student loan auction rate security bonds payable, notes payable and other financing
obligations

In October 2016, PENNVEST issued short term obligations to finance the issuance of loans to program participants.
These obligations are issued in the form of bonds, and bear interest, which is due upon maturity. During the fiscal
year ended June 30, 2017, PENNVEST issued two of these bonds in the aggregate principal amount of $10,005.
Interest rates on these bonds ranged from .85% to .91 % with no maturity being greater than 120 days. As of June
30, 2017, $10,005 of these obligations remained outstanding. A schedule of changes in the short-term obligations
follows:

Balance Balance
July 1,2016 Additions Reductions June 30, 2017
Notes Payable................ $ - 10,005 - $ 10,005
Commonwealth of Pennsylvania 169 Governor's Office of the Budget
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands)

June 30, 2017

NOTE 16 — DISCRETELY PRESENTED COMPONENT UNITS (continued)

The PHEAA has reported $173,150 of auction rate security bonds payable, $4,789,647 of notes payable (consisting
of student loan financings of $200,000 and student loan floating rate notes of $4,589,647), and $30,154 of other
obligations (consisting of capital acquisition refunding bonds of $23,874 and term financings of $6,280) at June 30,

2017 as follows:

Bonds payable:

Student loan auction rate security bonds,
due 2042-2044, at weighted-average rates
0f2.29 % as of June 30,2017 and 1.65 %

as 0fJuUNE 30, 2016....ccceeiiiieieeiiie e

Notes payable:
Student loan floating rate notes, due 2028-2065
atweighted average rates of 1.95 % as of

June 30,2017 and 1.17 % as of June 30, 2016....................
Less: discount on student loan floating rate notes...................
SUDTOTAL. .....eiiiiiiiiiiiiiiiiiiie i

Student loan financings, due on demand
atweighted-average rates of1.73 % as of

June 30,2017 and 1.20 % as of June 30,2016 ....................
Student loan financing warehouse facilities...............ccccvveunn.
Total notespayable........coooiiiiii

Capital acquisition refunding bonds, Series 0f2012, due
2017-2022, at weighted-average rates of4.15 % as of

June 30,2017 and June 30, 2016.........cccevieeiveiiinnieeereiiiins

Term financings, due 2029, at 0 % interest as of

June 30,2017 and 2016......c.ucivniiiiiiieieeeeee e
SUDTOTAL. ...t
Plus: unamortized premium...........ooii oo

Total capital and other financing obligations

Balance Balance
June 30, 2016 Additions Reductions June 30,2017
$ 218,200 $ $ (45,050) $ 173,150

4,545,443 928,223 (873,723) 4,599,943

(11,802) (2,655) 4,161 (10,296)

4,533,641 925,568 (869,562) 4,589,647

200,000 - 200,000
738,213 - (738,213) -

$ 5,471,854 $ 925,568 $ (1,607,775) $ 4,789,647

$ 26,195 $

$ (3,895) $ 22,300

6,280 - 6,280
32,475 (3,895) 28,580
2,154 (580) 1,574

$ 34,629 $

$ (4,475) $ 30,154

The note and bond indentures, among other things, require the PHEAA to comply with various covenants. Student
loans and investments collateralize all student loan financings. As of June 30, 2017, $5,100,000 of student loan
principal and related interest receivable and $309,000 of cash equivalents collateralized the $5,000,000 of student

loan financings.

The student loan financings and other 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 $22,300 of capital
acquisition refunding bonds, Series of 2012, which are borrowings from the Commonwealth’s Treasury

Department.
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2017

NOTE 16 — DISCRETELY PRESENTED COMPONENT UNITS (continued)

The PHEAA reported debt service requirements subsequent to June 30, 2017, based upon stated maturities for
student loan bonds and estimated interest payments for variable-rate debt after considering terms renegotiated
after June 30, 2017 are as follows:

Student Loan Bonds and Notes Other Financing Obligations

Year of maturity Principal Interest Principal Interest
2018, $ 200,000 $ 93,985 $ 4,055 $ 833
2019, it - 93,701 4,230 661
2020 et - 93,701 4,415 482
2021t - 93,701 4,595 295
2022, - 93,701 4,795 100
202327 oottt - 468,505 210 4
2028-32....ieieeie e 230,266 455,551 6,280
2033-37 i 810,955 437,468
203842t 1,821,202 300,947
204347 .ot 910,950 127,034
2048-52.....ciiiiiiie e - 109,330
205357 ittt 200,284 108,971
2058-62.....cuiiieiiiieeee e - 91,644
206367 ...eeeieeieeiee e 799,436 60,516
TORAL. .. $ 4,973,093 $ 2,628,755 $ 28,580 $ 2,375
Reported as:
Total principal owed on student loan

auction rate security bonds payable.............. $ 173,150 $
Notes payable -current............cococvevivveiiinnnnn 200,000
Notes payable - non-current...........ccccoooeevinennn. 4,589,647
Discount on student loan floating rate notes..... 10,296
Other financing obligations, current................... - 4,055
Other financing obligations, non-current............ - 26,099
Unamortized premium.........cccooeeviieniieenneennn, - (1,574)
Total principal .......ccooveviieeiiieiie e $ 4,973,093 $ 28,580

The PHEAA reported $5,000,000 of its total $5,100,000 of student loan bonds, notes, and financings as variable-
rate debt, of which, interest rates on $173,150 reset based upon auctions every 28 days, $4,800,000 is indexed to
the one-month or three-month LIBOR (London interbank offered rate). PHEAA notes and bonds payable, as well as
all other debt, are limited obligations of the PHEAA, payable only from related pledged assets.

The PHEAA reported current notes payable of $200,000 at June 30, 2017. Also, the PHEAA reported non-current
notes payable of $4,589,647 at June 30, 2017 and Component Unit (CU) organizations of the SSHE reported non-
current notes payable of $319,078.
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands)

June 30, 2017

NOTE 16 — DISCRETELY PRESENTED COMPONENT UNITS (continued)

Long-Term Obligations

Significant revenue bond obligations of the PTC (as of May 31, 2017) and the PHFA (as of June 30, 2017), changes
during the fiscal year and annual principal and interest payments for long-term debt outstanding are as follows:

Maturity
Issue Interest Dates Balance Balance
REVENUE BONDS PAYABLE Dates Rates Through June 1,2016 Additions Reductions May 31,2017
PTC 2003-17 various 2049 $ 11,180,153 $2,574,473 $ 1,993,655 $ 11,760,971
Less: unamortized bond discount.......... (3,225) (2,332) (893)
Add: unamortized bond premium.......... 517,621 339,637 48,334 808,924
TOTAL $ 11694549 $2914110 $ 2,039,657 $ 12,569,002
Year of Maturity Principal Interest Total
2018 $ 391,375 $ 494,655 $ 886,030
2019 350,075 508,224 858,299
2020 319,080 500,774 819,854
2021 585,265 491,175 1,076,440
2022 375,335 473,811 849,146
2023-27 1,343,494 2,234,669 3,578,163
2028-32 1,677,910 1,929,339 3,607,249
2033-37 2,548,898 1,416,136 3,965,034
2038-42 2,681,292 893,217 3,574,509
2043-47 1,285,082 242,291 1,527,373
2048-52 203,165 22,868 226,033
Total $ 11,760,971  $ 9,207,159 $ 20,968,130
Maturity
Issue Interest Dates Balance Balance
REVENUE BONDS & NOTES PAYABLE Dates Rates Through July 1, 2016 Additions Reductions June 30,2017
PHFA, 1999-2017 various 2046 2,774,645 977,135 938,646 2,813,134
Add: unamortized bond premium.......... 10,911 18,048 1,541 27,418
TOTAL $ 2,785556  $ 995183 $ 940,187 $ 2,840,552
Year of Maturity Principal Interest Total
2018 $ 89,997 $ 77,725 $ 167,722
2019 115,962 77,056 193,018
2020 119,657 74,044 193,701
2021 118,595 71,187 189,782
2022 117,500 68,408 185,908
2023-27 538,901 302,892 841,793
2028-32 580,632 230,211 810,843
2033-37 619,015 144,260 763,275
2038-42 305,985 66,598 372,583
2043-47 206,890 18,065 224,955
Total $ 2,813,134  $ 1,130,446 $ 3,943,580
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2017

NOTE 16 — DISCRETELY PRESENTED COMPONENT UNITS (continued)

The table below presents significant bond obligations of SSHE at June 30, 2017 and changes during the fiscal year
then ended, followed by principal and interest payments for long-term debt outstanding.

Maturity
Issue Interest Dates Balance Balance
BONDS PAYABLE Dates Rates Through July1,2016 Additions Reductions June 30,2017
SSHE.....cccovvennn. 2007-16 various 2055 $ 842,590 $298,110 $ 67,785 $ 1,072,915
Year of Maturity Principal Interest Total
2018.....ccvcveeenn $ 70,605 $ 47,403 $ 118,008
2019........ 75,360 44,096 119,456
2020........ 83,055 40,605 123,660
2021........ 67,165 36,768 103,933
2022t 66,665 33,731 100,396
2023-27 ..o 283,415 121,775 405,190
2028-32...cccuues 186,885 67,642 254,527
2033-37 v 140,410 32,013 172,423
2038-42............ 83,235 10,120 93,355
2043-47....ucn.. 10,720 1,996 12,716
2048-52............ 3,340 1,032 4,372
2053-57..cceeenen 2,060 192 2,252

$1,072,915 $437,373 $ 1,510,288

Note: The total principal obligations outstanding do not include $913,142 in bonds payable and $319,078 in notes payable 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, 2017, the PHFA had $324,242 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, 2017, the SPSBA had $2,828,301 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, 2017,
the PHEFA had $5,920,765 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, 2017, the PEDFA had $6,129,484 of debt outstanding of which $4,204,694 represented
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NOTE 16 — 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

PTC

In June 2016, the PTC issued $140,590 2016 Series A-2 Senior Bonds at a variable rate with a maturity date of
December 1, 2018. The 2016 Series A-2 Senior Bonds were issued primarily for the current refunding of existing
variable rate debt which included the PTC’s 2012 Series B Variable Rate Revenue Bonds ($70,060), the PTC’s 2014
Series B-1 Variable Rate Revenue Bonds ($35,050) and the PTC’s 2014 Series B-2 Variable Rate Revenue Bonds
($34,950). The bonds were also issued for payment of the costs of issuance for the 2016 Series A-2 Senior Bonds.

In June 2016, the PTC issued $649,545 2016 Second Series Subordinate Revenue Refunding Bonds at a fixed rate
with a maturity date of June 1, 2039. The 2016 Second Series Subordinate Revenue Refunding Bonds were issued
to provide funds for the advance refunding of a portion of the PTC’s 2008 Series A-1 Subordinate Revenue Bonds
($105,065), 2008 Series B-1 Subordinate Revenue Bonds ($50,665), 2009 Series A Subordinate Revenue Bonds
($43,355), 2009 Series B Subordinate Revenue Bonds ($288,185), 2009 Series D Subordinate Revenue Bonds
($16,575), 2010 Series B-1 Subordinate Revenue Bonds ($11,850), 2010 Series B-2 Subordinate Revenue Bonds
($87,475), 2010 Series C-2 Subordinate Revenue Bonds ($17,670), 2011 Series A Subordinate Revenue Bonds
($53,375), and for paying the cost of issuing the 2016 Second Series Subordinate Revenue Refunding Bonds. The
advance refunding of the 2008 Series A-1 Subordinate Bonds, 2008 Series B-1 Subordinate Bonds, 2009 Series A
Subordinate Bonds, 2009 Series B Subordinate Bonds, 2009 Series D Subordinate Bonds, 2010 Series B-1
Subordinate Bonds, 2010 Series B-2 Subordinate Bonds, 2010 Series C-2 Subordinate Bonds, and 2011 Series A
Subordinate Bonds allowed the PTC to reduce its debt service by approximately $113,500. The transaction resulted
in an economic gain of approximately $74,400.

In October 2016, the PTC issued $255,455 2016 Third Series Sub-Series A Subordinate Revenue Refunding Bonds at
a fixed rate with a maturity date of December 1, 2041. The 2016 Third Series Sub-Series A Subordinate Revenue
Refunding Bonds were issued to provide funds for the advanced refunding of a portion of the PTC’s 2009 Series A
Subordinate Revenue Bonds ($20,990), 2009 Series B Subordinate Revenue Bonds ($112,560), 2009 Series D
Subordinate Revenue Bonds ($75,700), 2010 Series B-2 Subordinate Revenue Bonds ($35,545), 2011 Series A
Subordinate Revenue Bonds ($7,925), and for paying the cost of issuing the 2016 Third Series Sub-Series A
Subordinate Revenue Refunding Bonds. The advance refunding of the 2009 Series A Subordinate Bonds, 2009
Series B Subordinate Bonds, 2009 Series D Subordinate Bonds, 2010 Series B-2 Subordinate Bonds, and 2011 Series
A Subordinate Bonds allowed the PTC to reduce its debt service by approximately $43,600. The transaction
resulted in an economic gain of approximately $30,400.

In October 2016, the PTC issued $75,755 2016 Third Series Sub-Series B Subordinate Revenue Refunding Bonds at a
fixed rate with a maturity date of December 1, 2025. The 2016 Third Series Sub-Series B Subordinate Revenue
Refunding Bonds were issued to provide funds for the advanced refunding of a portion of the PTC’s 2008 Series A-2
Subordinate Revenue Bonds ($18,905), 2008 Series B-2 Subordinate Revenue Bonds ($47,785) and for paying the
cost of issuing the 2016 Third Series Sub-Series B Subordinate Revenue Refunding Bonds. The advance refunding of
the 2008 Series A-2 Subordinate Revenue Bonds and 2008 Series B-2 Subordinate Revenue Bonds allowed the PTC
to reduce its debt service by approximately $8,700. The transaction resulted in an economic gain of approximately
$8,000.

In October 2016, the PTC issued $79,865 2016 First Series Motor License Fund-Enhanced Subordinate Special
Revenue Refunding Bonds at a fixed rate with a maturity date of December 1, 2036. The 2016 First Series Motor
License Fund-Enhanced Subordinate Special Revenue Refunding Bonds were issued to provide funds for the
advanced refunding of a portion of the PTC’s 2010 Series A-2 Motor License Fund-Enhanced Subordinate Revenue
Bonds ($16,520), 2010 Series B-2 Motor License Fund-Enhanced Subordinate Revenue Bonds ($9,705), 2011 Series
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NOTE 16 — DISCRETELY PRESENTED COMPONENT UNITS (continued)

A Motor License Fund-Enhanced Subordinate Revenue Bonds ($56,860) and for paying the cost of issuing 2016
First Series Motor License Fund-Enhanced Subordinate Special Revenue Refunding Bonds. The advanced refunding
of the 2010 Series A-2 Motor License Fund-Enhanced Subordinate Revenue Bonds, 2010 Series B-2 Motor License
Fund-Enhanced Subordinate Revenue Bonds and 2011 Series A Motor License Fund-Enhanced Subordinate
Revenue Bonds allowed the PTC to reduce its debt service by approximately $13,000. The transaction resulted in
an economic gain of approximately $9,500.

In May 2017, the PTC issued $291,850 2017 First Series Subordinate Revenue Refunding Bonds at a variable rate
with a maturity date of December 1, 2041. The 2017 First Series Subordinate Revenue Refunding Bonds were
issued to provide funds for the advanced refunding of a portion of the PTC’s 2009 Series A Subordinate Revenue
Bonds ($71,475) and 2009 Series D Subordinate Revenue Bonds ($215,130) and for paying the cost of issuing the
2017 First Series Subordinate Revenue Refunding Bonds. The advance refunding of the 2009 Series A Subordinate
Revenue Bonds and 2009 Series D Subordinate Revenue Bonds allowed the PTC to reduce its debt service by
approximately $125,600. The transaction resulted in an economic gain of approximately $66,500.

PHFA

On July 21, 2016, the PHFA issued Series 2016-120 single family mortgage revenue bonds in the amount of
$214,265. A portion of the proceeds of this issuance and a PHFA contribution were used to refund $158,770 of
Series 2009-107A bonds. This refunding resulted in an economic gain equal to $8,062 and a reduction of future
debt service payments equal to $2,559.

On October 3, 2016, the PHFA issued Series 2016-121 single family mortgage revenue bonds in the amount of
$254,835. A portion of the proceeds of this issuance and a PHFA contribution were used to refund $131,440 of
Series 2009-107B bonds. This refunding resulted in an economic gain equal to $2,896 and a reduction of future
debt service payments equal to $1,936.

On February 1, 2017, the PHFA issued Series 2017-122 single family mortgage revenue bonds in the amount of
$239,645. A portion of the proceeds of this issuance and a PHFA contribution were used to refund $169,660 of
Series 2009-107C bonds. This refunding resulted in an economic gain equal to $2,249 and an increase of future
debt service payments equal to $6,681.

On June 20, 2017, the PHFA issued Series 2017-123 single family mortgage revenue bonds in the amount of
$261,390. A portion of the proceeds of this issuance and a PHFA contribution were used to refund $71,940 of
Series 2006-96A bonds, $79,550 of Series 2007-97A bonds and $13,110 of Series 2007-98A bonds. This refunding
resulted in an economic gain equal to $4,817 and a reduction of future debt service payments equal to $2,427.
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NOTE 16 — DISCRETELY PRESENTED COMPONENT UNITS (continued)

Other Postemployment 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, 2017 and the PHFA and SSHE at June 30, 2017 as follows:

As of and for the fiscal year ended PTC
June 30, 2017 (May 31, 2017) PHFA SSHE
Annual required contributions............ccccceeeeue $ 11,121 $ 7405 $ 97,652
Interest on net OPEB obligation.........cccccoeve. (7,405) 1,598 47,032
Adjustment to annual required contribution. 15,848 (2,181) (66,999)
Annual OPEB cost (expense) 19,564 6,822 77,685
Qualifying contributions...........cccccovvnnniiinnns (28,176) (1,247) (39,240)
Increase in net OPEB obligation/(asset)......... (8,612) 5,575 38,445
Net OPEB obligation/(asset), July 1, 2016........ (113,930) 35,765 1,106,643

Net OPEB obligation/(asset), June 30,2017... ¢ (122542) $ 41,340 $ 1,145,088

Actuarial Value Actuarial Unfunded Funded Ratio  Estimated UAAL as a

of Assets Accrued Actuarial (assets as % Covered Percentage

As of and for the fiscal year ended June 30, 2017 Liability Accrued of AAL) Payroll of Covered
PTC (May 31, 2017).ccovvvvvvvvrmmmmmssssssssssss $ 331568 $ 330,395 $ (1,173) 100.4% $ 124,458 -0.9%
PHEA. s $ R $ 65,976 $ 65,976 00% $ 18,523 356.2%
SSHE. ..o $ R $ 1,106,763 $ 1,106,763 0.0% $ 592,245 186.9%

Note: The PHFA report their OPEB liability as other noncurrent liabilities on the Statement of Net Position.
Net Pension Liability and Pension Expense

The PTC, PHEAA, PENNVEST and SSHE all have employees that are members of the Pennsylvania State Employees
Retirement System (SERS). The SSHE is also a member of the Public School Employees Retirement System (PSERS).
For the fiscal year ended June 30, 2017 (May 31, 2017 for the PTC), these entities reported a net pension liability,
proportionate share percentage and pension expense as follows:

SERS

PTC
Fiscal year ended June 30, 2017 (May 31, 2017) PHEAA PENNVEST SSHE
Net pension liability..............c.cocu... $ 379173 $ 474743 $ 6,891 $ 931,620
Proportionate share percentage........ 1.97% 2.46% 0.04% 4.84%
Pension eXPense.......cccceveveeveeveeneane. $ 53500 % 79651 % 1,078 $ 130,551
PSERS
Fiscal year ended June 30, 2017 SSHE
Net pension liability.............c.ccceeveenn. $ 90,838
Proportionate share percentage........ 0.18%
Pension eXPense.......cccceveveevveeveeneane. $ 20,223

The PHFA'’s full time employees participate in two defined benefit single employer plans. For the fiscal year ended
June 30, 2017, the PHFA reported a net pension liability of $26,307 and a pension expense of $4,489.
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2017

NOTE 16 — DISCRETELY PRESENTED COMPONENT UNITS (continued)

Commitments and Contingencies

PTC

The 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 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, 2017 the PTC has
paid PennDOT $5,650,000; the Motor License Fund received $2,250,000 and the Public Transportation Trust Fund
received $3,400,000.

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). The outstanding principal related to these Special Revenue Bonds was
$994,773 at May 31, 2017.

Deferred Outflows and Inflows of Resources

The following table discloses the deferred outflows of resources and deferred inflows of resources at June 30, 2017
(May 31, 2017 for the PTC):

Deferred Outflows of Resources PTC PHFA PHEAA PENNVEST SSHE
HEAQGE AEIIVALIVES ...t $ 106,825 $ - $ - $ - $
Pensions

Difference between expected and actual experience.............cccccceuvuninns 5,473 3,481 6,853 99 13,448
Net difference between projected and actual investment earnings... 31,866 2,852 39,897 579 83,356
Changes iN ProportioNS..........ccccciriniiics s 7,560 - 35,291 243 17,054
Changes iN asSUMPLIONS..........cciiiiiieir e 23,161 5,982 28,998 421 60,184

Difference between employer contributions and proportionate
share of total contributions............ccccccviiiniii s - - - - 555
Contributions after the measurement date 16,299 2,050 22,930 343 58,639
Deferred loss on bond refundings.........cccccovcniicincnicicccerces 343,320 5,190 841 - 7,872
$ 534504 $ 19,555 $ 134,810 $ 1,685 $ 241,108

Deferred Inflows of Resources
Deferred gain on bond refundings..........ccccoveeeiniiiciiiincccccne $ 3,207 $ - $ 82,247 $ - $ 934
Deferred gain on sales leaseback...........ccccoveeeiniiiiiiiinccccc - - 258
HEAQGE AEIIVALIVES ...t 2,700 3,458
Pensions

Difference between expected and actual experience.............ccccccevunins 8,484 463 10,622 154 21,601
Net difference between projected and actual investment earnings...
Changes iN ProportioNs...........ccccciiiicn s 8,751 - - 9 20,416
Changes iN asSUMPLIONS..........cciiiiiiieir e - 843
Difference between employer contributions and proportionate
share of total contributions...........ccccvviiviiiii 1,054 - 979 15 4,323
Service concession arrangements . 122,694
TOTAD e $ 146,890 $ 4,764 $ 94,106 $ 178 $ 47,274
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2017

NOTE 16 — DISCRETELY PRESENTED COMPONENT UNITS (continued)

Subsequent Events
PTC

On July 27, 2017, the PTC issued $750,510 2017 Series B Subordinate Revenue Bonds consisting of $379,115 2017
Series B Sub-Series B-1 Subordinate Revenue Bonds, $371,395 2017 Series B Sub-Series B-2 Subordinate Revenue
Bonds and $45,390 2017 First Series Motor License Fund-Enhanced Subordinate Special Revenue Refunding Bonds.
The 2017 Series B Sub-Series B-1 Subordinate Revenue Bonds were issued to finance a portion of the costs of
making payments to PennDOT in accordance with Act 44 and Act 89, to fund necessary reserves to the extent
required for the 2017 Series B Sub-Series B-1 Subordinate Revenue Bonds and to pay the costs of issuing the 2017
Series B Sub-Series B-1 Subordinate Revenue Bonds. The 2017 Series B Sub-Series B-2 Subordinate Revenue Bonds
were issued to provide funds to finance the costs of advance refunding various PTC outstanding bonds and to pay
the cost of issuing the 2017 Series B Sub-Series B-2 Subordinate Revenue Bonds. The 2017 First Series Motor
License Fund-Enhanced Subordinate Special Revenue Refunding Bonds were issued to provide funds to finance the
costs of advance refunding various PTC outstanding bonds and to pay the cost of issuing the 2017 First Series
Motor License Fund-Enhanced Subordinate Special Revenue Refunding Bonds.

On August 24, 2017, the PTC received its first bond rating from Kroll Bond Rating Agency (KBRA). KBRA assigned a
long-term credit rating of AA- and a Stable outlook to the PTC’s upcoming 2017 Series A-1 Senior Revenue Bonds
and 2017 Series A-2 Senior Revenue Refunding Bonds, which are expected to be issued during the third quarter of
calendar year 2017. KBRA also assigned a long-term credit rating of AA- and a Stable outlook to all the PTC’s
outstanding Senior Revenue Bonds on a parity basis.

On October 11, 2017, the PTC issued $498,955 Turnpike Revenue Bonds Series A of 2017 consisting of Series A-1
and A-2 at a fixed rate with a final maturity of December 1, 2047. The 2017 A Bonds were issued to finance the
costs of various capital expenditures set forth in the PTC’s current or any prior ten year capital plan, to provide
funds to finance the advance refunding of a portion of the PTC’s outstanding senior bonds, for making a required
deposit to the Debt Service Reserve Fund and for paying the costs of issuing the 2017 A Bonds.

On October 12, 2017, the PTC issued $140,320 Turnpike Revenue Bonds Series B of 2017 consisting of B-1 and B-2
at a variable rate with a final maturity of December 1, 2021. The 2017 B Bonds were issued to current refund a
portion of the PTC’s outstanding variable rate senior bonds and for paying the cost of issuing the 2017 B Bonds.

On October 26, 2017, the PTC received its first bond rating for its Turnpike Subordinate Revenue Bonds and its
Motor License Fund-Enhanced Turnpike Subordinate Special Revenue Bonds from Kroll Bond Rating Agency
(KBRA). KBRA assigned a long-term credit rating of A+ and a Stable outlook to the PTC’s Turnpike Subordinate
Revenue Refunding Bonds, Second Series of 2017 and also assigned a long-term credit rating of A+ and a Stable
outlook to all the PTC outstanding Turnpike Subordinate Revenue Bonds on a parity basis. Additionally, KBRA
assigned a long-term credit rating of AA- and a Stable outlook to the PTC’s Motor License Fund-Enhanced Turnpike
Subordinate Revenue Refunding Bonds, Second Series of 2017 and also assigned a long-term credit rating of AA-
and a Stable outlook to all the PTC’s outstanding Motor License Fund-Enhanced Turnpike Subordinate Revenue
Bonds on a parity basis.

On November 21, 2017, the PTC authorized the issuance of the PTC’s variable or fixed rate Subordinate Revenue
Bonds in an aggregate initial principal amount not to exceed $500,000 (based on par amount), for the purpose of
financing the advance refunding of a portion of the PTC’s outstanding Subordinate and Motor License Fund-
Enhanced bonds and for paying the costs of issuing the bonds.

On November 30, 2017, the PTC issued $150,425 Turnpike Subordinate Revenue Refunding Bonds, Second Series
of 2017 and $243,675 Motor License Fund-Enhanced Turnpike Subordinate Special Revenue Refunding Bonds,
Second Series of 2017 at a fixed rate with a final maturity of December 1, 2041. The 2017 Second Series Bonds
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2017

NOTE 16 — DISCRETELY PRESENTED COMPONENT UNITS (continued)

were issued to finance the advance refunding of a portion of the PTC’s outstanding Subordinate and Motor License
Fund-Enhanced bonds and for paying the costs of issuing the 2017 Second Series Bonds.

On December 5, 2017, the PTC authorized the issuance of the PTC’s variable or fixed rate Revenue Bonds in an
aggregate initial principal amount not to exceed $300,000 (based on par amount), for the purpose of financing the
advance refunding of a portion of the PTC’s outstanding Revenue bonds and for paying the costs of issuing the
bonds.

PENNVEST

The Pennsylvania Infrastructure Investment Authority issued several debt instruments in the form of commercial
paper, Series 2016A, for the purpose of short term funding of construction projects as part of the
PENNVEST/Commonwealth Funded Loan Pool. Details are as follows:

Issue Interest Maturity Par Maturity Interest
COMMERCIAL PAPER Dates Rates Dates Amount Amount Amount
Bank of America............ 7/3/2017 0.98 10/3/2017 $ 5,034 $ 5,046 $ 12
Bank of America............ 9/5/2017 0.87 11/14/2017 5,043 5,051 8
Bank of America............ 10/3/2017 1.00 1/3/2018 5,047 5,060 13
Bank of America............ 11/14/2017 0.99 1/8/2018 5,052 5,060 8
Bank of America............ 11/27/2017 1.05 1/22/2018 7,500 7,512 12
Morgan Stanley............. 8/17/2017 0.82 10/3/2017 3,000 3,003 3
Morgan Stanley............. 9/29/2017 0.95 11/2/2017 6,000 6,005 5
Morgan Stanley............. 10/3/2017 0.93 12/4/2017 3,004 3,009 5
Morgan Stanley............. 11/2/2017 0.98 2/6/2018 6,006 6,021 15
Total ..o $ 45,686 $ 45,767 $ 81

PHFA

On September 28, 2017, the PHFA issued Single Family Mortgage Revenue Bonds Series 2017-124 totaling
$206,965. Proceeds included a portion to be used for refunding certain Single Family Mortgage Revenue Bonds
previously issued by the PHFA equal to $85,650; the remainder is to be used to purchase new single family
mortgage loans.

From July 1, 2017 through October 2, 2017, the effective date of these basic financial statements, the PHFA has
entered into construction contracts totaling $15,958. These are in addition to the construction contracts in place as
of June 30, 2017. As of October 2, 2017, $19,725 of construction contracts totaling $24,366 is still outstanding.

SSHE

In September 2017, PHEFA issued Series AU-1 tax exempt revenue bonds in the amount of $36,625, Series AU-2
tax-exempt revenue bonds in the amount of $76,490, and Series AU-3 taxable revenue bonds in the amount of
$15,145. The net proceeds from the Series AU-1 revenue bonds were used to finance capital projects at several
universities. The net proceeds from the Series AU-2 and AU-3 revenue bonds were used to advance refund a
portion of the Series AH revenue bonds. The refunding was performed to reduce debt service by approximately
$12,700 and resulted in an economic gain (difference between the present values of the old and new debt service
payments) of $12,000. In connection with the bond issuance, the State System entered into a loan agreement with
PHEFA under which the State System pledged its full faith and credit for repayment of bonds.
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2017

NOTE 17 — SUBSEQUENT EVENTS

Short Term Debt

On August 14, 2017, the Commonwealth initiated a Short-Term Investment Agreement (Investment Agreement) between the
Treasury Department’s Short-Term Investments Pool (STIP) and the Office of the Budget for $750,000. 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 revenue for the general purposes of the Commonwealth and such other 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. The Investment Agreement expired on August 23, 2017. On August 23, 2017, the principal of $750,000
was repaid. Additionally, per the Investment Agreement the interest calculated of $142 was repaid along with the principal.
The Investment Agreement expired on August 23, 2017.

On August 24, 2017, the Department of Transportation entered into a Memorandum of Understanding (MOU) with the Office
of the Budget establishing a line of credit (LOC) for $241,000 between the Motor License Fund (MLF) and the General Fund.
The LOC is a revolving line of credit that permits the General Fund to borrow monies only to be used to pay expenditures of
state monies from the General Fund during fiscal year 2017-18. None of the borrowed monies may be used for federal
expenditures. The LOC establishes an interest rate based on the monthly rate of return earned by the Department of
Treasury’s Short-Term Investment Pool (Pool 999) and will be calculated on a daily basis by multiplying the principal amount
of the LOC outstanding by the Pool 999 Average Weighted Yield month-to-date rate applicable to each day of the period from
the date of the first draw through the date of repayment. Pursuant to the terms of the MOU the General Fund received
$241,000 from the MLF on August 24, 2017. According to the terms of the MOU, the principal and interest must be repaid by
the July 30, 2018 expiration date of the MOU.

On October 13, 2017, the Commonwealth initiated an Investment Agreement between the Treasury Department’s STIP and
the Office of the Budget for $700,000. 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 revenue for the general purposes of the Commonwealth
and such other 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 October 18, 2017, the principal of $700,000 was
repaid. Additionally, per the Investment Agreement the interest calculated of $99 was repaid along with the principal. The
Investment Agreement expired on October 20, 2017.

On October 26, 2017, the Commonwealth initiated an Investment Agreement between the Treasury Department’s STIP and
the Office of the Budget for $1,800,000. 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 revenue for the general purposes of the Commonwealth
and such other expenses payable from the General Fund. Advances to the General Fund related to the Investment
Agreement occurred on October 27, 2017 for $100,000 and on November 1 for $200,000. On November 6, 2017, the principal
of $300,000 was repaid. Additionally, per the Investment Agreement the interest calculated of $51 was repaid along with the
principal. On November 15, 2017 the Treasury advanced $1,200,000 to the General Fund related to the October 26
Investment Agreement. The Office of the Budget authorized the transfer of $600,000 in funds on November 20, 2017 to
retire $600,000 of the outstanding advance on the November 15" STIP investment. In addition to the $600,000 principal
repayment, $76 of interest was also paid. The Investment Agreement will expire on April 2, 2018.

General Obligation Bonds

On November 8, 2017 the Commonwealth sold $970,030 General Obligation Bonds, First Refunding Series of 2017 to refund
$999,565 of prior issued Commonwealth general obligation bonds. Anticipated debt service savings from this refunding is
$63,720.

Bond Redemption

In July 2017, the Department of Labor & Industry, through the Pennsylvania Economic Development Financing Authority,
called a total of $114,745 Series 2012 B Unemployment Compensation Revenue Bonds for early redemption at face value.
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NOTES TO FINANCIAL STATEMENTS (amounts in thousands) June 30, 2017

NOTE 17 — SUBSEQUENT EVENTS (continued)

The bonds carried an interest rate of 5%. The amounts and their respective maturity dates were as follows: $61,650
originally maturing on July 1, 2022 and $53,095 originally maturing on January 1, 2022.

Workers’ Compensation

On June 20, 2017, the Pennsylvania Supreme Court issued its decision in Protz v. WCAB, ruling that Section 306(a.2) of the
Workers’ Compensation Act (77 P.S. 511.2), pertaining to the method of conducting impairment rating examinations based
on American Medical Association guidelines, is an unconstitutional delegation of legislative authority which effectively ends
partial disability determinations and eliminates the 500 week cap on partial disability indemnity payments. In response, the
Pennsylvania Compensation Rating Bureau submitted a filing to the Pennsylvania Insurance Department which proposed a
6.06% increase in loss costs with a proposed effective date of November 1, 2017. The filing remains under review and
potentially affects the State Workers Insurance Fund (SWIF). The effect of this ruling on the SWIF’s and the Commonwealth’s
workers’ compensation insurance loss liability has not been determined, but it is expected to result in a future increase to the
SWIF liability. The Pennsylvania legislature is currently evaluating options to address the Supreme Court’s concerns regarding
the method for updating standards for evaluating a worker’s degree of impairment.
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NOTES TO THE FINANCIAL STATEMENTS (amounts in thousands) June 30, 2017

NOTE 18 — CHANGE IN REPORTING ENTITY

Effective July 1, 2016, the Commonwealth had the following changes in reporting entity.
Continuing Government Merger:

As enacted by Act 76 of 2016, the previously legally separate Pennsylvania eHealth Partnership Authority (eHealth) was
absorbed by the primary government’s Department of Human Services. For GAAP reporting purposes under GASB Statement
69: Government Combinations and Disposals of Government Operations, this is considered a continuing government merger,
which is required to be effective the first day of the reported period. Prior to July 1, 2016, eHealth was reported as a
discretely presented component unit (DPCU). Effective July 1, 2016, eHealth’s net position/fund balance and activities are
reported in the General Fund. The asset and liability balances of eHealth reported in the General Fund are disclosed in Note
5.

Fund Reclassification:

Periodically the Commonwealth assesses all special revenue and general fund component classifications to ensure that they
continue to meet the GASB Statement 54: Fund Balance Reporting and Governmental Fund Type Definitions requirements for
revenue streams. For the fiscal year ended June 30, 2017, the Veterans’ Trust Fund was reclassified from a general fund
component to a special revenue fund.

The effects of the changes in reporting entity on the basic financial statements are displayed below:

Governmental Funds Balance Sheet

Motor Nonmajor
General Fund  License Fund Funds Total
Fund balances, as previously reported, at June 30,2016. $ 90,109 $ 884,742 $ 3573429 $ 4,548,280
Reclassification of fund per GASB 54:

Veterans' Trust FUNG.........ccooovveiviiieiceee s (1,960) - 1,960 -
Continuing Government Merger:

E-HEAItN ... 2,048 - - 2,048
Fund balances as of July 1, 2016..........cccoeeeviiviiieeeennnnne $ 90,197 $ 884,742 $ 3575389 $ 4,550,328

Government-wide Statement of Net Position

Primary Government

Business-
Governmental type Component
Activities Activities Total Units

Net position, as previously reported, at June 30, 2016.... $13,033995 $ 440,152 $ 13474,147 $ 1,782,143
Continuing Government Merger:

E-HEAItN ... 361 - 361 (361)
Net position as of July 1, 2016...........cceeeeriiiiiiiiirnnnnnn. $13,034,356  $ 440,152 $ 13,474,508 $ 1,781,782

Discretely Presented Component Units Statement of Net Position

rennsyivania Nonmajor
Pennsylvania Higher Pennsylvania Discretely
Pennsylvania Housing Education Infrastructure  State System Presented
Turnpike Finance Assistance Investment of Higher Component
Commission Agency Agency Authority Education Units Total

Net position, as previously reported, at June 30, 2016.... $ (4,646,659) $ 787,769 $ 751,711  $ 3513015 $ 211,282 $ 1,165,025 $ 1,782,143
Continuing Government Merger:

€-HEAItN ..o - - - - - (361) (361)
Net position as of July 1, 2016...........o..rrrrrerrreennnen. $ (4646659 $ 787,769 $ 751711 $ 3513015 $ 211,282 $ 1,164,664 $ 1,781,782
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Commonwealth of Pennsylvania

Schedule of Pension Amounts

Commonwealth's Proportionate Share of the Net Pension Liability
For the Last Ten Fiscal Years Ended June 30 (1)

(Amounts in thousands) 2017 2016 (2) 2015
SERS as of 12/31
Commonwealth's portion of the net pension liability............cooeeiiiii 82.44% 83.05% 82.94%
Commonwealth's proportionate share of the net pension liability ..........c.cccoeocvvviiireeeeiinnne $ 15,879,154 $ 15,097,007 $ 12,318,240
Commonwealth's covered Payroll.............coooii i $ 4,801,482 $ 4,883,069 $ 4,668,334
Commonwealth's proportionate share of the net pension liability

as a percentage of its covered Payroll..........cooveiiiiuiiiiieiiie e 330.71% 309.17% 263.87%
Plan fiduciary net position as a percentage of the total pension liability................ccccceeeieinnne 57.80% 58.90% 64.80%

PSERS as of 6/30
Non-employer contributing entity
Commonwealth's proportionate share of the net pension liability .............cccooeeiiiiiiiiiiinneeienn, $ 291,791

$ 251,536 $ 223,083

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

(1) The Commonwealth adopted GASB 68 on a prospective basis for the fiscal year ended June 30, 2015; therefore, only three years are presented

in the above schedule.

(2) Every five years, SERS is required to conduct an actuarial experience study to determine whether the assumptions used in its annual actuarial
valuations remain accurate based on current and anticipated demographic trends and economic conditions. The 18th Investigation of Actuarial
Experience study for the period 2011 — 2015 was released in March 2016 and can be viewed at www.sers.pa.gov. The actuary, under oversight of
the SERS Board, reviewed economic assumptions (such as the assumed future investment returns and salary increases) as well as demographic
assumptions (such as employee turnover, retirement, disability, and death rates). Some assumption adjustments increased projected cost and some

decreased projected cost, but the overall result was an increase to the net pension liability.
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Commonwealth of Pennsylvania

Schedule of Pension Amounts
Commonwealth's Schedule of Contributions

For the Last Ten Fiscal Years Ended June 30 (1)

(Amounts in thousands)

SERS as of 12/31

Contractually required CONTABULION. ...........uie e
Contributions in relation to the contractually required contribution..............ccoooviiiiiiiiniiiinnnnn,
Contribution defiCIENCY (EXCESS)....ciiiiiiiiiiiiiiiiiiiieeite ettt e e e e e e e e e eaeeens
Commonwealth's covered payroll .
Contributions as a percentage of its covered Payroll.............cccoooiiieiriiiiiiee e

PSERS as of 6/30
Non-employer
Contributions t0 the PlaN.........oooiiri e

2017 (2) 2016 2015
1,338,517 $ 1,119,266 $ 900,733
1,338517 $ 1,119,266 $ 900,733

- $ - $ -
4,801,482 $ 4,883,060 $ 4,668,334
27.88% 22.92% 19.29%
22822 $ 18,732  $ 14,994

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

(1) The Commonwealth adopted GASB 68 on a prospective basis for the fiscal year ended June 30, 2015; therefore, only three years are presented

in the above schedule.

(2) Contributions to the PSERS plan as of June 30, 2017 are based on an accrued estimate, and are revised annually to the Commonwealth's

proportionate share of contributions reported by PSERS.
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Commonwealth of Pennsylvania

Schedule of OPEB Amounts

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, 2017

(Amounts in thousands)

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, 2017
Actuarial Valuation Date.... January 1, 2017 January 1, 2017 July 1, 2016 July 1, 2016 July 1, 2015
Actuarial Value of Assets... $ 313,226 $ 88,297 $ - $ - $ - $ 401,523
Actuarial Accrued Liability (AAL) $ 16,546,732 $ 4,875,372 $ 586,100 $ 493,897 $ 317,614 $ 22,819,715
Unfunded Actuarial Accrued Liability (UAAL) $ 16,233,506 $ 4,787,075 $ 586,100 $ 493,897 $ 317,614 $ 22,418,192
Funded Ratio (assets as % of AAL) 1.9% 1.8% 0.0% 0.0% 0.0% 1.8%
Estimated Annual Covered Payroll $ 4,485,281 $ 411,026 $ 204,500 $ 92,898 $ 46,113 $ 5,239,818
UAAL as a Percentage of Covered Payroll. 361.9% 1164.7% 286.6% 531.7% 688.8% 427.8%
As of and for the fiscal year ended June 30, 2016
Actuarial Valuation Date.... January 1, 2015 January 1, 2015 July 1, 2016 July 1, 2014 July 1, 2015
Actuarial Value of Assets... $ 144,744 $ 80,217 $ - $ - $ - $ 224,961
Actuarial Accrued Liability (AA $ 16,134,419 $ 3,531,015 $ 562,300 $ 415,274 $ 306,524 $ 20,949,532
Unfunded Actuarial Accrued Liability (UAAL) $ 15,989,675 $ 3,450,798 $ 562,300 $ 415,274 $ 306,524 $ 20,724,571
Funded Ratio (assets as % of AAL)... 0.9% 2.3% 0.0% 0.0% 0.0% 1.1%
Estimated Annual Covered Payroll..... $ 4,289,099 $ 394,325 $ 202,500 $ 95,298 $ 46,120 $ 5,027,342
UAAL as a Percentage of Covered Payroll. 372.8% 875.1% 277.7% 435.8% 664.6% 412.2%
As of and for the fiscal year ended June 30, 2015
Actuarial Valuation Date...........cccceevvueeeeeiiinnnnnss January 1, 2015 January 1, 2015 July 1, 2014 July 1, 2014 July 1, 2014
Actuarial Value of Assets. $ 144,744 $ 80,217 $ - $ - $ - $ 224,961
Actuarial Accrued Liability (AAL, $ 16,134,419 $ 3,531,015 $ 502,600 $ 415,274 $ 230,631 $ 20,813,939
Unfunded Actuarial Accrued Liability (UAAL) $ 15,989,675 $ 3,450,798 $ 502,600 $ 415,274 $ 230,631 $ 20,588,978
Funded Ratio (assets as % of AAL)... 0.9% 2.3% 0.0% 0.0% 0.0% 1.1%
Estimated Annual Covered Payroll $ 4,289,099 $ 394,325 $ 200,600 $ 95,298 $ 48,548 $ 5,027,870
UAAL as a Percentage of Covered Payroll. 372.8% 875.1% 250.5% 435.8% 475.1% 409.5%
Total
PA House of Primary
Employer Contributions: REHP RPSPP PA Judiciary Representatives PA Senate Government
For the fiscal year ended June 30, 2017
Annual required contribution $ 1,098,431 $ 322,954 $ 44,808 $ 52,039 $ 19,989 $ 1,538,221
Percentage contributed 59.5% 38.4% 63.8% 35.9% 41.3% 54.2%
For the fiscal year ended June 30, 2016
Annual required contribution $ 1,158,740 $ 253,230 $ 42,858 $ 46,217 $ 19,301 $ 1,520,346
Percentage contributed 70.4% 35.8% 49.0% 37.0% 42.6% 62.7%
For the fiscal year ended June 30, 2015
Annual required contribution $ 1,127,590 $ 242,910 $ 40,930 $ 46,217 $ 14,370 $ 1,472,017
Percentage contributed 70.6% 33.8% 58.4% 34.5% 46.8% 62.8%

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

Following is a list of assumptions used in the January 2017 valuation for the REHP and RPSPP plans.

Economic Assumptions - The discount rate used is 5.0%.

Healthcare Assumptions - The healthcare trend rates used updated assumptions for short-term trend based on a review of the Commonwealth's

historical trend rates; for long-term trend using Getzen Model version 2016_a and SERS' inflation assumption.

Demographic assumptions - The demographic assumptions used for valuing the liabilities of the postemployment medical plan are consistent with those used for the actuarial
valuation of the State Employees' Retirement System (SERS) as of December 31, 2016 and experience study presented to the SERS Board in March 2016. The demographic

assumptions include the rate of mortality, the rate of withdrawal, the rate of retirement, and the rate of disability.

Commonwealth of Pennsylvania 186

www.pa.gov

Governor's Office of the Budget
www.budget.pa.gov



Commonwealth of Pennsylvania

Schedule of OPEB Amounts

Changes in the Net OPEB Liability and Related Ratios
Retired Employees Health Program (REHP)

Retired Pennsylvania State Police Program (RPSPP)

For the Last Ten Fiscal Years Ended June 30 (1)

(Amounts in thousands)

As of and for the fiscal year ended June 30, 2017
Total OPEB liability

Service cost
Interest
Changes in benefit terms
Differences between expected and actual eXPerienCe. ...........oceuveeuuuiiiieaiiiiiir e e e eeeeees
Changes Of @SSUMIPLIONS. .....ieeiti ettt e e et e e e e e e et e e e e e e e eta e e e e eeennnnns
BENEFit PAYMENTS. ...ttt eee it e e e e eeer e
Contributions - retiree
Net change in total OPEB liability
Total OPEB liability - beginning
Total OPEB liability - ending (a)

Plan fiduciary net position

(00T aY ] T oY IR =Ty T o] Y=Y PP
CONEIDULIONS = FETIMBE. ..eviiiiiiiiiiiiii ettt ettt e e e e e e e e e e e e e e e e e e e e e e e e e eaaaeas
Net investment income.
Benefit payments.......
Administrative expense....
Net change in plan fiduciary net position
Plan fiduciary net position - beginning
Plan fiduciary net position - ending (b)

Net OPEB liability (a) - (b)

Plan fiduciary net position as a % of total OPEB liability

REHP RPSPP
617,953 $ 193,336
633,617 196,049

(2,228,187) (803,662)

(649,705) (123,595)
52,198 1,143

(1,574,124) " $ (536,729)

21,910,888 6,746,387

20,336,764 $ 6,209,658
653,720 $ 122,870

52,198 1,143
31,833 11,133
(649,705) (123,595)
(6,213) (417)
81,833 $ 11,134
200,596 82,532
282,429 $ 93,666
20,054,335 _$ 6,115,992
1.39% 1.51%

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

(1) The Commonwealth adopted GASB 74 on a prospective basis for the fiscal year ended June 30, 2017; therefore only one yeal

is presented in the above schedule.

(2) For the fiscal year ended June 30, 2017, the discount rate applied for the development of the net OPEB liability was 3.58%.
The discount rate is based on the 20-year Bond Buyer GO Index. The investment rate of return used was 5.0% and the inflation rate was 2.6%
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Commonwealth of Pennsylvania

Schedule of OPEB Amounts

Contributions and Investment Returns
Retired Employees Health Program (REHP)

Retired Pennsylvania State Police Program (RPSPP)
For the Last Ten Fiscal Years Ended June 30 (1)

(Amounts in thousands)

Schedule of Contributions

2017

REHP

Contractually required CONTrDULION. ........c.uiiiii e e e eaens $ 734,378
Contributions in relation to the contractually required contribution...............c.cccoeeiiiiieinnn... (653,720)
Contribution defiCIENCY (EXCESS)....cuuuiiiiieii ettt e e e e e e e e e e e e e e e aeeas $ 80,658
RPSPP

Contractually required CONTrDULION. ........c.uiiiiiiii e e e e $ 132,201
Contributions in relation to the contractually required contribution...............c.cccceeiiiiiiinnnn.. (122,870)
Contribution defiCIENCY (EXCESS)....cuuuiiiiieiii e ee et e e e e e e e e e e e e e e aeens $ 9,331

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

(1) The Commonwealth adopted GASB 74 on a prospective basis for the fiscal year ended June 30, 2017;
therefore only one year is presented in the above schedule.

(2) Contribution requirements for the REHP and RPSPP are determined annually by the Commonwealth
based on projected cash flow requirements and a projected contribution toward pre-funding future cash outlays.

Investment Returns

Annual money-weighted rate of return, net of investment expense 2017
REHP . e 13.27%
RSP . e 13.27%

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

(1) The Commonwealth adopted GASB 74 on a prospective basis for the fiscal year ended June 30, 2017;
therefore only one year is presented in the above schedule.

(2) The money-weighted rate of return expresses investment performance, net of investment expense,
adjusted for changing amounts invested.
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Commonwealth of Pennsylvania
Budgetary Comparison Schedule
Budgeted Major Funds

General Fund

For the Fiscal Year Ended June 30, 2017

(Amounts in thousands) Actual
Original Final (Budgetary
Budget Difference Budget Difference Basis)
REVENUES:
State Programs:
COrPOration LTAXES. .. .oeeeeeeeeeee e e $ 5,154,300 (193,000) $ 4,961,300 $ (147,271) $ 4,814,029
CONSUMPLION TAXES..euueeerieeeeiieeeeie e e e e e e e e e e 11,979,400 (291,100) 11,688,300 47,899 11,736,199
(@] g T= g o= TP 14,656,900 (186,100) 14,470,800 (268,710) 14,202,090
TOTAL TAX REVENUE.......c...cccvuuneen 31,790,600 (670,200) 31,120,400 (368,082) 30,752,318
NONEAX FEVENUE. ......eeveeiieiiiiiiiieiiieeeeaeeeeeesaaseeeeansenennenennnnnes 985,800 295,500 1,281,300 (364,618) 916,682
TOTAL REVENUE STATE .. 32,776,400 (374,700) 32,401,700 (732,700) 31,669,000
less: REfUNAS......uuuiiiiiiiiiiiiiiiiiii (1,300,000) (50,000) (1,350,000) - (1,350,000)
plus: Departmental SErViCeS. ..........uuuvvieeiviriiiiiieeeeeeeiiinn. 4,243,546 - 4,243,546 (53,721) 4,189,825
TOTAL STATE PROGRAMS 35,719,946 (424,700) 35,295,246 (786,421) 34,508,825
Federal Programs. .............eu i eueeee s 26,609,846 245,135 26,854,981 - 26,854,981
TOTAL REVENUES. .. ..ot 62,329,792 (179,565) 62,150,227 (786,421) 61,363,806
EXPENDITURES:
State Programs........coeeiviiiiiiiiiiiiiiieeeeee e 35,775,268 410,065 36,185,333 (53,721) 36,131,612 *
Federal programs.............cccc..... 26,609,846 245,135 26,854,981 - 26,854,981
TOTAL EXPENDITURES 62,385,114 655,200 63,040,314 (53,721) 62,986,593
REVENUES UNDER EXPENDITURES..........c.ccceeevunnee. (55,322) (834,765) (890,087) (732,700) (1,622,787)
OTHER FINANCING SOURCES:
Prior YEar IapSesS. . ..cuuuiieeii e ee e - 57,400 57,400 20,913 78,313
REVENUES AND OTHER SOURCES OVER
(UNDER) EXPENDITURES AND OTHER USES................. (55,322) (777,365) (832,687) (711,787) (1,544,474)
FUND BALANCE
(BUDGETARY BASIS), JUNE 30, 2016, REVISED......... 1,991 (510) 1,481 3,660 5,141
FUND BALANCE
(BUDGETARY BASIS), JUNE 30, 2017, REVISED......... $ (53,331) (777,875) $ (831,206) $(708,127) $ (1,539,333)

* 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.pa.gov

- 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, 2017

(Amounts in thousands) Actual
Original Final (Budgetary
Budget Difference Budget Difference Basis)
REVENUES:
State Programs:
LiQUID FUBIS TAXES...uuueeeieeiiiiee e ettt et e e et e e e e eeanans $ 1,731,500 $ (3,800) 1,727,700 $ 4,960 $ 1,732,660
Motor [ICENSES aNd fEES. ... ..uieeiieii e 991,900 (5,900) 986,000 14,529 1,000,529
Other Motor License FUNd reVENUES *.........coeuieniiiniieiiieieeieeieeans 27,600 3,400 31,000 (5,660) 25,340
TOTAL REVENUE STATE . 2,751,000 (6,300) 2,744,700 13,829 2,758,529
plus: Departmental SEIVICES *.....coeiiiuiiiieeeeeiiiiie e e e e e e e e 284,082 - 284,082 (7,696) 276,386
TOTAL STATE PROGRAMS . ...ttt 3,035,082 (6,300) 3,028,782 6,133 3,034,915
Federal programs.................... 2,029,092 - 2,029,092 (346,686) 1,682,406
TOTAL REVENUES 5,064,174 (6,300) 5,057,874 (340,553) 4,717,321
EXPENDITURES:
SEALE PrOGIAMIS. .. .ieiiiiiee e et eeetite e e e e e eetat e e e e e e eaatae e e eeeeastn e e eeeeestnnaaaaaees 3,061,786 - 3,061,786 (23,308) 3,038,478
Federal Programs.......... i e e et et e e et e e e et e e e e e e aeaes 2,029,092 - 2,029,092 (346,686) 1,682,406
TOTAL EXPENDITURES......cccviiiiiiieeiiieeeiieee 5,090,878 - 5,090,878 (369,994) 4,720,884
REVENUES OVER (UNDER) EXPENDITURES (26,704) (6,300) (33,004) 29,441 (3,563)
OTHER FINANCING SOURCES:
CUITENT VAN laPSES ™™ ...t e e e ettt e e e et e e e e eeeenen - 5,000 5,000 (5,000) -
PriOr YT JAPSES. .. e eeeeiiiie e e ettt e e e e e e e e e e aar e - 20,000 20,000 16,585 36,585
TOTAL OTHER FINANCING SOURCES.......cciiiiiiiieiiieeeiieeei e, - 25,000 25,000 11,585 36,585
REVENUES AND OTHER SOURCES OVER
(UNDER) EXPENDITURES AND OTHER USES.......cccooveiiieieeeeenen. (26,704) 18,700 (8,004) 41,026 33,022
FUND BALANCE
(BUDGETARY BASIS), JUNE 30, 2016......ccceevviiiieeeeeiiiiiiaeeeeeeeninnnn 40,077 - 40,077 - 40,077
FUND BALANCE
(BUDGETARY BASIS), JUNE 30, 2017....ccceiiiiiiiieeeeeeeiiicee e eeeevinnn $ 13,373 $ 18,700 32,073 $ 41,026 $ 73,099

* 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.pa.gov

- The notes to required supplementary information are an integral part of this schedule. -
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NOTES TO THE 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 anticipated to be 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: www.budget.pa.gov 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 THE 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:

Budgetary basis — revenues and other
sources under expenditures
and Other USES..........ouovvviririrrrrrirssssinis

Adjustments:
Basis differences

To adjust revenues, other financing
sources and related receivables
and unearned revenue...........ccooeeveeeveeneae

To adjust expenditures, other financing
uses and related accounts payable

and accrued liabilities...............c.cccovveeeeeenne

Basis difference adjustments

Perspective differences

Nonbudgeted statutory funds which are
financially reported as part of this

fund:

REVENUES.......coeeeeriteee e
EXpenditures.........occovvecennnicicnnins

Perspective difference adjustments..
Net adjustments............ccoeeeevvvinneens

Modified accrual basis — net change in
governmental fund balance

General Fund

General

Fund Motor

Components License
(Nonbudgeted) Total Fund
$(1,544474) $ - $(1,544474) $ 33,022
- (509,394) 2,057,137
- 1,054,610 (1,965,766)

- 545,216 91,371

1,149,170 1,149,170 378
(937,677) (937,677) (400)
211,493 211,493 (22)

211,493 756,709 91,349

$ (999,258) $ 211,493 $ (787,765 $ 124,371

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.
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NOTES TO THE REQUIRED SUPPLEMENTARY INFORMATION (amounts in thousands)

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
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 a net $410 of appropriation increases approved for the fiscal
year ended June 30, 2017.

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, 2017. 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: www.budget.pa.gov and click on Publications and Reports and then click on Status of Appropriations.
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:
www.budget.pa.gov by clicking on Publications and Reports at the top of the page and then click on Annual Financial Reports
and finally click on ‘General Fund Budgetary Comparison Schedule Rationale’ and ‘Motor License Fund Budgetary
Comparison Schedule Rationale’ at the bottom of the page.
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Commonwealth of Pennsylvania
Combining Balance Sheet-Nonmajor Governmental Funds

June 30, 2017

(Amounts in thousands)

ASSETS

Temporary investments...

Long-term investments..........
Receivables (net):

Due from pension trust funds
Due from component units.....
Due from Federal government

Advances to other funds.........

TOTAL ASSETS......cooiiiiiiiiiiinns

LIABILITIES, DEFERRED INFLOWS OF

RESOURCES, AND FUND BALANCES

Liabilities:

Accounts payable and accrued liabilities.........................

Investment purchases payable

Securities lending obligations....
Due to other funds..............cccueeet

Due to component units

Due to pension trust funds...........
Due to political subdivisions.........

Due to other governments

Unearned revenue.......................
Advances from other funds..........
TOTAL LIABILITIES..............

Deferred inflows of resources:

TOTAL DEFERRED INFLOWS OF RESOURCES.......

Fund balances:

Restricted..........ccoeveviviieeiiieeenn.
Committed.........coeeveiiniiineeanneen.
Unassigned deficit.......................

TOTAL FUND BALANCES

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

Commonwealth of Pennsylvania

www.pa.gov

Special Debt Capital
Revenue Service Projects
Funds Funds Funds Total
$ 23,855 $ - $ - $ 23,855
1,827,834 101,862 1,101,309 3,031,005
1,572,241 - 136,054 1,708,295
- - 36,089 36,089
188,055 3,222 - 191,277
5,380 94 986 6,460
5,452 - - 5,452
62,654 - - 62,654
178,753 - 19,457 198,210
2,236 - - 2,236
7,902 355 2,874 11,131
22,175 - - 22,175
174,750 - - 174,750
$ 4,071,287 $ 105,533 $ 1,296,769 $ 5,473,589
$ 232,847 $ 95,071 $ 66,952 $ 394,870
8,037 - - 8,037
58,016 - 4,771 62,787
54,587 - 7,159 61,746
17,650 - 15 17,665
2,166 - 7 2,173
152,199 - 38,619 190,818
506 - 2 508
116,511 3,222 - 119,733
12,000 - - 12,000
654,519 98,293 117,525 870,337
176,821 - - 176,821
3,122,650 - - 3,122,650
159,374 7,240 1,179,244 1,345,858
(42,077) - - (42,077)
3,239,947 7,240 1,179,244 4,426,431
$ 4,071,287 $ 105,533 $ 1,296,769 $ 5,473,589
196 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, 2017

(Amounts in thousands)

REVENUES:

Intergovernmental...............uveveeeeeeeieiiiieieeneeeeennen.
Charges for sales and Services...........cccceevvevevnnnnns
Investment iNCOME..........uuuiiiieiiiiiiiiiie e

EXPENDITURES:
Current:

Direction and supportive Services........cccceeeeuvunnns
Protection of persons and property..........ccccc........
Health and human Services.............ccccvvvvvuiieneenees
Public education.............ccoeeviuiiiiiiiiiiiiii e
Recreation and cultural enrichment......................
Economic development...........ccovvevvieieiiiieeeiiinees
TransSpPortation..........ccuuueeeveeeineeeeine e e erein e e
Capital outlay..........cccveviiieiiiiieece e

Debt service:

Principal retirement............coceeieviiiieeeeineeeeieees
Interest and fiscal charges........ccccoevvvviveviiinnenenn.
TOTAL EXPENDITURES ......coiviiiieiieiiieeeeennn

EXCESS/(DEFICIENCY) OF REVENUES

OVER/(UNDER) EXPENDITURES ................

OTHER FINANCING SOURCES (USES):

BONAS ISSUEM......ceveveieieiiieeie et
Refunding bonds issued............ccccoveveiiiiiiiineenne.
Premium on bonds/refunding bonds.....................
Discount on bonds issued............cccceeveveviiiieiiinnnnns
Transfers i
Transfers OUL.........ocuvvieiiiiiniii e
Payment to refunded bond escrow agent..............

NET OTHER FINANCING

SOURCES (USES)....veeveeeeeeeeeeeeeeeeeeeeeen e,

NET CHANGE IN FUND BALANCES.................
FUND BALANCES JULY 1, 2016..........ccocenveennee.

FUND BALANCES JUNE 30, 2017..........ccceunveenns

Commonwealth of Pennsylvania
www.pa.gov

Special Debt Capital
Revenue Service Projects
Funds Funds Funds Total
$1,859,177 $ - $ 324,336 $2,183,513
1,184,788 - - 1,184,788
853,467 20,724 - 874,191
253,382 - 7,252 260,634
125,113 272 19,296 144,681
385,269 13,830 - 399,099
4,661,196 34,826 350,884 5,046,906
389,366 - 53,137 442,503
702,908 - 1,577 704,485
689,785 - - 689,785
618,188 - 20,835 639,023
174,982 - 45,917 220,899
269,215 - 226,465 495,680
1,225,251 - 355,593 1,580,844
10,217 - 119,230 129,447
- 768,551 - 768,551
- 555,233 4,041 559,274
4,079,912 1,323,784 826,795 6,230,491
581,284 (1,288,958) (475,911) (1,183,585)
- - 1,208,725 1,208,725
- 604,667 503 605,170
- 80,381 162,546 242,927
- - (2,286) (2,286)
302,792 1,270,872 18,760 1,592,424
(629,249) (84) (299,916) (929,249)
- (683,084) - (683,084)
(326,457) 1,272,752 1,088,332 2,034,627
254,827 (16,206) 612,421 851,042
2,985,120 23,446 566,823 3,575,389
$3,239,947 $ 7,240 $1,179,244 $4,426,431
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SPECIAL REVENUE FUNDS
DESCRIPTION
NONMAJOR 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 40 individual special revenue funds.

There are a total of 48 individual special revenue funds; the Motor License Fund is reported as a Major Fund in the basic
financial statements.

Commonwealth of Pennsylvania 200 Governor's Office of the Budget
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Workers' Workers' Tobacco Public
Milk Compensation Compensation Settlement Transportation
Banking Marketing Admin. Security Fund Trust Gaming Other Total
ASSETS
CaSh. .. 13  $ 25 % 4 3 15 % 140 $ 69 $ 5,468 $ 18,121 % 23,855
Temporary investments... 24,923 3,883 82,381 47,840 117,248 220,980 621,878 708,701 1,827,834
Long-term investments........ccoveuievieeieeeeineeeieeeeenn 14,580 - - 669,678 - 296,046 - 591,937 1,572,241
Receivables (net):
ACCOUNTS. ..ttt e e e 10,919 - 5 - 176,821 4 3 303 188,055
Investment income........... 22 3 - 3,883 - 217 528 727 5,380
Investment sale proceeds.... - - - 5,452 - - - - 5,452
Other......coviiiiiiiiii, - - - - - - - 62,654 62,654
Due from other funds............... 9 1 12 - 6,718 147,870 10 24,133 178,753
Due from pension trust funds.... - - - - - - - 2,236 2,236
Due from component units........ - - - - - - 7,902 - 7,902
Due from Federal government... - - - - 1,220 - - 20,955 22,175
Advances to other funds.. - - 9,000 165,750 - - - - 174,750
TOTAL ASSETS. ..ottt 50,466 $ 3912 $ 91,402 $ 892,618 $ 302,147  $ 665,186 $ 635,789 $ 1,429,767 $ 4,071,287
LIABILITIES, DEFERRED INFLOWS OF
RESOURCES, AND FUND BALANCES
Liabilities:
Accounts payable and accrued liabilities.... 1,276 % 85 $ 3,869 $ 4580 $ 2,806 $ 16,304 $ 39,153 $ 164,774 $ 232,847
Investment purchases payable................. - - - 8,037 - - - - 8,037
Securities lending obligations....... 511 - - 26,366 - 10,382 - 20,757 58,016
Due to other funds................... 33 42 115 230 2,568 25 2,392 49,182 54,587
Due to component units...... - - 70 - - - 15,066 2,514 17,650
Due to pension trust funds..... 55 15 187 2 1 18 375 1,513 2,166
Due to political subdivisions... 1 - - - 465 58,573 18,070 75,090 152,199
Due to other governments..... 14 4 44 1 - 4 40 399 506
Unearned reVeNUE. ...........oeeeeieiiiuiiiee e e - 1,576 - - - 8,419 106,516 116,511
Advances from other funds...........cccccceeiieiiiininnnnnn. - - - - - - - 12,000 12,000
TOTAL LIABILITIES. ... 1,890 1,722 4,285 39,216 5,840 85,306 83,515 432,745 654,519
Deferred inflows of resources:
TOTAL DEFERRED INFLOWS OF RESOURCES.. - - - - 176,821 - - - 176,821
Fund balances:
RESTNCTEM. ..ot 48,576 2,190 87,117 853,402 - 579,880 552,274 999,211 3,122,650
COMMILEEd. ... - - - - 119,486 - - 39,888 159,374
Unassigned defiCit...........coeveiiiiieiiiiiicice e - - - - - - - (42,077) (42,077)
TOTAL FUND BALANCES.........ccieeeieee e 48,576 2,190 87,117 853,402 119,486 579,880 552,274 997,022 3,239,947
TOTAL LIABILITIES, DEFERRED INFLOWS
OF RESOURCES AND FUND BALANCES..............c..... $ 50466 $ 3912 $ 91,402 $ 892,618 $ 302,147 $ 665,186 $ 635,789 $ 1,429,767 $ 4,071,287
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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, 2017

(Amounts in thousands) Budgeted Funds
Workers' Workers' Tobacco Public
Milk Compensation Compensation Settlement Transportation
Banking Marketing Admin. Security Fund Trust Gaming Other Total
REVENUES:
TAXES...eeieeieiieeiiiiri $ -8 - $ - % - % - $ 469,351 $1,280,160 $ 109,666 $ 1,859,177
Licenses and fees..... 6,995 3,838 6 5,374 - 248,813 83,381 836,381 1,184,788
Intergovernmental - - - - 175,539 450,003 16,808 211,117 853,467
Charges for sales and Services..........cccccveeeeeeeeens 22,337 - 74,563 - 14,911 - - 141,571 253,382
Investment income................ooeeii, 1,240 26 - 52,977 1,116 19,098 3,330 47,326 125,113
2,035 - 103 112 369,417 - - 13,602 385,269
32,607 3,864 74,672 58,463 560,983 1,187,265 1,383,679 1,359,663 4,661,196
EXPENDITURES:
Current:
Direction and supportive Services............ccceeeeeenes - - - 1,631 - - 386,936 799 389,366
Protection of persons and property... 21,428 2,598 - 21,062 - - 16,901 640,919 702,908
Health and human services............ - - 59,607 - 531,895 - 7,989 90,294 689,785
Public education...............oceeeeenn. - - - - - - 617,900 288 618,188
Recreation and cultural enrichment... - - - - - - 9,916 165,066 174,982
Economic development.................... - - 193 - 2,724 - 43,432 222,866 269,215
Transportation............... - - - - - 1,192,944 - 32,307 1,225,251
Capital outlay..........ccoeeeveernnnnnn. - - - - - - - 10,217 10,217
TOTAL EXPENDITURES ..o 21,428 2,598 59,800 22,693 534,619 1,192,944 1,083,074 1,162,756 4,079,912
EXCESS (DEFICIENCY) OF REVENUES
OVER (UNDER) EXPENDITURES ............... 11,179 1,266 14,872 35,770 26,364 (5,679) 300,605 196,907 581,284
OTHER FINANCING SOURCES (USES):
Transfers iN........oooooeei - - - - - 116,992 - 185,800 302,792
Transfers OUt...........ooovvviiiiiiiiiiiiiiiiiiiieieeeeeeeees - - - - (28,500) (30,000) (309,516) (261,233) (629,249)
NET OTHER FINANCING
SOURCES (USES) ...coiiiiiiiiiiiiiiieeciieeeei - - - - (28,500) 86,992 (309,516) (75,433) (326,457)
NET CHANGE IN FUND BALANCES................ 11,179 1,266 14,872 35,770 (2,136) 81,313 (8,911) 121,474 254,827
FUND BALANCES, JULY 1, 2016..................... 37,397 924 72,245 817,632 121,622 498,567 561,185 875,548 2,985,120
FUND BALANCES, JUNE 30, 2017................... $ 48,576 $ 2,190 % 87,117  $ 853,402 $ 119486 $ 579,880 $ 552,274 $ 997,022 $ 3,239,947




Commonwealth of Pennsylvania
Budgetary Comparison Schedule
Budgeted Nonmajor Funds

Special Revenue Fund-Banking

For the Fiscal Year Ended June 30, 2017

(Amounts in thousands) Actual
Original Final (Budgetary
Budget Difference Budget Difference Basis)
REVENUES:
State Programs:

LIiCeNSES QNG FEES.....uviiiiiiiiiiiiiiee et $ 24,317 $ 1,447 $ 25,764 $ 1,032 $ 26,796

Fines, penalties and interest 400 - 400 45 445

Investment income.... 236 192 428 57 485

TOTAL REVENUES. ... .ciiiitiiiie ettt 24,953 1,639 26,592 1,134 27,726
EXPENDITURES:
STALE PrOQIAMS. .. uitieeeeee ettt e e e sttt e e e s sttt e e s st e e e e s st e e e e s s ebbaeeeeas 25,235 - 25,235 - 25,235
REVENUES OVER (UNDER) EXPENDITURES.. (282) 1,639 1,357 1,134 2,491
OTHER FINANCING SOURCES:

PriOr VAT [APSES. .. vttt s - 6,206 6,206 - 6,206
REVENUES AND OTHER SOURCES OVER (UNDER) EXPENDITURES..... (282) 7,845 7,563 1,134 8,697
FUND BALANCE

(BUDGETARY BASIS), JUNE 30, 2016.....ccceeiiiiiiieeeeeiiiiiieeeeeeeiiieeaeeees 11,726 - 11,726 - 11,726
FUND BALANCE
(BUDGETARY BASIS), JUNE 30, 2017 ..cuuiiiiiiiiiiieeeeeeiiiiieeeeeeeiiineaeaens $ 11,444 $ 7,845 $ 19,289 $ 1,134 $ 20,423

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, 2017 and is available at the following web address:
http://www.budget.pa.gov/Pages/default.aspx (At the website, click on Publications & Reports, then June 2017.)

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).....cooiiiiii e 234 $ 25,235
plus Actual Augmentations (ColUuMN C)....viiiviiiiiiieiiiiiie e 234 -
less Lapses (COIUMN D)...oooeeeiieieieee e 234 -
TOTAL STATE PROGRAMS Actual (Budgetary Basis) Expenditures $ 25,235

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 CoOlUMN @DOVE)........uuuiiiiiiiiiiii e e e aaa s $ 8,697
Adjustments:
To adjust revenues, other financing sources and related
receivables and deferred FEVENUE.........iiuuuuiii ettt e e e e e e eate e e e e eeaaaeaaees (1,325)

To adjust expenditures, other financing uses and related
accounts payable and accrued labilities.............evwiiiiiiiiiiiiiiiiiiiiiiiii i 3,807

LN L= Yo [ OISy 14T £ 2,482

Modified accrual basis — net change in
governmental fuNd DAIANCE. .........uu i $ 11,179

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 191 to 193 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, 2017

(Amounts in thousands) Actual
Original Final (Budgetary
Budget Difference Budget Difference Basis)
REVENUES:
State Programs:

LICENSES AN FEES. .. .ceeeieiee ettt e e e e e e e e e e e naas $ 2,393 $ 38 $ 2,431 $ 1,400 $ 3,831

Fines, penalties and INErest............oooiviiiiiiiiiiiiiii e 5 5 10 ) 8

Investment income 7 17 24 1 25

TOTAL REVENUES. ...ttt et 2,405 60 2,465 1,399 3,864
EXPENDITURES:
SEALE PrOGIAIMS. ... ieiiiitiii ettt ettt e e e e e e e e s e e et e b e s e e e naaba e 2,840 - 2,840 - 2,840
REVENUES OVER (UNDER) EXPENDITURES.........ccciiiiiiieiiiiieeeiieeee (435) 60 (375) 1,399 1,024
OTHER FINANCING SOURCES:

PrIOF YA [APSES. .. s - 379 379 - 379
REVENUES AND OTHER SOURCES OVER (UNDER) EXPENDITURES........ (435) 439 4 1,399 1,403
FUND BALANCE

(BUDGETARY BASIS), JUNE 30, 2016......cccuuieiiiiieiiieeeiieeeiieeeeieeeeaans 544 - 544 - 544
FUND BALANCE
(BUDGETARY BASIS), JUNE 30, 2017 ....uiiiiiiieiiiiieeeiieeeeieeeei e eens $ 109 $ 439  $ 548 $ 1,399 $ 1,947

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, 2017 and is available at the following web address:

http://www.budget.pa.gov/Pages/default.aspx (At the website, click on Publications & Reports, then June 2017.)

Total Actual (Budgetary Basis) Expenditures of $2,840 are traceable from page 238, Column A '‘Appropriations' in the June 30, 2017 "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 column @above)...........ooooiiiiiiiiiii $ 1,403
Adjustments:
To adjust revenues, other financing sources and related
receivables and deferred rEVENUE. ...........uuururiiiiiieiiie s (379)

To adjust expenditures, other financing uses and related
accounts payable and accrued labilitieS. .......ccooeeeeieie e 242

NEt AdJUSTMENTS. ... (137)

Modified accrual basis — net change in
governmental fuNd DalanNCe...........ooiuiiiiii e $ 1,266

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 191 to 193 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, 2017

(Amounts in thousands) Actual
Original Final (Budgetary
Budget Difference Budget Difference Basis)
REVENUES:
State Programs:

Taxes, NEt Of FEFUNGS. .......uuii s $ 84,531 $ (12,565) $ 71,966 $ 9,253 $ 81,219

Fines, penalties and interest.. 9 16 25 (20) 5

INVESTMENT INCOMIE. ... 180 (180) - - -

Miscellaneous 775 (5) 770 (666) 104

TOTAL REVENUES. ...ttt 85,495 (12,734) 72,761 8,567 81,328
EXPENDITURES:
SEALE PrOGIAMS. .. ittt e e et e e e e s e e 81,228 5,000 86,228 549 86,777
REVENUES OVER (UNDER) EXPENDITURES. 4,267 (17,734) (13,467) 8,018 (5,449)
OTHER FINANCING SOURCES:

PriOr YEAI [aPSES. ... - 6,381 6,381 - 6,381
REVENUES AND OTHER SOURCES OVER (UNDER) EXPENDITURES.............. 4,267 (11,353) (7,086) 8,018 932
FUND BALANCE

(BUDGETARY BASIS), JUNE 30, 2016 55,498 - 55,498 - 55,498
FUND BALANCE
(BUDGETARY BASIS), JUNE 30, 2017....ccciiiiiiiiieiiiiiiieeeeieie e eennee $ 59,765 $ (11,353) $ 48,412 $ 8,018 $ 56,430

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, 2017 and is available at the following web address:

http://www.budget.pa.gov/Pages/default.aspx(At the website, click on Publications & Reports, then June 2017.)

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) 327 $ 86,228

plus Actual Augmentations (Column C) 327 549
1€SS LapSeS (COIUMN D).ttt e e et eeeeenaans 327 -
TOTAL STATE PROGRAMS Actual (Budgetary Basis) Expenditures $ 86,777

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 column @DOVE)............oooiiiiiiiiii $ 932
Adjustments:
To adjust revenues, other financing sources and related
receivables and deferred revenue (13,037)
To adjust expenditures, other financing uses and related
accounts payable and accrued lAbIlItIES. ............uuuuei 26,977
N AAJUSTMIENES ..ottt e e oo e et e et e e e e e e e e e e e e e e e e n e 13,940
Modified accrual basis — net change in
governmental fUN DAIANCE. ............ e ettt e e e e e e e e e ee e e $ 14,872

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 191 to 193 are an integral part of this schedule. -
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DEBT SERVICE FUNDS
DESCRIPTION
NONMAJOR FUNDS

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

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 14
individual debt service funds.

There are a total of 19 individual debt service funds; all are reported as nonmajor funds.

Commonwealth of Pennsylvania 208 Governor's Office of the Budget
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Commonwealth of Pennsylvania

Combining Balance Sheet-Nonmajor Governmental Funds
Debt Service Funds

June 30, 2017

(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
ASSETS
Temporary investments...........cccoeeeeeeeennnnnn. $ 2,694 $ 99,023 $ - $ -8 - $ 145 $ 101,862
Receivables (net):
ACCOUNTS. ..eeeieii e - 3,222 - - - - 3,222
Investment inCOmMe............ccooeeieiiiieeennnnen. 3 91 - - - - 94
Due from component units........................ 355 - - - - - 355
TOTAL ASSETS. .ot $ 3,062 $ 102,336 $ - $ - $ -3 145 3 105,533
LIABILITIES AND FUND BALANCES
Accounts payable and accrued liabilities........ $ - $ 95,071 % - $ - $ -8 - % 95,071
Unearned reVENUE. ........ccucveenineninieieeenennenss - 3,222 - - - - 3,222
TOTAL LIABILITIES......oiiiiieiiiieeeeeane. - 98,293 - - - - 98,293
Fund balances:
(0701 1910 011 1 C=To 1 3,052 4,043 - - - 145 7,240
TOTAL FUND BALANCES.......c..cceeennnn.. 3,052 4,043 - - - 145 7,240
TOTAL LIABILITIES AND FUND BALANCES.... $ 3,062 $ 102,336 $ - $ - $ -3 145 3 105,533
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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, 2017

(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:
Intergovernmental............cooeeveveveeeeeeeeeeeee e $ - $ 18,132 $ 2,592 $ - $ - $ - $ 20,724
INVESTMENT INCOME. .....uuniiiiiiieiii e 34 237 1 - - - 272
(1 = 13,830 - - - - - 13,830
TOTAL REVENUES ...ttt 13,864 18,369 2,593 - - - 34,826
EXPENDITURES:
Debt service:
Principal retirement..........c.ccooveiiiiiiiiei e, 7,760 720,011 22,565 8,550 9,255 410 768,551
Interest and fiscal charges.........cc.coovveiiiiiiiiiiienenns 5,742 519,683 10,612 16,105 3,038 53 555,233
TOTAL EXPENDITURES ....ccouiiiiiiiiieeiii e 13,502 1,239,694 33,177 24,655 12,293 463 1,323,784
EXCESS (DEFICIENCY) OF REVENUES
OVER (UNDER) EXPENDITURES .........cccvvneeen. 362 (1,221,325) (30,584) (24,655) (12,293) (463) (1,288,958)
OTHER FINANCING SOURCES (USES):
Refunding bonds issued............cccoveiviiiiiiiiiineeeee, - 604,667 - - - - 604,667
Premium on refunding bonds............ccooeeiiiiiiiieinnnnns - 80,381 - - - - 80,381
Transfers iN........ovv i - 1,204,212 29,289 24,655 12,293 423 1,270,872
Transfers OUL........coeuiii i e - - - - - (84) (84)
Payment to refunded bond escrow agent..................... - (683,084) - - - - (683,084)
NET OTHER FINANCING SOURCES...........cccen.e.e. - 1,206,176 29,289 24,655 12,293 339 1,272,752
NET CHANGE IN FUND BALANCES..........cccceeveeunnnne 362 (15,149) (1,295) - - (124) (16,206)
FUND BALANCES, JULY 1, 2016......cccceevueeeeenneeenn. 2,690 19,192 1,295 - - 269 23,446
FUND BALANCES, JUNE 30, 2017...c.ceeveeeeeeeeennenns $ 3,052 $ 4,043 $ - $ - $ - $ 145 $ 7,240
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CAPITAL PROJECTS FUNDS
DESCRIPTION
NONMAJOR FUNDS

Capital projects funds account for financial resources to be used for the acquisition or
construction of major capital facilities, including those provided to political subdivisions or
other public organizations.

Capital Facilities Fund — to account for general obligation bond proceeds used to fund capital projects specifically itemized
and authorized by Capital Budget Acts. 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.
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Commonwealth of Pennsylvania

Combining Balance Sheet-Nonmajor Governmental Funds
Capital Project Funds

June 30, 2017

(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
ASSETS
Temporary investments.........cccoeevvevveeieeeeenennnnn. $1,022,351 % 39,099 $ 2950 $ 28,215  $ - % 8,694 $ 1,101,309
Long-term investments............ccceeeveveeeeiinneenn. - 136,054 - - - - 136,054
Receivables (net):
TAXES. ittt ettt - - - - - 36,089 36,089
Investment iNCOME..........ccceeuiuieeiiiiiiineeeeenee 919 30 3 24 - 10 986
Due from other funds...........cccooeiviiiiiiiiin e, 328 9,256 - - - 9,873 19,457
Due from component UnitS..........c.ccceuveveeennnenn. 2,874 - - - - - 2,874
TOTAL ASSETS. ..o $1,026,472 $ 184,439 $ 2,953 $ 28,239 $ - $ 54,666 $ 1,296,769
LIABILITIES AND FUND BALANCES
Liabilities:
Accounts payable and accrued liabilities............ $ 57534 % 6,698 $ 2467 $ 253 % - $ - $ 66,952
Securities lending obligations.................cc..ce..... - 4,771 - - - - 4,771
Due to other funds............ocoeeviiiiiiiiiiiiiieeeenes 6,086 97 - - - 976 7,159
Due to component UNitS.........cceveveeveeneeeeennenennn. - 15 - - - - 15
Due to pension trust funds..........ccccoeeviverinnns - 7 - - - - 7
Due to political subdivisions..............cccceevevunenane 29,592 1,085 218 - - 7,724 38,619
Due to other governments...........ccoevevevenevennnnnns - 2 - - - - 2
TOTAL LIABILITIES.....cooviiiiiiiiiieeieeeae 93,212 12,675 2,685 253 - 8,700 117,525
Fund balances:
COMMILEEd. ... 933,260 171,764 268 27,986 - 45,966 1,179,244
TOTAL FUND BALANCES.........cocevneeennneenn 933,260 171,764 268 27,986 - 45,966 1,179,244
TOTAL LIABILITIES AND FUND BALANCES...... $1,026,472 $ 184,439 $ 2,953 $ 28,239 $ - $ 54,666 $ 1,296,769
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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, 2017

(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:
T XS ettt $ - 3 86,531 $ - % - $ - % 237,805 $ 324,336
Charges for sales and services.............cccceeeee. 7,252 - - - - - 7,252
Investment INCOME.........cvuieiiiiieieeeeeeeeeeas 9,408 9,421 72 234 - 161 19,296
TOTAL REVENUES ......ccooiiiiiiiiieien, 16,660 95,952 72 234 - 237,966 350,884

EXPENDITURES:

Current:

Direction and supportive services................... 53,133 - - 4 - - 53,137

Protection of persons and property................. - - 1,520 - 57 - 1,577

Public education..........ccccooeeviiieiiiinieciiieeceis - 18,272 2,563 - - - 20,835

Recreation and cultural enrichment................ - 45,785 132 - - - 45,917

Economic development..........ccccooevviiiiiinnnnen. 223,070 - 1,004 2,391 - - 226,465

Transportation............cooeeevveiiiieeeieeiiicee e 141,594 - - - - 213,999 355,593

Capital outlay..........ccceveieiiiiiiiieeeiie e, 98,293 12,790 8,147 - - - 119,230
Debt service:

Interest and fiscal charges.........ccccoovevvvvevennnn. 4,012 - - 29 - - 4,041
TOTAL EXPENDITURES ..o 520,102 76,847 13,366 2,424 57 213,999 826,795
EXCESS/(DEFICIENCY) OF REVENUES
OVER/(UNDER) EXPENDITURES ......... (503,442) 19,105 (13,294) (2,190) (57) 23,967 (475,911)

OTHER FINANCING SOURCES (USES):

BONAS iSSUEM.......oieeiieiiiiiie e 1,200,000 - - 8,725 - - 1,208,725

Refunding bonds issued..........ccccoooeviiieinnnnn. 503 - - - - - 503

Premium on bonds issued 161,375 - - 1,171 - - 162,546

Discount on bonds issued............cccceevvevnneennn. (2,270) - - (16) - - (2,286)

Transfers iN. ... 18,638 122 - - - - 18,760

Transfers OUL...........ooocvvemiiiiiiiieieeeiee e (275,553) (744) - (2,534) - (21,085) (299,916)
NET OTHER FINANCING
SOURCES (USES)....coiiviiiiiieiieeieeei 1,102,693 (622) - 7,346 - (21,085) 1,088,332

NET CHANGE IN FUND BALANCES........... 599,251 18,483 (13,294) 5,156 (57) 2,882 612,421

FUND BALANCES JULY 1, 2016.................. 334,009 153,281 13,562 22,830 57 43,084 566,823

FUND BALANCES JUNE 30, 2017............... $ 933,260 $ 171,764  $ 268 $ 27986 % -3 45,966 $ 1,179,244
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ENTERPRISE FUNDS
DESCRIPTION
NONMAJOR FUNDS

Enterprise funds account for operations that are financed and operated in a manner similar to
private business enterprises. Costs of providing goods and services to the general public on a
continuing basis, including depreciation, are financed or recovered primarily through user
charges.

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.

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.

Philadelphia Regional Port Authority (PRPA) — The PRPA (a blended component unit) 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 Primary Government. The PRPA also issues revenue bonds
to finance its activities.

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
seven individual enterprise funds.

There are a total of 16 individual enterprise funds. The following funds are reported as Major Funds in the basic financial
statements: Unemployment Compensation, State Workers’ Insurance, State Lottery, State Stores, Tuition Payment and
the Commonwealth Financing Authority (a blended component unit).

Commonwealth of Pennsylvania 216 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, 2017

(Amounts in thousands) Coal and Philadelphia
Volunteer Clay Mine PA Regional
Companies Subsidence Infrastructure Rehabilitation Port
Loan Insurance Bank Center Authority Other Total
ASSETS
Current assets:
CaSH s $ 33 % 113 % 4 $ 89 $ 17,086 $ 110 % 17,435
Cash with fiscal agents..........cccceeeeeeeieeiieee - - - 1 - - 1
Temporary iINVeStMENtS.......ccccevrviiiiiiiieiiieiiiiieiieeeieees 23,517 21,757 20,951 13,828 1,565 19,255 100,873
Receivables (net):
ACCOUNTS ..eeeiieieee e ettt e e e e ettt e e e e e e e e e e e e e nenees 221 - 770 100 - 18 1,109
INVESTMENTt INCOME......cciiiiiiiieeee e 19 16 17 12 - 17 81
Interest 0N [0aNS.........coeeiiiiiiiiiie e 109 - 547 - - - 656
LOANS. .ttt 12,530 - 12,681 - - 372 25,583
Lease rental..........cooevuiuiiieeeiiiiiiie e - - - - 583 - 583
Other .....cceevnvnnnes - - - - 3 - 3
Due from other funds ................. - - - 3,907 6,549 14 10,470
Due from Federal government.. - - - 42 - 1 43
Due from other governments ...........ccccccevveveviiiiinnnnnn. - - - - 96 - 96
INVENTOIY it - - - - - 4 4
Prepaid eXPenses........coovvviiiiiiiiiii - - - - 561 - 561
Other @SSELS.....uviiiieeeiiiiiiieeee e - - - - 494 - 494
Total CUITeNt @SSELS .....eveerieeeiiiiiiieeee e eiiieee e e e e 36,429 21,886 34,970 17,979 26,937 19,791 157,992
Noncurrent assets:
Restricted CaSh.......couuiiiniiiii e - - - - 4,525 - 4,525
Long-term investments .............eeeveemememenemnnnnnnninnnnnnnns 33,643 113,131 41,720 - - - 188,494
Receivables:
LOBNS. .ttt 59,260 - 66,982 - - 2,689 128,931
Non-depreciable capital assets
LANG. e - - - - 208,807 - 208,807
Construction in progress - - - - 14,124 - 14,124
Depreciable or amortizable capital assets:
Land improvements............eeeveeeeemeremememereienineninenenens - - - - 69,830 - 69,830
Buildings and building improvements....................... - - - 34,135 378,325 - 412,460
Machinery and equipment.............ccccoeeiiiiiiiiiiiininnnnn. - 146 - 3,206 40,002 1,785 45,139
Less: accumulated depreciation and amortization... - (78) - (27,216) (215,225) (1,767) (244,286)
Net depreciable or amortizable capital assets.............. - 68 - 10,125 272,932 18 283,143
Other assets........cccceevennee - - - - 9,959 - 9,959
Total noncurrent assets ... 92,903 113,199 108,702 10,125 510,347 2,707 837,983
TOTAL ASSETS...ciiiiiiiieiiii e 129,332 135,085 143,672 28,104 537,284 22,498 995,975
DEFERRED OUTFLOWS OF RESOURCES
TOTAL DEFERRED OUTFLOWS OF RESOURCES.. - 856 - 5,949 4,809 621 12,235
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Commonwealth of Pennsylvania

Combining Statement of Net Position-Nonmajor Proprietary Funds

Enterprise Funds
June 30, 2017

(Amounts in thousands) Coal and Philadelphia
Volunteer Clay Mine PA Regional
Companies Subsidence Infrastructure Rehabilitation Port
Loan Insurance Bank Center Authority Other Total
LIABILITIES
Current liabilities:
Accounts payable and accrued liabilities..................... 620 138 1,490 1,999 7,996 413 12,656
Securities lending obligations 1,179 3,967 1,463 - - - 6,609
Due to other funds................ - 14 - 296 34 66 410
Due to pension trust funds.... - 6 - 114 25 7 152
Due to component units........ . - 48 - - - - 48
Due to political subdivisions............ccccceevvvvviiiiiieieennnn - - - 28 - - 28
Due to other governments............cccceeveiiiiiiiiiiiinnnenn. - 1 - 14 2,274 1 2,290
Interest payable.............eueueureeminimiiiees - - - - 279 - 279
UNEAINEd FEVENUE. ........ceuieeiee e eiee e e 69 2,689 43 - 623 - 3,424
Revenue bonds payable.. - - - - 4,065 - 4,065
Self insurance liabilities... - 17 - 123 87 29 256
Compensated absences... - 94 - 323 187 44 648
Other liabilities...........oieiiiiiiiie e - - - - 740 - 740
Total current liabilities.............coeeeiiniiiiiiieeiie, 1,868 6,974 2,996 2,897 16,310 560 31,605
Non-current liabilities:
Insurance 10ss liability........cooooveieiiiiieiiieee e, - 490 - - - - 490
Revenue bond payable.... - - - - 13,258 - 13,258
Compensated absences... - 314 - 1,082 626 148 2,170
Self insurance liabilities .. - 107 - 773 545 180 1,605
Other postemployment benefit obligations.................. - 786 - 6,367 3,370 623 11,146
Net pension liability..........ceeeeeiiiiiiiiiiieeeeeeee - 3,837 - 26,617 16,113 2,772 49,339
Other liabilities - - - - 2,345 - 2,345
Total non-current liabilities...........ccocvveiiiiiiiiiieennss - 5,534 - 34,839 36,257 3,723 80,353
TOTAL LIABILITIES....ccciiiiiiieieiiiie e 1,868 12,508 2,996 37,736 52,567 4,283 111,958
DEFERRED INFLOWS OF RESOURCES
TOTAL DEFERRED INFLOWS OF RESOURCES... - 159 - 1,105 1,204 115 2,583
NET POSITION
Net investment in capital assets..............eevveverererennnnns - 68 - 10,125 485,039 18 495,250
Restricted for:
Transportation...........coooovviiiiiiiiiiiiieeeeeeeeee - - 140,676 - - - 140,676
(05T 1 & Ul o1 [=1 o3 £ F N - - - - 149 - 149
(D=1 o) BEY=T A/ (o1 TN - - - - 4,200 - 4,200
Economic development.......cccooeevvieieeniiieieieee e, - - - - - 6,373 6,373
EMergency SUPPOIt........ccooevviiiiiiiieiiiciiiiee e, 127,464 - - - - - 127,464
Other PUIPOSES......cceeeieieiieeeeeeeeeeeeeeeeeeeeeeeeeee - 123,206 - - - 12,330 135,536
Unrestricted - - - (14,913) (1,066) - (15,979)
TOTAL NET POSITION....couuuiiiiiiiiiiiiiie e $127,464 $ 123274 % 140,676 $ (4,788) $ 488,322 18,721 893,669
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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, 2017

(Amounts in thousands) Coal and Philadelphia
Volunteer Clay Mine PA Regional
Companies Subsidence Infrastructure Rehabilitation Port
Loan Insurance Bank Center Authority Other Total
OPERATING REVENUES:
SAlES AN SEIVICES.....ivniiiiiiiiee e e e e eanas $ - % 5646 $ 11 % 278 % 13,466 $ 5104 $ 24,505
INTErest ON l0ANS. ... ..uuuiiicre e 1,477 - 1,327 - - 162 2,966
[ 1 1= - - - - 103 35 138
OPERATING REVENUES BEFORE PROVISION
FOR UNCOLLECTIBLE ACCOUNTS......cccvvueeraennn. 1,477 5,646 1,338 278 13,569 5,301 27,609
Provision for uncollectible accounts..............cccccceevunneeen. 87 - (3,374) - - 1,385 (1,902)
NET OPERATING REVENUES..........cccvvveiiieen. 1,564 5,646 (2,036) 278 13,569 6,686 25,707
OPERATING EXPENSES:
Cost of sales and SErVICES.......couuvivueiiiiiieiieieeeeeee e 250 4,174 3 741 14,288 3,174 22,630
- 38 - 940 19,013 14 20,905
- - - - 2,252 - 2,252
TOTAL OPERATING EXPENSES ......cccceeiiiiiininns 250 4,212 3 1,681 36,453 3,188 45,787
OPERATING INCOME (LOSS)....cccvviereieeeeeiieeeenn. 1,314 1,434 (2,039) (1,403) (22,884) 3,498 (20,080)
NONOPERATING REVENUES (EXPENSES):
INVESTMENT INCOME.....uuvieiiiiiiiiieieininieeninineneeennaes 3,142 8,252 3,686 102 11 142 15,335
Grants and Other reVENUES...........ceuueveniieiieeieiieeeeeennas - - - 980 513 109 1,602
Other EXPENSES......uuuieiiieeeeeie e e e e e - - - (5) (4,517) - (4,522)
TOTAL NONOPERATING REVENUES (EXPENSES) 3,142 8,252 3,686 1,077 (3,993) 251 12,415
INCOME (LOSS) BEFORE TRANSFERS................. 4,456 9,686 1,647 (326) (26,877) 3,749 (7,665)
TRANSFERS:
TraNSTEIS IN..ceuiee e eaaas - - - - 57,083 - 57,083
Transfers OUt........oooviviiiiii e (9,000) - - - - - (9,000)
TRANSFERS, NET....uuiiiiiiiieiiiee e (9,000) - - - 57,083 - 48,083
CHANGE IN NET POSITION......ccoiiiiiiieeeeene (4,544) 9,686 1,647 (326) 30,206 3,749 40,418
TOTAL NET POSITION, JULY 1, 2016..................... 132,008 113,588 139,029 (4,462) 458,116 14,972 853,251
TOTAL NET POSITION, JUNE 30, 2017.................. $ 127,464 $ 123,274 $ 140,676 $ (4,788) $ 488,322 $ 18,721 $ 893,669




- THIS PAGE INTENTIONALLY LEFT BLANK -

Commonwealth of Pennsylvania 221 Governor's Office of the Budget
Www.pa.gov www.budget.pa.gov



A0B ed mmm

BlUBAJASUUS JO Y}Eamuowwo)

AobB ed1ebpng mmm

(444

186png 8y} JO 8010 S,JO0UIBA0L)

Commonwealth of Pennsylvania

Combining Statement of Cash Flows-Nonmajor Proprietary Funds
Enterprise Funds

For the Fiscal Year Ended June 30, 2017

(Amounts in thousands)

CASH FLOWS FROM OPERATING ACTIVITIES:
RECEIPLS FTOM CUSTOMEIS. ...ttt ettt e e ettt e e et e e e e et e e e s ste e e e e e anne
Receipts from borrowers for fees and loan repayments
Receipt of premiums..
Payments to borrowers.
Payments for vendors, employees and Other COSES...........uuiiiiiriiiiiiiiiiiiee e
(0113 1= =ToT=T o) ST R S SUE SO USRT TR OPRRRPPPOTI

NET CASH PROVIDED BY OPERATING ACTIVITIES....ccciiiiiiiiiiiiiiiiiiit ettt

CASH FLOWS FROM NON-CAPITAL FINANCING ACTIVITIES:
Transfers in...
Transfers out.
Grants and other revenues
Other payments for non-capital financing uses...

NET CASH PROVIDED BY (USED FOR) NON-CAPITAL FINANCING ACTIVITIES.

CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES:
Acquisition and construction of capital assets..
Principal payments on other capital debt
Interest payments on other capital debt...
Transfers in...
Other receipts for capital and related financing activities
Other payments for capital and related finaNCING USES..........cuuriiiiiiiiiiiieee e
NET CASH PROVIDED BY (USED FOR) CAPITAL AND RELATED FINANCING ACTIVITIES.......

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of investments
Sales and maturities of investments....
Investment income

NET CASH PROVIDED BY (USED FOR) INVESTING ACTIVITIES..

NET INCREASE (DECREASE) IN CASH......ccuitiiiiiiiiiiiiicc e

CASH AT JULY 1, 2006 ... eeeeieeaiaiiiiiiee e e ettt ee e e e s ettt e e e e s bt e et e e e sannbe e et e e e s nnbaeeeeeeeannsbeeeaeeesnnneeas
CASH AT JUNE 30, 2017 (including $4,525 included in restricted assets)............ccccccveeevnennnns

Coal and Philadelphia
Volunteer Clay Mine PA Regional
Companies Subsidence Infrastructure Rehabilitation Port
Loan Insurance Bank Center Authority Other Total
$ - 0% - 8 - 0% 206 $ 16,147 $ 5207 $ 21,560
14,531 - 14,933 - - 1,026 30,490
- 5,858 - - - - 5,858
(10,058) - (13,525) - - (390) (23,973)
(250) (3,748) ®3) 3,100 (13,643) (3,421) (17,965)
- - - - - 31 31
4,223 2,110 1,405 3,306 2,504 2,453 16,001
- - - - 1,500 - 1,500
(9,000) - - - - - (9,000)
- - - 998 200 109 1,307
- - - - (7,132) - (7,132)
(9,000) - - 998 (5,432) 109 (13,325)
- (75) - (534) (42,337) (6) (42,952)
- - - - (3,680) - (3,680)
- - - - (951) - (951)
- - - - 55,799 - 55,799
- - - - 4,920 - 4,920
- - - - (6,124) - (6,124)
- (75) - (534) 7,627 (6) 7,012
(15,272) (7,401) (17,053) (22,910) (9,582) (6,822) (79,040)
17,074 2,905 12,616 19,024 8,458 4,200 64,277
2,907 2,494 3,036 95 11 132 8,675
4,709 (2,002) (1,401) (3,791) (1,113) (2,490) (6,088)
(68) 33 4 (21) 3,586 66 3,600
101 80 - 111 18,025 44 18,361
$ 33 % 113 $ 4 $ 0 $ 21,611  $ 110  $ 21,961
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Commonwealth of Pennsylvania

Combining Statement of Cash Flows-Nonmajor Proprietary Funds
Enterprise Funds

For the Fiscal Year Ended June 30, 2017

(Amounts in thousands) Coal and Philadelphia
Volunteer Clay Mine PA Regional
Companies Subsidence Infrastructure Rehabilitation Port
Loan Insurance Bank Center Authority Other Total

RECONCILIATION OF OPERATING INCOME (LOSS) TO NET

CASH PROVIDED BY (USED FOR) OPERATING ACTIVITIES
OPEratiNg INCOME (I0SS)....eeeeiiiuurriieeeeeiiteee e et ettt e e e e e eaeeeeeeeeaaaeeeeesesaaaaeeeeseassseeeeaenssseeeesennseeeeeaanns $ 1,314 % 1,434  $ (2,039) $ (1,403) $ (22,884) $ 3,498 $ (20,080)
Depreciation and amortization of capital assets.. - 38 - 940 19,913 14 20,905
Amortization of other assets... - - - - 2,252 - 2,252
Provision for uncollectible accounts. 87) - 3,374 - - (1,385) 1,902

Effect of changes in assets, liabilities, deferred outflows and deferred inflows:
ACCOUNTS FECERIVADIE. ...ttt et e e ne e e s e e e nnnee - - - (13) - (18) (31)
Interest 0N 10aNS FECEIVADIE. ........ciii ittt (11) - 119 - - - 108
Loans receivable 2,822 - 631 - - 488 3,941
Lease rental receivable. - - - - 155 - 155
Other receivables - - - - 4 - 4
Due from Other fUNAS...........ooiiiiiiii e - - - 1,607 - - 1,607
Due from Other GOVEIMMENTS. .......ciiiiiiii ettt ettt e e e st e e e e e e e snne e - - - - (30) - (30)
PrEP@IA EXPENSES. .. ..etiettee ettt ettt ettt ettt e e ettt e e e e ae et e e e e e h bttt e e e e bt e e e e e b et e e e e nte e e e e e e ebannees - - - - 160 - 160
Other current and NONCUITENT @SSELS. ... ...cceuutierureeeireeeteee sttt et e st e s et e st e e e sar e e sbe e e st e e e aseeeaeneenneens - - - - (2,025) - (2,025)
Deferred outflows . - (170) - (514) (1,246) (73) (2,003)
Accounts payable and accrued liabilities. 201 (117) (664) 550 1,540 (425) 1,085
Due to other funds - (@) - 24 28 44 89
Due to pension trust funds.. - (12) - (14) (56) (6) (88)
Due to component units - 26 - - - - 26
Due to political subdivisions - - - (14) - - (14)
DUE 10 OThEI GOVEIMIMENTS. ....eiiiiiiitii ittt e e et e e e et e e e e e e et eeeeeeeas - 3) - (20) - (5) (28)
UNEAIMEA FBVENUE. ...ttt ettt ettt ettt ettt e e ettt e et e e e s e e e e e e e s e e e ane e e nan e e e aneenne e bneeanreeenns (16) 208 (16) - (406) - (230)
Self insurance labilItIES. .........ooiiiiiiiii s - 15 - 102 91 3 211
Compensated absences - 24 - 44 (327) 18 (241)
Insurance loss liability. - (90) - - - - (90)
Other postemployment benefit obligations... - 126 - 895 520 88 1,629
Net PeNSION IADIITY.........eiieiii et - 521 - 347 2,242 129 3,239
Other current and noncurrent liabilities.. - - - - 2,418 - 2,418
Deferred inflows - 117 - 775 155 83 1,130

. 2,909 676 3,444 4,709 25,388 (1,045) 36,081

NET CASH PROVIDED BY OPERATING ACTIVITIES. ..cciiiiiiiiiiieea it ee ettt $ 4,223 $ 2,110  $ 1,405 3§ 3306 $ 2504 $ 2453 % 16,001

NONCASH INVESTING, CAPITAL AND FINANCING ACTIVITIES:
Increase in fair value of investments during the fiSCal Year..........ccccoiiiiiiiiiiiinie e $ 224  $ 5750 $ 637 $ - $ -8 - $ 6,611
Increase in investments from changes in securities lending obligations.... 104 1,185 189 - - - 1,478
Capital asset acquisitions that pertain to changes in accounts payable.... - - - 29 - 7 36
DiSPOSalS Of CAPILAl BSSELS. .....uuvieeuireieiieieeie ettt ettt s e et e e et e e et e e e et e e e e e e - - - (30) (1,372) (5) (1,407)
Amortization of bond premium/diSCOUNE (NEL).......eviiuriiiiriie it - - - - (195) - (195)
Transfers from other fuNds (ACCTUAIS).........uiiiurieiiii et - - - - (216) - (216)
Internal activity elimination for capital financing aCtiVItieS............cooviiiiiiieiiiie s - - - - (4,546) - (4,546)

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, 2017

(Amounts in thousands) Purchasing Manufacturing Total
ASSETS
Current assets:
Cash. .. $ 4,440 $ 555 $ 4,995
Temporary iNVeStMEeNtS..........ovveviiiiieiiieeeii e 9,562 15,823 25,385
Receivables (net):
ACCOUNTS....eee et eens 29 375 404
Investment income.... 8 15 23
Due from other funds 19,227 2,114 21,341
Due from pension trust funds...........cccooeeeviiiiiiinnennn. 1,024 3,688 4,712
Due from component units 72 6 78
Due from political subdivisions................cccevvviinnnnnn - 24 24
INVENTOIY .. 41 16,288 16,329
Total Current assSetS......ocuuevnvieiieiiieeeeeeeeeeeeeanens 34,403 38,888 73,291
Noncurrent assets:
Long-term investments .........ccovvveiieiiiieii e - 21,869 21,869
Depreciable capital assets:
Land improvements..........coovevuiiiieiinneeieeeeei e 192 - 192
Buildings and building improvements............c........... - 6,237 6,237
Machinery and equipment............cocvvveeiinieenineeennn. 67,625 36,165 103,790
Less: accumulated depreciation (45,076) (23,374) (68,450)
Net depreciable capital assets 22,741 19,028 41,769
Total noncurrent assets............... 22,741 40,897 63,638
TOTAL ASSETS....ciiiiiiiiieeeeee e 57,144 79,785 136,929
DEFERRED OUTFLOWS OF RESOURCES
TOTAL DEFERRED OUTFLOWS OF RESOURCES. 3,955 8,720 12,675
LIABILITIES
Current liabilities:
Accounts payable and accrued liabilities...................... 32,221 3,881 36,102
Securities lending obligations - 767 767
Due to other funds.................. 2,710 337 3,047
Due to pension trust funds...........cccoevieiiiiiiiiiiiiinnes 75 313 388
Due to component UNits..........coouuieieriineiiiineeiiineeennn, 4 - 4
Due to political subdivisions . 2 - 2
Due to other governments.......... 21 37 58
Capital lease/installment purchase obligations 509 - 509
Self insurance liabilities............cccoooiiiiiiie, 126 436 562
Compensated abSENCES..........vvievuiieeinieeiiieeeeieeeennnn 188 453 641
Total current liabilities. ..........oooeiriiiiiiieie, 35,856 6,224 42,080
Non-current liabilities:
Installment purchase.............ccooevveeiiiiiiiin e 1,035 - 1,035
Compensated abSENCeS..........ovvivvuiieeiniieeiiieeeeieeeennnn 631 1,516 2,147
Self insurance liabilities...........cccovvieiiiiiiieeeeen 787 2,733 3,520
Other postemployment benefit obligations.................. 3,416 8,825 12,241
Net pension liability...........ccoooviiiiiii e, 17,699 39,019 56,718
Total non-current liabilities...............ooiiviiis 23,568 52,093 75,661
TOTAL LIABILITIES. ..ot 59,424 58,317 117,741
DEFERRED INFLOWS OF RESOURCES
TOTAL DEFERRED INFLOWS OF RESOURCES.... 734 1,619 2,353

NET POSITION
Net investment in capital assets.............ccceeveveenneeennn. 21,197 19,028 40,225
Restricted for:

Correctional industries and procurement................... - 9,541 9,541

UNrestricted. .. ...oooveeiiiiie e (20,256) - (20,256)

TOTAL NET POSITION. ..ot $ 941  $ 28,569 $ 29,510
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Www.pa.gov www.budget.pa.gov



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, 2017

(Amounts in thousands)

OPERATING REVENUES:

SAlES AN SEIVICES. . .utiitieie it eaa s,

OPERATING EXPENSES:

Cost Of SAlES ANA SEIVICES......vuieiieiii e,
DT o =T = 1T o TR
TOTAL OPERATING EXPENSES ..ot

OPERATING GAIN.....i e

NONOPERATING REVENUES (EXPENSES):

INVESTMENT INCOMIE....eeiniiie e en,
(0] 1 [T Q=Y 01T 1] P

TOTAL NONOPERATING REVENUES (EXPENSES), NET....
CHANGE IN NET POSITION. ..o,
TOTAL NET POSITION, JULY 1, 2016.......ccccoviiniiiniaennnen.

TOTAL NET POSITION, JUNE 30, 2017......cccoiiiiiiiiiiiaeeanns

Commonwealth of Pennsylvania 228
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Purchasing Manufacturing Total
$ 15,493 $ 76,951 $ 92,444
1,626 74,704 76,330
12,097 1,731 13,828
13,723 76,435 90,158
1,770 516 2,286
75 1,678 1,753
(495) - (495)
(420) 1,678 1,258
1,350 2,194 3,544
(409) 26,375 25,966
$ 9241  $ 28,569 $ 29,510
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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, 2017

(Amounts in thousands) Purchasing Manufacturing Total
CASH FLOWS FROM OPERATING ACTIVITIES:
RECEIPLS frOM CUSTOMEIS. ... ittt e e e e e e e e e e e s ettt e e e e e e e e e e e e e e s e aaennneenneeeeeees $ 14,922 $ 76,996 $ 91,918
Payments for vendors, employees and Other COSES..........ccoovviiiiiiiiiiiiiiiii e 648 (70,113) (69,465)
NET CASH PROVIDED BY OPERATING ACTIVITIES......ccooiiiiiiiiiiieeeeeeee 15,570 6,883 22,453
CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES:
Acquisition and construction of capital aSSetS..........ovvvieiiiiieiiiiii e (12,391) (663) (13,054)
Proceeds from disposal of capital assets............. 2,243 - 2,243
Capital lease/installment purchase payments (569) - (569)
NET CASH USED FOR CAPITAL AND RELATED FINANCING ACTIVITIES... (10,717) (663) (11,380)
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of INVESTMENTS........coouui e et e e e e (282,158) (52,573) (334,731)
Sales and maturities Of INVESTMENTS........c..uui i e 279,433 45,808 325,241
INVESTMENT INCOME. ...ceiii ettt e et e e et e e e e e e e e eeta e e e eeaanaaaas 71 556 627
NET CASH USED FOR INVESTING ACTIVITIES.......cuciiiiiiiiiiiiiiieeeeeeeeeen (2,654) (6,209) (8,863)
NET INCREASE IN CASH....ouiiiiiiiii e 2,199 11 2,210
CASH AT JULY 1, 2016, cccuuuuuiieeeieeiiniiae e e e ettt ettt e e e e e e e e e e e e e eeanea s 2,241 544 2,785
CASH AT JUNE 30, 2007....ciieeeiieeeeeeeeeeie et e e e eeeeeees $ 4,440 $ 555 $ 4,995
RECONCILIATION OF OPERATING INCOME TO NET
CASH PROVIDED BY OPERATING ACTIVITIES
(07 01=T =g o o =11 PRSP $ 1,770 $ 516 $ 2,286
Depreciation and amortization of capital aSSetS........ceevveuuieiiiiiiiieeiiiie e 12,097 1,731 13,828
(@] g T = To | TU ) 001 g P (2,243) - (2,243)
Effect of changes in assets, liabilities, deferred outflows and deferred inflows:
ACCOUNTS FECEIVADIE. ... et e e e e e e e eeaanas (22) 545 523
Due from Other fUNAS........oouue e 17,646 (495) 17,151
Due from pension trust fFUNGS. .......... it 1,035 (15) 1,020
Due from component units............cccceeeeeeeiinnees 71 - 71
Due from political subdivisions 6 10 16
INVENTOIY ... (6) 3,870 3,864
Deferred OULFIOWS. .......couueee et e e e e eea s (609) (969) (1,578)
Accounts payable and accrued liabilities. ...........ccouuiiiiiiiiiii e (17,115) (3,131) (20,246)
DUE 10 OhEr TUNGS.....eeeeee e e et e e e e e e e eeaans 276 53 329
Due to pension trUSE fUNGS........ouuu e e e e e eeees 20 194 214
DUE 10 COMPONENT UNIES. .. ciiitiiieiiit et ettt et e e et e e e e e eea e e e e eaen e eaeenaaaaes 1 - 1
Due to political SUDTIVISIONS. ........iiiieiiee et eeanes (D) 3) 4)
Due t0 Other GOVEIMMENTS. ... ..ottt et e e e e e e e e e e e e eaa e eeee 8 5 13
Self INSUrance abilities. .........ooouue et e e e (19) 213 194
CompenSsated ADSENCES. ......coiiuei et 15 29 44
Other postemployment benefit obligations........... .o 581 1,632 2,213
Net PeNSION IaDIlITY.........ooeee e e e eeee 1,528 1,549 3,077
Deferred INFIOWS. .. ... e e e e e e e e et e e eeees 531 1,149 1,680
Total Adjustments 13,800 6,367 20,167
NET CASH PROVIDED BY OPERATING ACTIVITIES......ccoiiiiieiiiiiiieeeeeeeene $ 15,570 $ 6,883 $ 22,453
NONCASH INVESTING, CAPITAL AND FINANCING ACTIVITIES:
Increase in fair value of investments during the fiscal year............cccooevvvvveeeerennnns. $ - $ 1,111 $ 1,111
Increase in investments from changes in securities lending obligations..... - 229 229
Capital assets acquired through installment purchases.............ccocevvvneennnn. 671 - 671
Capital asset acquisitions that pertain to changes in accounts payable... (56) 5 (51)
Disp0osals Of CAPItal @SSELS.......iivuiiirieiiiiee ettt e e e e e e (495) (91) (586)

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 healthcare, disability, and death benefits to members and
their beneficiaries.

Other Postemployment Benefits (REHP) — an employee benefit trust fund that holds and invests amounts contributed by
the Commonwealth of Pennsylvania for the sole purpose of providing postemployment healthcare benefits to retired
employees.

Other Postemployment Benefits (RPSPP) — an employee benefit trust fund that holds and invests amounts contributed by
the Commonwealth of Pennsylvania for the sole purpose of providing postemployment healthcare benefits to retired
Pennsylvania State Police.

Commonwealth of Pennsylvania 232 Governor's Office of the Budget
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Commonwealth of Pennsylvania

Combining Statement of Fiduciary Net Position
Pension (and Other Employee Benefit) Trust Funds
June 30, 2017

(Amounts in thousands)

Pension (and Other Employee Benefit) Trust

Other Postemployment Benefits

State Employees’ Public School Employees’ Retired Retired
Retirement Deferred Retirement System Employees Pennsylvania
System Compensation Postemployment Health State Police
(December 31, 2016) (December 31, 2016) Pension Healthcare Program Program Total
ASSETS
CASN. e $ - 3 8,057 $ 131,324  $ -8 - 3 -8 139,381
Temporary inVeStMENtS.........cooeeeieiiiiiiieiiieeeeeeeeeeeeeeees - 16,776 - - 26,676 8,847 52,299
Long-term iNVeStMEeNtS. .........uuueururmrmeneneniiiinieeeenens - 91,787 - - 282,274 93,615 467,676
Short-term funds . 1,577,211 67,093 5,565,178 172,672 - - 7,382,154
Corporate obligations...........ccceeerieriinriiien 748,672 189,085 1,927,373 - - - 2,865,130
Collective trust funds..........ccccoovviirieeieiniiieeee e 275,206 332,218 12,816,147 - - - 13,423,571
Real estate............... 2,491,314 - 5,340,555 - - - 7,831,869
Alternative.............c...... 6,182,866 - 11,922,940 - - - 18,105,806
Securities lending collateral 273,603 2,005 2,016,063 - - - 2,291,671
Asset-backed SECUTtIeS..........uvvveieiiiiiiiiiieee e 554,952 131,469 1,062,696 - - - 1,749,117
DErIVALIVES. .....eieeieeee ettt - - 1,399 - - - 1,399
Domestic equities . 7,343,898 1,395,641 5,649,599 - - - 14,389,138
International equIties.........cooeevevieeiiie 4,789,908 155,533 5,688,266 - - - 10,633,707
International private debt securities...............cceeeeeeen - 1,058 72,982 - - - 74,040
International public debt securities.... 249,606 - 371,550 - - - 621,156
Mortgage-backed securities... - 225,943 527,192 - - - 753,135
Private placements............ . 515,019 - - - - - 515,019
Repurchase agreements...........eevueveeeeereeeeeeererenenennnenens - - - 129,996 - - 129,996
U.S. Treasury obligations............cccceeeviviiiieeieieniieee. 1,645,854 507,912 1,105,942 - - - 3,259,708
U.S. government agency debt securities....................... 80,429 40,105 - - - - 120,534
Receivables (net):
INVeStMENt INCOME.......cociviiiieei e 60,600 66 150,626 196 - - 211,488
Interest on notes and loans - - - - 248 82 330
Pension contributions............c.eevveeeiiniiiinee e - 5,452 1,407,949 33,470 - - 1,446,871
Investment sale Proceeds...........uuuuvuruemrmememennnnnnnnnnnnns 207,428 - 864,326 - - - 1,071,754
OtNEI e 3,093 4 205 27,716 - - 31,018
Due from other funds...........cccoooiiriiiiiiiiniiii s 10,168 - 5,733 163 - - 16,064
Due from pension trust funds 1,688 - 39 - - - 1,727
Due from component units....... 65,202 - - - - - 65,202
Due from political subdivisions...............cceveveveeeeerieeennn. 42,231 - - - - - 42,231
Due from other governments...........cceveveveveveeeeeeeeeeeennns - - - 46,975 - - 46,975
Depreciable or amortizable capital assets:
Machinery and equipment.............coooeveiiieiiiiienininenens - - 12,689 - - - 12,689
INtangible @SSetS........uuuurururueiiiiiiiae - - 41,285 - - - 41,285
Less: accumulated depreciation and amortization..... - - (29,973) - - - (29,973)
Net depreciable or amortizable capital assets - - 24,001 - - - 24,001
TOTAL ASSETS. ..ot 27,118,948 3,170,204 56,652,085 411,188 309,198 102,544 87,764,167
DEFERRED OUTFLOWS OF RESOURCES
TOTAL DEFERRED OUTFLOWS OF RESOURCES... - - 16,695 - - - 16,695
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Commonwealth of Pennsylvania

Combining Statement of Fiduciary Net Position
Pension (and Other Employee Benefit) Trust Funds
June 30, 2017

(Amounts in thousands) Pension (and Other Employee Benefit) Trust
Other Postemployment Benefits
State Employees’ Public School Employees’ Retired Retired
Retirement Deferred Retirement System Employees Pennsylvania
System Compensation Postemployment Health State Police
(December 31, 2016) (December 31, 2016) Pension Healthcare Program Program Total
LIABILITIES
Liabilities:
Accounts payable and accrued liabilities....................... 68,236 1,674 98,680 2,560 93 31 171,274
Investment purchases payable...............oeveveverererennnennns 389,220 - 800,996 - - - 1,190,216
Securities lending obligations... . 273,603 2,005 2,016,063 - 26,676 8,847 2,327,194
Due to other funds..........ceeeveiiiiiiiii e - 35 575 - - - 610
Due to pension trust funds...........c.ceeeveeveivieeiieieeeeeennnnn. - 168 739 - - - 907
Net pension liability........... . - - 64,116 - - - 64,116
Other liabilities. ........eeeiieiieiiiiiceie e - - 529,833 57,018 - - 586,851
TOTAL LIABILITIES....coiiiiiiiiiiiiiiiiiiiiiiieeiii 731,059 3,882 3,511,002 59,578 26,769 8,878 4,341,168
DEFERRED INFLOWS OF RESOURCES
TOTAL DEFERRED INFLOWS OF RESOURCES..... - - 2,442 - - - 2,442
NET POSITION
Restricted and held in trust for:
Pension benefits..........cccocveiiieeenns 26,387,889 - 53,155,336 - - - 79,543,225
Postemployment healthcare benefits . - - - 351,610 282,429 93,666 727,705
Employee salary deferrals.............ooeueveuevevirenenenennnnns - 3,166,322 - - - - 3,166,322
TOTAL NET POSITION. ...t $ 26,387,889 $ 3,166,322 $ 53,155,336 $ 351,610 $ 282,429 $ 93,666 $ 83,437,252
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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, 2017

(Amounts in thousands) Pension (and Other Employee Benefit) Trust
Other Postemployment Benefits
State Employees’ Public School Employees’ Retired Retired
Retirement Deferred Retirement System Employees Pennsylvania
System Compensation Postemployment Health State Police
(December 31, 2016) (December 31, 2016) Pension Healthcare Program Program Total
ADDITIONS:
Contributions:
Pension:
Employer.. $ 1,622,123 $ - $ 3832773 % 184,756  $ 603,720 $ 122,870 $ 6,366,242
Employee.......ccccccevuvneen.. 374,570 135,829 1,013,847 336,646 - - 1,860,892
Transfer in from other plans...........ccooviiiiiiiiiiiie e - 65,984 - - 50,000 - 115,984
Total CONIDULIONS. ....vveiieeiiiiiiii e e 1,996,693 201,813 4,846,620 521,402 653,720 122,870 8,343,118
Investment income:
Net increase/(decrease) in
fair value of INVEStMENTS.........ccoiiiiiiiie e 1,233,501 168,577 4,204,585 (337) 25,812 9,028 5,641,166
INEEIEST INCOME. .. .uiiiiiiee ettt 126,219 23,741 227,910 1,728 124 44 379,766
Dividend income........ 273,733 - 295,427 - 6,150 2,151 577,461
Rental and other income 116,708 - 730,076 - 79 27 846,890
Total investment activity iNCOME..........uuuuuummeiiiii e 1,750,161 192,318 5,457,998 1,391 32,165 11,250 7,445,283
Less: investment expenses
INvestment actiVity EXPENSE. .......uuuuueuieeeeiieiieiiieieeeeeeeeeeeeeeeeeeeeeeeeenees (167,712) (3,701) (474,441) (50) - - (645,904)
Net iNVeStMENt EarNINGS.......uuvieiiiiiiieiiee ettt e e 1,582,449 188,617 4,983,557 1,341 32,165 11,250 6,799,379
Securities lending activities:
INCOIME. ...ttt et e e ettt e e e e et e e e e e et e e e e e e nnsaeaaaeeannes 4,893 18 21,395 - - - 26,306
EXPENSES...ccivvvviiiieeeeviiiiiieeeeeens (489) (2) (9,590) - - - (10,081)
Total securities lending income 4,404 16 11,805 - - - 16,225
Total net iNVEStMENT INCOME.........uuiiieiiiiiiiiiiee e 1,586,853 188,633 4,995,362 1,341 32,165 11,250 6,815,604
TOTAL ADDITIONS. ..ottt e e eeeeeaeaans 3,583,546 390,446 9,841,982 522,743 685,885 134,120 15,158,722
DEDUCTIONS:
Benefit PAYMENTS. .....ccciiiiiiiiiiee it 3,214,440 90,976 6,452,651 450,325 596,568 122,182 10,927,142
Refunds of CONtribULIONS. ........ccuniiiiiiie e 13,108 - 20,928 - - - 34,036
Transfers to other plans............oovi i - 113,377 - - - - 113,377
Administrative expenses 22,999 408 45,127 39,310 7,183 698 115,725
Other expenses.... - 3,714 - - 302 106 4,122
TOTAL DEDUCTIONS 3,250,547 208,475 6,518,706 489,635 604,053 122,986 11,194,402
CHANGE IN PLAN NET POSITION HELD IN TRUST FOR:
PeNSION DENETILS. .. .uuuiiiiiiiiiii 332,999 - 3,323,276 - - - 3,656,275
Postemployment healthcare benefits............cccooeei - - - 33,108 81,832 11,134 126,074
Employee salary deferralS.........ooouuuiiieiiiiiiiiee e - 181,971 - - - - 181,971
TOTAL CHANGE IN PLAN NET POSITION HELD IN TRUST..... 332,999 181,971 3,323,276 33,108 81,832 11,134 3,964,320
Net position, JUuly 1, 2016........ccoeeeiiiiiiiiieeeeiiiiiee e 26,054,890 2,984,351 49,832,060 318,502 200,597 82,532 79,472,932
Net position, JUNE 30, 2017......cccuuuuiieeeiiiiiieieeeeeiiiee e e eeiiia s $ 26,387,889 $ 3,166,322 $ 53,155,336 $ 351,610 $ 282,429 $ 93,666 $ 83,437,252
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PRIVATE-PURPOSE TRUST FUNDS
DESCRIPTION

Private-purpose trust funds are used to report assets held in a trustee capacity where the principal
and income benefit individuals, private organizations or other governments.

Tuition Account Investment Program — provides for the advanced purchase of tuition credits for beneficiaries who will
attend institutions of higher learning. Contributors enter into a Tuition Account Program Investment contract that
authorizes the Treasury to invest funds to pay for future tuition expenses.

Monetary Penalty Endowments Trust — accounts for monetary penalties assessed to higher education institutions. Fund
expenditures are made by the Pennsylvania Commission on Crime and Delinquency to support abuse treatment and
prevention programs within the Commonwealth.

There are two private-purpose trust funds.
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Commonwealth of Pennsylvania

Combining Statement of Fiduciary Net Position
Private-Purpose Trust Funds

June 30, 2017

(Amounts in thousands)

Tuition Monetary
Account Penalty
Investment Endowments
Program Trust Total
ASSETS
CASN.. et $ 3,643 % - $ 3,643
Temporary iNVeStMEeNtS.........cooeuvveiveneeiiieeieeeeeeeen - 6,758 6,758
Long-term investmentsS.........ccocuevevieinieieieeeeeeeeee, 2,399,875 45,017 2,444,892
Receivables (net):
ACCOUNTS. ...ttt e e 336 - 336
INVestMeNt iNCOME........c.oveuiiiiiiie e - 5 5
Due from other funds..........cocooviiiiiiiiii e, - 38 38
TOTAL ASSETS. ... 2,403,854 51,818 2,455,672
LIABILITIES
Accounts payable and accrued liabilities..................... 1,335 483 1,818
Investment purchases payable..........cccoovoviiiiinaenn... 674 - 674
Securities lending obligations...............ccoocceviiieeieannen. - 1,579 1,579
Due to political subdivisions.............ccocovviiiiieeiinnnn.n. - 66 66
TOTAL LIABILITIES. ... 2,009 2,128 4,137
NET POSITION
Restricted and held in trust for:
Tuition Account Program participants..................... 2,401,845 - 2,401,845
Other .. e - 49,690 49,690
TOTAL NET POSITION....ccoiiiiiiiiiieieeeiie e $ 2,401,845 $ 49,690 $ 2,451,535
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Commonwealth of Pennsylvarnia

Combining Statement of Changes in Fiduciary Net Position

Private-Purpose Trust Funds
For the Fiscal Year Ended June 30, 2017

(Amounts in thousands)

ADDITIONS:
Investment income:
Net increase in

fair value of investments...........ccceeeeiiiiieiiiiicieeeee e,
INtEreST INCOME.....utiiiiii e
Total investment activity iNCOME...........covvvvviieeeiiiieieiiineeeennn,
Total net iNnvestment iNCOME.........c..oeeiviiiiiieiieiie e,

Share transactions (at net asset value
of $1.00 per share):

Net increase in net assets from share transactions.............
TOTAL ADDITIONS. ..ot

DEDUCTIONS:

AdMINIStrative EXPENSES. ... civuvuieeriieeeiiieereeiaeerei e eeaneeeeennns
(0] 1p T =Y (o 1=]
TOTAL DEDUCTIONS. ...ttt

CHANGE IN PLAN NET POSITION HELD IN TRUST FOR:

Net position, July 1, 2016........ccceeiiiiiiiiiiiiieiiei s
Net position, June 30, 2017 ......cc.oeviiiiieieieieeeeeee e

Commonwealth of Pennsylvania
www.pa.gov
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Tuition Monetary
Account Penalty
Investment Endowments

Program Trust Total
172,564 -8 172,564
56,161 3,458 59,619
228,725 3,458 232,183
228,725 3,458 232,183
139,520 - 139,520
368,245 3,458 371,703
6,819 - 6,819
- 2,684 2,684
6,819 2,684 9,503
361,426 - 361,426
- 774 774
361,426 774 362,200
2,040,419 48,916 2,089,335
2,401,845 49,690 $ 2,451,535
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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 2% 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 2% 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 10 individual agency funds.

There are a total of 17 individual agency funds.

Commonwealth of Pennsylvania 242 Governor's Office of the Budget
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Commonwealth of Pennsylvania

Combining Statement of Fiduciary Assets and Liabilities
Agency Funds

June 30, 2017

(Amounts in thousands) 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
ASSETS
CaSN. .. $ - $ 1,030 90 $ - $ 12 3 - $ 11,322 718  $ 13,172
Cash with fiscal agents.........ccccevvvviiieiiiiieiiieeeci e, 75,152 - - - - - - - 75,152
Temporary investments.. . 136,900 95,463 16,986 16,032 303,291 63,063 26,198 48,204 706,137
Long-term investmentS........oovvevuieeieeieeeeie e 2,664,950 8,473 - 236,461 - - - - 2,909,884
Receivables (net):
LI G TSP SRR - - 17,800 - 7 14,889 - 43,708 76,404
Accounts.... 25,621 - - 18,664 - - 4,893 - 49,178
Investment income............ 9,032 83 9 946 263 - - 32 10,365
Investment sale proceeds... 2,754 - - 562 - - - - 3,316
Advances to other funds....... - - - 67,500 - - - - 67,500
Other assets.................. 4,562,710 - - - - - 962 - 4,563,672
TOTAL ASSETS...niiiiiieieeee ettt eans $ 7,477,119 $ 105,049 34,885 $ 340,165 $ 303573 $ 77,952 $ 43,375 92,662 $ 8,474,780
LIABILITIES
Accounts payable and accrued liabilities...................... $ - $ 104,745 473 $ 17,692 $ 20692 $ 2,770 $ 13,199 254  $ 159,825
Investment purchases payable...........c.c.coevvveviiiennnn. 3,032 - - 1,154 - - - - 4,186
Securities lending obligations 2,703 297 - 4,244 - - - - 7,244
Due to political subdivisSions.............c.vvvviiiieiiiiieeennnnns - - 34,412 - 282,881 75,182 - 88,081 480,556
Due to other governments..........ccevveeeieeeeenneeeinneeennnnns - 7 - 1 - - - - 8
Other liabilities 7,471,384 - - 317,074 - - 30,176 4,327 7,822,961
TOTAL LIABILITIES. ... $ 7,477,119 $ 105,049 34,885 $ 340,165 $ 303573 $ 77,952 $ 43,375 92,662 $ 8,474,780




Commonwealth of Pennsylvarnia

Combining Statement of Changes in Fiduciary Assets and Liabilities
Agency Funds

For the Fiscal Year Ended June 30, 2017

(Amounts in thousands) Balance Balance
July 1, 2016 Additions Deductions  June 30, 2017

STATUTORY LIQUIDATOR FUND

ASSETS
Cash with fiscal agents.....................c $ 65,975 $ 3,039,755 $ 3,030,578 $ 75,152
Temporary iINVESIMENTS........cviviiiiiiiiiie e 117,078 136,900 117,078 136,900
Long-term inVeStMENTS. .......ccovvuii e e 2,335,346 1,640,984 1,311,380 2,664,950
Receivables (net):
oot 0 18 | £ 19,281 24,565 18,225 25,621
INVESTMENT INCOME.....ccviiiiiiie e 10,201 44,825 45,994 9,032
Investment sale proceeds..........ccoeeuuuiiiieiieiiiiinieeeeecenen, - 6,775 4,021 2,754
Other @SSETS.....ivuiii i 4,634,108 114,946 186,344 4,562,710
TOTAL ASSETS .. $ 7,181,989 $ 5,008,750 $ 4,713,620 $ 7,477,119
LIABILITIES
Investment purchases payable..............ccccceevvvvvveieeeeeeee. $ 610 $ 135,757 $ 133335 $ 3,032
Securities lending obligations............cccoeevviiiieiiie e, 1,896 2,703 1,896 2,703
Other liabilities.......cccuviiiiiieie e 7,179,483 7,471,384 7,179,483 7,471,384
TOTAL LIABILITIES ..ceiiieeeeeeecee e $ 7,181,989 $ 7,609,844 $ 7,314,714 $ 7,477,119
MEDICAL CARE AVAILABILITY AND
REDUCTION OF ERROR FUND
ASSETS
(07 1] o 1 $ 700 $ 8,997,355 $ 8,997,025 $ 1,030
Temporary INVESTMENTS...........iiiiiiiiiiiie e 90,032 7,581,862 7,576,431 95,463
Long-term iNVeStMENTS........ovviviiv i 22,557 16,953 31,037 8,473
Receivables (net):
ACCOUNTS. ...ttt - 3 3 -
Investment income 57 83 57 83
TOTAL ASSETS oo $ 113,346 $ 16,596,256 $ 16,604,553 $ 105,049
LIABILITIES
Accounts payable and accrued liabilities................cccvvveeen. $ 112,742  $ 775,664 $ 783,661 $ 104,745
Securities lending obligations............cccovvviiiiiiiiiinieciiin e, 598 297 598 297
Due to other fuNdS........coeveeieeiiiee e, - 109 109 -
Due to other governmMENtS........couvuvvierviiiieiie e 6 9 8 7
Other liabilities.......cccuiieeeie e - 123,400 123,400 -
TOTAL LIABILITIES ..ceeeiiieeeeeee e $ 113,346  $ 899,479 $ 907,776 $ 105,049
(continued)
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Commonwealth of Pennsylvarnia

Combining Statement of Changes in Fiduciary Assets and Liabilities
Agency Funds (continued)

For the Fiscal Year Ended June 30, 2017

(Amounts in thousands) Balance Balance

www.pa.gov

July 1, 2016 Additions Deductions  June 30, 2017
ALLEGHENY REGIONAL ASSET DISTRICT
SALES AND USE TAX FUND
ASSETS
CASN. e $ 83 5,179,297 $ 5,179,290 $ 90
Temporary INVESTMENTS...........iii i eeeeeaas 15,749 3,254,809 3,253,572 16,986
Receivables (net):
LI Y T PP 17,843 17,800 17,843 17,800
INVEStMENT INCOME.......uiiiiiieeeiiie e 4 10 5 9
TOTAL ASSETS .ot $ 33,679 8,451,916 $ 8,450,710 $ 34,885
LIABILITIES
Accounts payable and accrued liabilities........................... $ 595 473 $ 595 $ 473
Due to political SUbdIVISIONS............iiiiiiiiiiiiiiee e 33,084 1,328 - 34,412
TOTAL LIABILITIES ..o $ 33,679 1,801 $ 505 $ 34,885
UNDERGROUND STORAGE TANK
INDEMNIFICATION FUND
ASSETS
(0T o USRI $ - 13,468,524  $ 13,468,524 $ -
Temporary iINVESIMENTS........vvviiiiiiiiiieeeen e 30,197 7,319,928 7,334,093 16,032
Long-term inVeStMENTS. .......cccvvvii e e 208,829 5,296,062 5,268,430 236,461
Receivables (net):
oot 0 18 | £ 14,591 18,665 14,592 18,664
INVESTMENT INCOME.......uiiiiiieeeiii e 894 946 894 946
Interest on notes and [0aNS............oeuvieiieiiiiieieeeeeeaes - 1,840 1,840 -
Investment sale proceeds...........coveveviieiiiiiiiieeiineeeiieeeees 1,420 562 1,420 562
Advances to other fuNdS.........co.ieiiniiiiii e 67,500 - - 67,500
TOTAL ASSETS ..o $ 323,431 26,106,527 $ 26,089,793 $ 340,165
LIABILITIES
Accounts payable and accrued liabilities................cccvvveeen. $ 18,134 180,650 $ 181,092 $ 17,692
Investment purchases payable...........cccooeveiiiiiiiiiniiiiiinnnen, 3,075 1,154 3,075 1,154
Securities lending obligations............cccooevviiiieiiii i, 16,578 4,244 16,578 4,244
Due to other fuNAS.......coovvuiiiiiii e - 687 687 -
Due to political SUbdIVISIONS............iiiiiiiiiiiiiiiieeeeeeeeen - 187 187 -
Due to other governmMENtS........ccuvuvvieeiiieieiiieeeeiin e 2 23 24 1
Other lIabilities. ... ..o 285,642 35,863 4,431 317,074
TOTAL LIABILITIES ... $ 323,431 222,808 $ 206,074 $ 340,165
(continued)
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Commonwealth of Pennsylvarnia

Combining Statement of Changes in Fiduciary Assets and Liabilities
Agency Funds (continued)

For the Fiscal Year Ended June 30, 2017

(Amounts in thousands) Balance Balance
July 1, 2016 Additions Deductions  June 30, 2017

MUNICIPAL PENSION AID FUND

ASSETS
(O 1] 1 1 $ - $ 8,050,980 $ 8,050,968 $ 12
Cash with fiscal agents..........ccoviviiiiiiiiiiiir e - - - -
Temporary INVESTMENTS...........iiiiiiiiiiiie e 278,452 5,292,024 5,267,185 303,291
Receivables (net):
LI G TP PSP 238 7 238 7
INVESTMENT INCOME.....iviiiei e 140 263 140 263
TOTAL ASSETS ..o $ 278,830 $ 13,343,274 $13,318531 $ 303,573
LIABILITIES
Accounts payable and accrued liabilities........................... $ 102 % 577,282 $ 556,692 $ 20,692
Due to political SUbdiViSIONS............oiiiiiiiiiiiiiieeeeeeeein 278,728 570,541 566,388 282,881
TOTAL LIABILITIES ..ceeieeeeeee e $ 278830 $ 1,147,823 $ 1,123,080 $ 303,573

FIRE INSURANCE TAX FUND

ASSETS
CASN. e $ - $ 2,729,680 $ 2,729,680 $ -
Temporary INVESTMENTS...........iii i 80,362 1,751,357 1,768,656 63,063
Receivables (net):
B = I T 1 14,889 1 14,889
TOTAL ASSETS ..o $ 80,363 $ 4,495,926 $ 4,498,337 $ 77,952
LIABILITIES
Accounts payable and accrued liabilities...............cccuvveeee.. $ - % 201,302 $ 198,532 % 2,770
Due to political SUDIVISIONS.........cccvviiiiiiiiiiiiieecein e 80,363 290,288 295,469 75,182
Due to other governmeNts........cccoevveevviieeeiie e e e, - 4 4 -
TOTAL LIABILITIES ... $ 80,363 $ 491,594 $ 494,005 $ 77,952
AGENCY CUSTODIAL ACCOUNTS
ASSETS
CASN. e $ 11,531 $ 938 $ 1,147  $ 11,322
Temporary INVESTMENTS...........iiiiiiiiiiiii e 23,146 6,575 3,523 26,198
Receivables (net):
ACCOUNTS. ...ttt e e e e e e e e n e e es 4,672 446 225 4,893
(0] 11T = T £ PR 912 111 61 962
TOTAL ASSETS .ot $ 40,261  $ 8,070 $ 4,956 $ 43,375
LIABILITIES
Accounts payable and accrued liabilities........................... $ 13,289 $ 9% 3 185 $ 13,199
Other lIabilities. ........i i 26,972 6,557 3,353 30,176
TOTAL LIABILITIES ... $ 40,261 $ 6,652 $ 3,538 $ 43,375
(continued)
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Commonwealth of Pennsylvarnia

Combining Statement of Changes in Fiduciary Assets and Liabilities
Agency Funds (continued)

For the Fiscal Year Ended June 30, 2017

(Amounts in thousands) Balance Balance
July 1, 2016 Additions Deductions  June 30, 2017

OTHER FUNDS

ASSETS
(0T o USSP $ 3,340 $ 16,002,073 $ 16,004,695 $ 718
Temporary iINVESIMENTS........ovvviiiiiiiiiiieei e 49,447 10,029,289 10,030,532 48,204

Receivables (net):

29,437 43,840 29,569 43,708
15 34 17 32
$ 82,239 $ 26,075,236 $26,064,813 $ 92,662
LIABILITIES
Accounts payable and accrued liabilities................cccuvveeee.. $ 784 % 84,483 $ 85,013 $ 254
Due to political SUDIVISIONS........cccuvviiiiiiiiieiiiee e 77,196 524,688 513,803 88,081
Other liabilities. . .. couieiee e 4,259 93 25 4,327
TOTAL LIABILITIES ..ceeeieeeeeeee e $ 82,239 $ 609,264 $ 598,841 $ 92,662
TOTAL — AGENCY FUNDS
ASSETS
(07 1] o 1R $ 15,654 $ 54,428,847 $54,431,329 $ 13,172
Cash with fiscal agents.........cccoveviiiiiiiii e 65,975 3,039,755 3,030,578 75,152
Temporary iINVESIMENTS........cvvvviiiiiiiiiiceeen e 684,463 35,372,744 35,351,070 706,137
Long-term inVeStMENTS. ......ccovvvii e 2,566,732 6,953,999 6,610,847 2,909,884
Receivables (net):
1= TP 47,519 76,536 47,651 76,404
ACCOUNES. ...iieeii et e e e e e e e e e e eae e 38,544 43,679 33,045 49,178
INVEStMENT INCOME... e 11,311 46,161 47,107 10,365
Interest on notes and 10aNS...........coeevvieiiieiiiieciieceee - 1,840 1,840 -
Investment sale proceeds...........ooeeuuuiiieeiieiiiiinieeeeeeennn, 1,420 7,337 5,441 3,316
Advances to other funds...........ccoooviveiiiiiiiiii e, 67,500 - - 67,500
(O] 1= Q=TT =Y £ 4,635,020 115,057 186,405 4,563,672
TOTAL ASSETS ..o $ 8,134,138 $ 100,085,955 $ 99,745,313 $ 8,474,780
LIABILITIES
Accounts payable and accrued liabilities..........c.....cccvvveeen. $ 145646 $ 1,819,949 $ 1,805,770 $ 159,825
Investment purchases payable...........cccooeveiiiiiiiiniiiiiinnnen, 3,685 136,911 136,410 4,186
Securities lending obligations............ccccoevviiiieiiiie e, 19,072 7,244 19,072 7,244
Due to other fundS........ccoveiiiiii e, - 796 796 -
Due to political SUbdIVISIONS............iiiiiiiiiiiiiiiieeeeeeeeen 469,371 1,387,032 1,375,847 480,556
Due to other governmMENLS........ccvvuivieeiiieieiieeeeie e 8 36 36 8
Net pension liability............coooriiiiiiiii e - - - -
Other liabilities.......cccuveiiiieeie e 7,496,356 7,637,297 7,310,692 7,822,961
TOTAL LIABILITIES ..o $ 8,134,138 $ 10,989,265 $10,648,623 $ 8,474,780
(concluded)
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NONMAJOR DISCRETELY PRESENTED COMPONENT UNITS
DESCRIPTION

Component units are legally separate organizations for which the elected officials of the
primary government are financially accountable, or other organizations for which the nature
and significance of the relationship with the primary government are such that exclusion would
cause the reporting entity’s financial statements to be misleading.

State Public School Building Authority —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, 2016 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 22
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.

There are a total of 15 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.

Commonwealth of Pennsylvania 250 Governor's Office of the Budget
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Commonwealth of Pennsylvania
Combining Statement of Net Position
Nonmajor Discretely Presented Component Units
June 30, 2017

(Amounts in thousands) Philadelphia Pennsylvania
State Public Shipyard Ben Franklin Higher
School Development Technology Educational
Building Corporation Development Facilities
Authority (December 31, 2016) Authority Authority
ASSETS
Current assets:
$ -3 857 $ -8 -
Temporary investments.... 5,497 - 23,181 -
Receivables (net):
ACCOUNTES ...ttt 1 - - -
INVeStMENt INCOME.........cooiuiiiiiei i 71 - 20 -
Interest on notes and loans.. 16 - - -
Loans.... 2,036 - - -
Other ... - - - -
Due from primary government... - - - -
Due from Federal government... . - - - -
INVENTONY......oooiiiiiiii e - - - -
Prepaid and deferred expenses.. . - 15 - -
Total CUMTENT @SSELS .......ccouuiiiieiiiiiiiie e 7,621 872 23,201 -

Noncurrent assets:
RESEIICEd CASN.....oiiiiiiiiiiiiiei s

Long-term inVestMeNnts. ... 21,513 - - -
Receivables (net):

2,796 - 28,923 -
. - 161 - -
COoNSruction iN Progress.........ccuveeeueeriiiieeeiieeeiiieeiiee e - - - -
Depreciable or amortizable capital assets:
Land imProvemMeNTS. ........uuveeeiiiiriiieee et e e - - - -
Buildings and building improvements - - - -
Machinery and equipment. 389 - - -
Library books........ - - - -
Intangible assets.. - - - -
Less: accumulated depreciation and amortization. (313) - - -
Net depreciable or amortizable capital assets.. 76 - - -
Other assets.............. - 7,410 - -
Total noncurrent assets 24,385 7,571 28,923 -
TOTAL ASSETS 32,006 8,443 52,124 -
DEFERRED OUTFLOWS OF RESOURCES
TOTAL DEFERRED OUTFLOWS OF RESOURCES 583 - 172 -
LIABILITIES
Current liabilities:
Accounts payable and accrued liabilities. . 27 - 117 -
Securities lending obligations..... - - - -
Due to primary government. - - 4 -
Due to other governments.. . - - 1 -
Interest payable - - - -
Unearned revenue.. - - - -
Revenue bonds payable. - - - -
Capital lease/installment purchase obligations. - - - -
Compensated absences 51 - - -
Other liabilities 35 - - -
Total current liabilities. 113 - 122 -
Non-current liabilities:
Revenue bond payable............ccoooiiiiiiiiiiiiiie e - - - -
Capital lease/installment purchase obligations....................... - - - -
Compensated absences 152 - - -
Other postemployment benefit obligations. 494 - 138 -
Net pension liability 2,355 - 773 -
Other liabilities 91 7,410 - -
Total non-current liabilities... . 3,092 7,410 911 -
TOTAL LIABILITIES. ... 3,205 7,410 1,033 -
DEFERRED INFLOWS OF RESOURCES
TOTAL DEFERRED INFLOWS OF RESOURCES.............. 73 - 32 -
NET POSITION
Net investment in capital @ssets..............ccoccceiiiiiiiiiiinnc s 76 161 - -
Restricted for:
Dbt SEIVICE. ... - - - -
Economic development.. - 872 51,231 -
Other purposes.. 29,235 - - -
Unrestricted......... - - - -
TOTAL NET POSITION.. $ 29,311 % 1,033 $ 51,231 $ -
Commonwealth of Pennsylvania 252 Governor's Office of the Budget
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Pennsylvania  Pennsylvania Thaddeus Pennsylvania
Port of Industrial Convention Stevens Energy
Pittsburgh Development Center College of  Development
Commission Authority Authority Technology Authority Total

$ -0 % 300 $ 19,734  $ 9,253 $ -0 $ 30,144
2,569 309,942 19,077 - 1,005 361,271
3 56 2,958 26 - 3,044

- - - - 1 92

- 578 - - - 594

- 51,419 - - - 53,455

- - 7,500 566 - 8,066

- - - 55 - 55

742 - - - - 742

- - - 796 - 796

- - 2,460 80 - 2,555
3,314 362,295 51,729 10,776 1,006 460,814
- - - 1,767 - 1,767

- - - 2,362 3,713 27,588

- 259,537 - - - 291,256

- - 994 - - 1,155

- - 7,132 53 - 7,185

- - - 2,626 - 2,626

- - 771,386 474 - 771,860
2,069 - 181,680 6,421 - 190,559
- - - 353 - 353

33 - - - - 33
(1,405) - (343,623) (5,918) - (351,259)
697 - 609,443 3,956 - 614,172

- 620 3,461 1,204 - 12,695

697 260,157 621,030 9,342 3,713 955,818
4,011 622,452 672,759 20,118 4,719 1,416,632
224 10,839 1,343 5,442 21 18,624
853 120 10,640 2,336 6 14,099

- 1,146 - - - 1,146

3 318 7,902 - - 8,227

- 1 - - - 2

- 3,694 - - - 3,694

- - 1,909 40 - 1,949

- 25,980 - - - 25,980

- - - 89 - 89

- - - 466 - 517

- - - - - 35

856 31,259 20,451 2,931 6 55,738
2,000 163,343 - - - 165,343
- - - 157 - 157

110 - - 2,189 - 2,451
216 382 4,355 4,253 11 9,849
870 997 3,803 17,768 96 26,662

- 150 - 63 - 7,714
3,196 164,872 8,158 24,430 107 212,176
4,052 196,131 28,609 27,361 113 267,914
65 41 111 522 4 848
(1,315) - 617,570 3,763 - 620,255
- 56,858 - - - 56,858
1,433 - 27,812 - 4,623 85,971
- - - - - 29,235

- 380,261 - (6,086) - 374,175

$ 118 $ 437,119 $ 645,382 $ (2,323) % 4,623 $ 1,166,494

253
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Commonwealth of Pennsylvania
Combining Statement of Activities
Nonmajor Discretely Presented Component Units
For the Fiscal Year Ended June 30, 2017

(Amounts in thousands) Philadelphia Pennsylvania
State Public Shipyard Ben Franklin Higher
School Development Technology Educational

Building Corporation Development Facilities

Authority (December 31, 2016) Authority Authority
EXPENSES. ¢ttt ettt ettt $ 1,788 $ 248 % 30,689 $ 1,123

Program revenues:
Charges for goods and Services..........ccceevuvueeerennnnns 1,224 - 29,095 1,123
Operating grants and contributions......................... 302 6 15,021 -
Capital grants and contributions................ccceevvvnnnn. - - - -
Total program revenues.........cccccueeevneeeneennnn. 1,526 6 44,116 1,123
Change in net position.............cccoiiviiieennnen. (262) (242) 13,427 -
Net position, July 1, 2016..........cccevvuiieereennnnnn. 29,573 1,275 37,804 -
Net position, June 30, 2017.......cccoeeeeeiivinineeneens $ 29,311 % 1,033 % 51,231 $ -
Commonwealth of Pennsylvania 254 Governor's Office of the Budget
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Pennsylvania Pennsylvania Thaddeus Pennsylvania
Port of Industrial Convention Stevens Energy
Pittsburgh Development Center College of Development
Commission Authority Authority Technology Authority Total
$ 2,123  $ 9,658 $ 86,135 $ 27,671 % 287 % 159,722
11 11,222 16,360 10,400 - 69,435
1,984 13,495 40,189 16,100 340 87,437
- - 4,680 - - 4,680
1,995 24,717 61,229 26,500 340 161,552
(128) 15,059 (24,906) (1,171) 53 1,830
246 422,060 670,288 (1,152) 4,570 1,164,664
$ 118 % 437,119  $ 645,382  $ (2,323) $ 4,623 $ 1,166,494
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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.........cciiiiieie ettt b e te e b e steens e e e e saesraeeennas
Table 2-Changes iN NET POSITION .........cuiiiiiiece ettt sbe et et sre e e e sbeareesaesraeeeneas
Table 3-Governmental Fund Type FUN BalANCES ..o s
Table 4-Revenues by Source and Expenditures by Function-All Governmental Fund Types ..........cccocvveriene.

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 75% of all general revenues for the June 30, 2017 fiscal year (as reported in the statement of activities).

Table 5-Personal Income Tax-Personal INCome BY INAUSTIY .......c.covi i
Table 6-Personal Income Tax-Personal Income Tax Filers and Liability by Income Level ........c..ccccoveivennne.
Table 7-Sales Tax-Estimated Taxable Sales by Industry Classification of the Vendor .............cccccvevevviveiennn
Table 8-Sales Tax-Sales Tax Remittances by Major Industry Classification .............ccccevvivievc i ciesc i
Table 9-Corporate Tax-Corporate Net INCOME TAX......iiiieiuiiiiieiieie e ettt sre e e rae e aeas
Table 10-Corporate Tax-Capital Stock/Foreign FranChiSe TaX.........cccocveveiiiiiieiiie e s

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 Debt RALIOS ............coveirieiieiiii e e
Table 12-Ratios of General Obligation Bonded Debt Outstanding...........cccvevveieeiieeiic i
Table 13-Computation of Legal DEDT IMAITIN ........cveiieiiieiic it e e s

Demographic and Economic Information

These tables contain information on the socioeconomic environment in which the Commonwealth
operates.

Table 14-Employment by Nonfarm Related INAUSTIY .........oiiiiiieiiciee e e
Table 15-Population and Per Capita Personal INCOME ..........cooiiiiieieie e
Table 16-Employment INFOIMATION.........ccoiiiiiiee sttt sre et sreeraenesraeneeneas

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 AQENCY........civeiieiieiiecie e
Table 18-Operating Indicators by FUNCLION @Nd AQENCY ......cccuveieeiieiee e e
Table 19-Capital Asset Information by FUNCEION @Nd AGENCY .....c..oivviieieiiecice e s

Commonwealth of Pennsylvania 258 Governor's Office of the Budget
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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)

GOVERNMENTAL ACTIVITIES (1)

Net investment in capital assets........................

Restricted for:
General government operations (2)(5).............
Health-related programs
Transportation..
Capital projects.
Debt service..........ccccceeiiiiiiiie
Unemployment/worker's compensation..
Elderly programs...........ccccoocciiiieiininnns
Environmental and conservation programs
Economic development..........
Gaming licensing/regulation...
Correctional industries and procurement..........
Emergency SUPPOrt..........cccevveieiiiiriiiieiiinens
Higher education.
Other purposes....

unrestricted. ...

TOTAL GOVERNMENTAL

ACTIVITIES NET POSITION....................

BUSINESS-TYPE ACTIVITIES (1)
Net investment in capital assets...........cccceeuunnee
Restricted for:
Health-related programs
Transportation..
Capital projects.
Debt service........
Unemployment/worker's compensation..
Elderly programs
Economic development (8)..........ccuveveeeiniiennnes
Emergency support
Higher EdUCation.............cooevviiiieeeiiiiieeeeeee
Other purposes.
Unrestricted
TOTAL BUSINESS-TYPE
ACTIVITIES NET POSITION....................

PRIMARY GOVERNMENT (1)
Net investment in capital assets........................
Restricted for:
General government operations (2)(5).............
Health-related programs
Transportation..
Capital projects.
Debt Service.........coooiiiiiiiiiiii
Unemployment/worker's compensation..
Elderly programs
Environmental and conservation programs.......
Economic development (8)
Gaming licensing/regulation...
Correctional industries and procurement..........
Emergency support..........cccccocveennnen.
Higher education.
Other purposes.
Unrestricted
TOTAL PRIMARY GOVERNMENT
NET POSITION (1)...eecvvevevieieenierieeiennans

2008 (3) 2009 (3) 2010 2011 2012 (4) 2013 (4)(6) 2014 (6)(7) _ 2015 (7)(8) 2016 (9) 2017 (9)
$ 21,482,118 $ 22,821,832 $ 24,102,905 $ 25,352,588 $ 26,580,581 $ 27,774,808 $ 28,344,818 $ 29,177,938 $ 30,524,584  $ 31,540,865
N/A N/A N/A 672,834 - 1,739 - 35 47 75
1,410,932 1,291,318 1,048,684 61,785 18,977 18,830 16,982 15,412 14,294 13,918
1,520,801 1,342,189 1,318,358 1,000,129 670,168 352,317 298,733 481,202 599,545 724,063
- - 11 - - - - - - -
27,458 16,834 46,853 - - - - - - -
120,181 125,515 301,372 367,006 427,934 499,547 528,908 405,823 468,215 529,416
38,264 62,183 50,213 - - - - - - -
457,726 529,274 592,672 331,102 565,891 512,807 551,972 365,837 318,622 370,188
22,530 23,576 25,312 - - - - - - 6,862
947,145 917,466 771,616 720,578 725,468 709,348 651,467 502,589 426,436 400,131
46,541 37,701 49,467 62,868 71,095 52,287 38,976 5,498 6,284 26,422
58,063 57,324 58,209 51,926 46,793 52,178 50,535 55,044 65,361 93,002
7,023 8,985 7,715 - - - - - - -
88,580 58,842 55,616 40,078 35,614 35,626 57,614 24,019 18,528 -
(648,689) (4,053,146) (4,881,426) (4,407,594) (5,460,053) (5,685,524) (7,658,746)  (17,846,863) _ (19,407,921) _ (21,275,848)
25,578,673 23,239,893 23,547,577 24,253,300 23,682,468 24,323,963 22,881,259 13,186,534 13,033,995 12,429,094
72,668 78,561 74,392 84,065 77,259 465,161 489,357 504,790 528,443 556,457
1,942 1,059 2,837 2,323 1,340 4,456 5,588 - - -
103,274 103,652 110,987 118,938 121,760 126,986 134,364 136,802 139,029 140,676
- - - - - - - - 2 149
- - - - - 4,199 4,199 4,199 4,199 4,200
2,378,092 342,098 - - - - - - 685,191 1,746,563
124,351 - - - - - - - - -
299,924 283,012 295,502 304,767 309,636 325,269 333,821 5,256 5,102 6,373
132,837 134,685 138,884 144,834 147,747 151,853 156,951 129,459 132,008 127,464
- - - - - 29,009 155,638 226,767 218,155 282,773
126,799 76,573 85,177 94,985 98,203 105,929 147,076 116,825 123,408 135,536
(73,973) (403,122) (1,916,364) (2,314,339) (1,913,601) (2,412,444) (1,961,503) (1,632,295) (1,395,385) (2,274,990)
3,165,914 616,518 (1,208,585) (1,564,427) (1,157,656) (1,199,582) (534,509) (508,197) 440,152 725,201
21,554,786 22,900,393 24,177,297 25,436,653 26,657,840 28,239,969 28,834,175 29,682,728 31,053,027 32,097,322
N/A N/A N/A 672,834 - 1,739 - 35 47 75
1,412,874 1,292,377 1,051,521 64,108 20,317 23,286 22,570 15,412 14,294 13,918
1,624,075 1,445,841 1,429,345 1,119,067 791,928 479,303 433,097 618,004 738,574 864,739
- - 11 - - - - - 2 149
27,458 16,834 46,853 - - 4,199 4,199 4,199 4,199 4,200
2,498,273 467,613 301,372 367,006 427,934 499,547 528,908 405,823 1,153,406 2,275,979
162,615 62,183 50,213 - - - - - - -
457,726 529,274 592,672 331,102 565,891 512,807 551,972 365,837 318,622 370,188
322,454 306,588 320,814 304,767 309,636 325,269 333,821 5,256 5,102 13,235
947,145 917,466 771,616 720,578 725,468 709,348 651,467 502,589 426,436 400,131
46,541 37,701 49,467 62,868 71,095 52,287 38,976 5,498 6,284 26,422
190,900 192,009 197,093 196,760 194,540 204,031 207,486 184,503 197,369 220,466
7,023 8,985 7,715 - - 29,009 155,638 226,767 218,155 282,773
215,379 135,415 140,793 135,063 133,817 141,555 204,690 140,844 141,936 135,536
(722,662) (4,456,268) (6,797,790) (6,721,933) (7,373,654) (8,097,968) (9,620,249)  (19,479,158) _ (20,803,306) _ (23,550,838)
$ 28,744,587 $ 23,856,411 $ 22,338,992 $ 22,688,873 $ 22524812 $ 23,124,381 $ 22,346,750 _$ 12,678,337 _$ 13,474,147 $ 13,154,295
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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)

Source: The Commonwealth's Comprehensive Annual Financial Report (CAFR), as presented for the applicable fiscal year. For fiscal years 2008-2012, 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 2008-
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 2008-2012.

(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)-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.
(4)-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.

(5)-For the 2011 fiscal year, balances in the amount of $672,834 related to the grant ledgers were reported as restricted. Since the 2012 fiscal year, those balances have been reported as unrestricted/(deficit).

(6)-For the 2014 fiscal year, the Commonwealth implemented GASB Statement 65 requiring the deferral of resources. With the implementation 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 in the notes to the financial statements in the June 30, 2014 CAFR provides additional details
on this restatement.

(7)-For the 2015 fiscal year, the Commonwealth implemented GASB Statements 68 and 71, which required the reporting of net pension liability, including the associated deferral of resources. With the implementation of GASB
68 and 71, the beginning net position for governmental activites, business type activities and total primary government net position was restated and decreased by $10,622,867, $460,686, and $11,083,553, respectively, as of
July 1, 2014. Therefore, the ending net position balance (for governmental activities, business-type Activities, and total primary government) shown in this table as of June 30, 2014 plus the change in net position shown in
Table 2 for the June 30, 2015 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, 2015. Note B in
the notes to the financial statements in the June 30, 2015 CAFR provides additional details on this restatement.

(8)-Through the 2014 fiscal year, the net position of the Small Business First Fund and the Machinery and Equipment Loan Fund (both proprietary funds) were included within the economic development restricted net position
category. Effective November 1, 2014, their operations were transferred to the Pennsylvania Industrial Development Authority, a discretely presented component unit.

(9)-For the 2017 fiscal year, the operations of the Pennsylvania eHealth Partnership Authority, reported as a discretely presented component unit in the June 30, 2016 CAFR, were merged into the Commonwealth's primary
government, effective July 1, 2017. The operations are reported within the General Fund. With this merger, the beginning net position for governmental activites and total primary government both were increased by $361, as
of July 1, 2016. Therefore, the ending net position balance (for governmental activities and total primary government) shown in this table as of June 30, 2016 plus the change in net position shown in Table 2 for the June 30,
2017 fiscal year will differ from the ending net position balance (for governmental activities and total primary government) shown in this table as of June 30, 2017. Note 18 in the notes to the financial statements provides
additional details on this change in reporting entity.
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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)

2008 2009 2010 2011 2012 2013 2014 (3) 2015 (4) 2016 2017 (6)

GOVERNMENTAL ACTIVITIES (1)
Expenses:

Direction and supportive services... $ 1479962 $ 1,492,541 $ 1,950,908 $ 2,052,743 $ 2,243,649 $ 1,528,057 $ 1,619,894 $ 1,415057 $ 1,366,741 $ 1,255,507

Protection of persons and property .. 4,922,684 5,480,770 5,682,950 5,384,710 5,541,681 6,010,950 6,216,380 6,659,818 6,750,256 7,011,983
Public education 13,107,648 14,045,890 14,520,733 14,864,360 13,394,225 13,885,466 14,205,019 14,451,280 14,914,554 16,426,756
Health and human services.. 25,215,388 26,615,566 28,321,389 30,388,529 30,680,717 30,495,970 31,634,286 33,880,187 36,620,781 41,335,304
Economic development.. 1,720,992 1,614,214 1,580,654 1,598,596 1,537,068 1,032,887 1,005,570 977,910 883,046 1,006,641
Transportation 4,182,916 4,278,022 4,951,010 4,465,639 4,382,503 4,764,139 5,204,513 5,751,229 5,943,778 6,365,693
Recreation and cultural enrichment 571,009 602,365 559,311 491,082 514,309 519,242 522,662 615,175 607,420 626,195
Interest.................. 371,249 382,065 395,305 440,428 475,545 489,401 494,177 266,477 512,324 435,877
Total expenses.. 51,571,848 54,511,433 57,962,260 59,686,087 58,769,697 58,726,112 60,902,501 64,017,133 67,598,900 74,463,956
Program revenues:
Charges for sales and services:
Direction and supportive services.... 143,933 74,320 216,188 252,572 277,492 363,296 256,820 975,506 424,384 428,813
Protection of persons and property 1,214,038 1,083,889 1,331,281 1,034,481 1,302,020 1,380,582 1,348,469 1,350,043 1,539,295 1,571,915
Public education 17,641 15,756 18,201 14,928 4,776 5,926 5,337 5,102 7,647 6,059
Health and human services... 1,800,212 1,559,638 1,134,144 1,597,599 1,658,657 1,641,534 1,726,322 1,819,309 1,999,519 2,994,241
Economic development. 11,379 15,553 12,317 11,812 8,205 13,910 6,373 6,695 7,110 6,221
Transportation... 945,536 944,486 910,721 976,705 970,026 972,417 1,036,790 1,210,668 1,316,284 1,365,419
Recreation and cultural enrichment. 162,013 312,287 416,053 181,373 245,405 304,903 338,954 274,966 251,242 258,709
Operating grants and contributions 17,936,693 20,370,216 25,620,597 26,071,112 22,816,711 22,792,032 22,859,945 24,083,463 26,946,551 30,207,372
Capital grants and contributions. 4,610 47,320 57,628 221,195 67,866 91,603 42,261 32,186 62,360 78,145
Total program revenues 22,236,055 24,423,465 29,717,130 30,361,777 27,351,158 27,566,203 27,621,271 29,757,938 32,554,392 36,916,894
Total governmental activities net program revenues/(expenses)........ (29,335,793) (30,087,968) (28,245,130) (29,324,310) (31,418,539) (31,159,909) (33,281,230) (34,259,195) (35,044,508) (37,547,062)
General revenues and other changes in net position:
General revenues:
Taxes:
Personal INCOME. ......ceiiiiiiiii et e e e 10,438,976 9,553,538 9,414,864 9,771,269 10,022,285 10,798,328 10,817,073 11,678,106 12,025,979 12,072,378
Sales and use. 8,779,768 8,417,292 8,309,905 8,610,603 8,977,379 9,106,779 9,293,356 9,872,467 10,231,892 10,714,383
Corporation.... 5,157,589 4,209,705 4,146,477 4,469,094 4,504,105 4,781,555 4,314,093 5,195,882 4,134,991 4,406,000
Liquid fuels and motor carriers.... 2,024,045 1,975,678 2,045,505 2,092,645 2,096,222 2,058,226 2,349,982 3,017,991 3,303,273 3,583,153
Gaming (2) 769,064 999,247 1,232,829 1,409,388 1,487,729 1,447,796 1,404,277 1,404,195 1,393,508 1,402,207
Inheritance.. 802,865 733,405 698,980 783,824 803,573 796,007 850,221 976,286 947,699 988,569
Cigarette 1,026,125 1,000,987 1,088,405 1,104,355 1,081,587 1,038,605 968,436 954,930 974,267 1,406,189
Realty transfer... 500,786 348,003 346,094 328,997 343,015 396,552 439,797 485,275 564,002 564,030
Other............. 592,744 492,420 1,035,935 1,167,804 1,306,395 1,353,566 1,499,745 1,459,063 1,350,437 948,200
Total taxes. 30,091,962 27,730,275 28,318,994 29,737,979 30,622,290 31,777,414 31,936,980 35,044,195 34,926,048 36,085,109
Investment income 128,722 (137,831) 15,099 52,129 14,979 12,876 36,311 16,072 16,297 22,977
Total general revenues. 30,220,684 27,592,444 28,334,093 29,790,108 30,637,269 31,790,290 31,973,291 35,060,267 34,942,345 36,108,086
Transfers from business-type actiVities........ccuvveeeeeriiieeeeesiiiee e e e e e e eiieeees 296,931 430,398 218,721 239,925 210,438 17,275 (103,151) 127,071 (50,376) 833,714
Net general revenues and transfers...............c.ccccceiiiiiiii e 30,517,615 28,022,842 28,552,814 30,030,033 30,847,707 31,807,565 31,870,140 35,187,338 34,891,969 36,941,800
Total governmental activities change in net position.....................cco.... $ 1,181,822 $ (2,065126) $ 307,684 $ 705,723  $ (570,832) $ 647,656 $ (1,411,090) $ 928,143 % (152,539) $ (605,262)
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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)
2008 2009 2010 2011 2012 2013 2014 (3) 2015 (4) 2016 2017 (6)

BUSINESS-TYPE ACTIVITIES (1)
Expenses

State lottery. $ 3157593 $ 3,173,322 $ 3,079,381 $ 3,155903 $ 3,429,773 $ 3,732,233 $ 3,720,574 $ 4,078,746 $ 3,967,703 $ 3,982,011

State workers' insurance... 616,256 388,424 338,229 306,318 268,388 365,900 267,991 312,856 286,526 221,245
Tuition payment. 224,791 100,028 235,876 259,069 236,342 248,592 277,139 226,330 231,082 336,445
Unemployment compensation (2).. 2,289,977 6,250,213 8,741,990 7,460,707 6,031,968 4,498,001 3,189,395 2,235,297 2,322,278 2,088,543
Commonwealth Financing Authority (1) N/A N/A N/A N/A N/A 261,428 189,682 162,358 188,604 217,680
Liquor control 1,318,503 1,437,168 1,478,971 1,504,517 1,569,868 1,618,065 1,683,185 1,800,698 1,855,594 1,947,038
Economic development and other (1) 3,148 14,171 13,706 23,635 16,997 41,199 47,212 57,287 54,089 52,211
Total expenses 7,610,268 11,363,326 13,888,153 12,710,149 11,553,336 10,765,418 9,375,178 8,873,572 8,905,876 8,845,173
Program revenues
Charges for sales and services:
State lottery. 3,100,962 3,088,231 3,052,097 3,206,933 3,476,953 3,671,780 3,786,090 3,810,017 4,135,246 4,002,543
State workers' insurance. 384,301 291,677 223,458 173,571 157,579 178,058 207,208 225,660 211,481 184,205
Tuition payment. 138,361 153,892 157,336 165,157 185,947 182,555 191,766 191,915 192,187 206,893
Unemployment compensation (2) 2,061,780 2,423,125 2,328,099 2,579,252 3,447,659 3,031,318 2,900,976 3,073,915 3,162,555 3,122,318
Commonwealth Financing Authority (1). N/A N/A N/A N/A N/A 10,172 8,463 11,083 9,237 10,497
Liquor control.... 1,428,638 1,507,512 1,527,998 1,586,394 1,673,027 1,747,060 1,803,367 1,880,256 1,956,129 2,046,869
Economic development and other (1). 20,149 19,067 22,254 24,449 17,478 25,816 25,305 36,170 26,463 29,211
Operating grants and contributions 350,892 1,760,824 4,970,529 4,858,476 3,211,902 2,166,475 1,048,220 416,322 110,551 361,400
Capital grants and contributions. - - - - - 1,128 270 232 - -
Total program revenues 7,485,083 9,244,328 12,281,771 12,594,232 12,170,545 11,014,362 9,971,665 9,645,570 9,803,849 9,963,936
Total business-type activities net program revenues/(expenses)........ (125,185) (2,118,998) (1,606,382) (115,917) 617,209 248,944 596,487 771,998 897,973 1,118,763
Other changes in net position
Special item-loss on transfer of operations (5) - - - - - - - (157,930) - -
Transfers to governmental activities... (296,931) (430,398) (218,721) (239,925) (210,438) (17,275) 103,151 (127,071) 50,376 (833,714)
Net special items and transfers.. (296,931) (430,398) (218,721) (239,925) (210,438) (17,275) 103,151 (285,001) 50,376 (833,714)
Total business-type activities change in net position................ccccc...... (422,116) (2,549,396) (1,825,103) (355,842) 406,771 231,669 699,638 486,997 948,349 285,049
Total primary government change in net position...............ccccccvvveenne. $ 759,706 $ (4,614522) $ (1,517,419) $ 349,881 _$ (164,061) $ 879,325 % (711,452) $ 1,415,140 $ 795,810 % (320,213)

Source: The 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 2008-2012.

(2)-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.

(3)-Beginning with the 2014 fiscal year, the Commonwealth implemented GASB Statement 65. As noted in Table 1, the Commonwealth restated its net position for July 1, 2013. Note B in the notes to the financial statements in the June 30, 2014 CAFR provides
additional details on this restatement. 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.

(4)-Beginning with the 2015 fiscal year, the Commonwealth implemented GASB Statements 68 and 71. As noted in Table 1, the Commonwealth restated its net position for July 1, 2014. Details on the restatement can be found in Note B in the notes to the financial
statements in the June 30, 2015 CAFR. The primary effect on this table is that beginning with the 2015 fiscal year, expenses associated with net pension liability and associated deferral of resources are now being reported within this table. The changes were not
made retroactively.

(5)-Effective November 1, 2014, the operations of the Small Business First Fund and the Machinery and Equipment Loan Fund (both proprietary funds) were transferred to the Pennsylvania Industrial Development Authority, a discretely presented component unit.
(6)-Beginning with the 2017 fiscal year, the operations of the Pennsylvania eHealth Partnership Authority, reported as a discretely presented component unit in the June 30, 2016 CAFR, were merged into the Commonwealth's primary government, effective July 1,
2017. The operations are reported within the General Fund. As noted in Table 1, the Commonwealth increased its net position for July 1, 2016. Details on the change in reporting entity can be found in Note 18 in the notes to the financial statements. The primary
effect on this table is that beginning with the 2017 fiscal year, the activity associated with these operations is being reported within this table.
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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)

2008 (6) 2009 (6) 2010 2011 2012 (7) 2013 (7) 2014 2015 2016 (9) 2017 (9)
GENERAL FUND (1)(2)(3)(4)(8)(9)
Reserved for:
Encumbrances . $ 568,678 $ 785,864 $ 806,181 N/A N/A N/A N/A N/A N/A N/A
Advances.......... 114,108 139,108 139,108 N/A N/A N/A N/A N/A N/A N/A
Loans receivable... 8,358 9,924 9,989 N/A N/A N/A N/A N/A N/A N/A
Budget Stabilization Reserve. 745,949 745,949 - N/A N/A N/A N/A N/A N/A N/A
1,148,218 1,375,432 764,206 N/A N/A N/A N/A N/A N/A N/A
Unreserved:
Designated for:
OtNET ..ttt 379,169 - - N/A N/A N/A N/A N/A N/A N/A
UNAeSIgNAted. ......cccuvveiiiiieiiiie e 9,621 (2,541,099) (1,434,681) N/A N/A N/A N/A N/A N/A N/A
NONSPENAADIE. ... N/A N/A N/A 123,156 240,975 223,930 265,403 247,216 284,398 218,343
Restricted (5) N/A N/A N/A 756,141 - 76 45 36 45 78
Committed.... N/A N/A N/A 1,063,613 1,276,671 1,334,872 1,119,470 1,289,298 1,486,831 2,321,358
Assigned............. N/A N/A N/A - - 7,132 - - - -
Unassigned/(deficit) (5)....... . N/A N/A N/A (321,475) (258,351) - (1,950,956) (1,262,997) (1,681,165) (3,237,347)
TOTAL GENERAL FUND 2,974,101 515,178 284,803 1,621,435 1,259,295 1,566,010 (566,038) 273,553 90,109 (697,568)
ALL OTHER GOVERNMENTAL FUNDS (1)(2)(3)(4)(8)(9)
Reserved for:
Encumbrances.................. 2,057,615 2,085,395 2,329,299 N/A N/A N/A N/A N/A N/A N/A
Advances.......... 3,000 3,000 3,000 N/A N/A N/A N/A N/A N/A N/A
Loans receivable 73,628 83,100 79,315 N/A N/A N/A N/A N/A N/A N/A
940,263 916,713 907,005 N/A N/A N/A N/A N/A N/A N/A
Unreserved:
Designated for, reported in:
HIGNWAYS. ... 689,288 700,018 768,710 N/A N/A N/A N/A N/A N/A N/A
Special Revenue funds...........coocveeriiieiiiieiiiie e 9,341 8,666 2,218 N/A N/A N/A N/A N/A N/A N/A
Debt Service funds.... 27,458 16,834 46,853 N/A N/A N/A N/A N/A N/A N/A
Capital Projects funds 54,631 33,527 32,879 N/A N/A N/A N/A N/A N/A N/A
Unreserved: Undesignated, reported in:
Special Revenue funds 2,630,277 2,448,383 2,421,257 N/A N/A N/A N/A N/A N/A N/A
Capital Projects funds (deficit).. (629,686) (721,365) (524,465) N/A N/A N/A N/A N/A N/A N/A
Restricted reported in:
Special Revenue funds............occoveeiiieiieec e N/A N/A N/A 3,711,994 3,690,354 3,557,116 3,776,739 3,756,605 3,708,867 4,131,763
Committed reported in:
Special Revenue funds............occveeiiiiiniiic e N/A N/A N/A 426,391 402,207 374,074 373,185 116,314 159,035 159,374
Debt Service funds...... N/A N/A N/A 17,040 48,400 37,041 9,221 11,717 23,446 7,240
Capital Projects funds.. N/A N/A N/A 239,180 509,618 282,094 423,670 1,022,565 566,823 1,179,244
Unassigned reported in:
Special Revenue funds (deficit)... N/A N/A N/A (2,837) (2,955) (3,167) - (1,936) - (42,077)
Capital Projects funds (deficit) N/A N/A N/A (20,711) - - - - - -
TOTAL ALL OTHER
GOVERNMENTAL FUNDS.......ccovvviiiiiiiiiiiiinnnnns $ 5,855,815 $ 5,574,271 $ 6,066,071 _$ 4,371,057 $ 4,647,624 $ 4,247,158 $ 4,582,815 _$ 4,905,265 _$ 4,458,171 _$ 5,435,544
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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. In subsequent fiscal years, those balances were reported as part of the unassigned/(deficit)
category.

(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 in the June 30, 2014 CAFR provides additional details on this restatement.

(9)-For the 2017 fiscal year, the operations of the Pennsylvania eHealth Partnership Authority, reported as a discretely presented component unit in the June 30, 2016 CAFR, were merged into the Commonwealth's
primary government, effective July 1, 2017. The activity is reported within the General Fund. With this merger, the beginning fund balance for the General Fund was increased by $2,048, as of July 1, 2016. In addition,
the Veterans' Trust 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 for the June 30, 2017
CAFR that this fund should have been classified as a special revenue fund. This required the beginning fund balance of the General Fund to be decreased by $1,960, and the fund balance for all other governmental
funds was increased by $1,960. The net effect of both was an increase in the beginning fund balance of the General Fund from the $90,109 shown in this schedule at the end of the 2016 fiscal year to $90,197 which
was reported at July 1, 2016. Likewise, the fund balance for all other governmental funds was increased from the $4,458,171 shown at the end of the 2016 fiscal year to $4,460,131 at July 1, 2016. Therefore, the
combined ending fund balance (for the General Fund and all other governmental fund types) shown in this table as of June 30, 2016 plus the change in fund balances shown in Table 4 for the June 30, 2017 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, 2017. Note 18 in the notes to the financial statements provides
additional details on this change in reporting entity.
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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)

2008 2009 2010 2011 2012 2013 (1) 2014 2015 2016 2017
REVENUES BY SOURCE
Taxes, net of refunds.. $ 29,909,880 $ 27,773,110 $ 28,229,235 $ 30,007,455 $ 30,775,017 $ 31,722,661 $ 31,696,451 $ 35,049,415 $ 35062564 $ 35,804,620
Licenses and fees. 1,913,154 1,674,804 1,951,683 1,806,751 2,070,914 2,149,402 2,212,222 2,414,048 2,711,573 2,777,557
Intergovernmental... 17,911,839 20,619,848 25,256,164 26,029,290 22,804,215 22,683,124 22,543,458 24,083,157 27,130,356 29,734,671
Charges for sales and services. 1,641,937 1,597,751 1,501,109 1,688,449 1,763,586 1,839,507 1,920,911 2,793,311 2,129,846 3,099,188
Investment income 166,522 (306,524) 344,936 326,021 116,945 155,845 270,607 93,756 85,338 218,483
Other (2) 752,308 715,425 686,069 632,670 709,810 767,463 486,992 441,176 702,830 739,385
TOTAL REVENUES ... 52,295,640 52,074,414 57,969,196 60,490,636 58,240,487 59,318,002 59,130,641 64,874,863 67,822,507 72,373,904
EXPENDITURES BY FUNCTION
Direction and supportive services .. 1,385,760 1,375,399 1,779,748 1,622,374 1,578,240 1,557,306 1,535,593 1,329,707 1,124,931 1,150,808
Protection of persons and property. 4,861,363 5,169,377 5,359,792 5,307,198 5,089,854 5,668,261 5,753,876 5,936,010 5,884,950 6,208,519
Health and human services 25,141,836 26,549,790 28,340,751 30,435,510 30,662,493 30,371,117 31,773,484 33,920,750 36,729,441 40,378,702
Public education 13,076,308 14,019,470 14,492,845 14,836,658 13,363,316 13,858,078 14,108,944 14,414,312 14,867,677 16,345,233
Recreation and cultural enrichment 557,387 570,177 506,737 463,501 482,065 474,966 484,137 544,326 536,873 533,125
Economic development 1,721,634 1,605,513 1,582,097 1,596,548 1,405,895 1,028,828 1,000,607 970,286 858,890 983,358
Transportation... 3,292,279 3,321,647 3,833,745 3,129,306 3,264,969 3,342,421 3,467,088 4,096,439 4,275,308 4,520,863
Capital outlay.... 2,273,290 2,812,788 3,144,349 3,248,174 3,389,801 2,915,982 2,836,086 2,961,404 3,186,397 2,920,195
Debt service:
Principal retirement... 555,337 598,850 626,090 697,510 711,875 769,390 761,345 762,425 757,455 768,551
Interest and fiscal charges.. 388,722 402,653 406,414 477,751 510,783 531,564 554,574 563,326 578,463 582,068
TOTAL EXPENDITURES ..... 53,253,916 56,425,664 60,072,568 61,814,530 60,459,291 60,517,913 62,275,734 65,498,985 68,800,385 74,391,422
EXCESS (DEFICIENCY) OF REVENUES
OVER (UNDER) EXPENDITURES............ooociiiiiiiiiiiieee (958,276) (4,351,250) (2,103,372) (1,323,894) (2,218,804) (1,199,911) (3,145,093) (624,122) (977,878) (2,017,518)
OTHER FINANCING SOURCES/(USES)
Bonds issued 913,119 1,064,103 1,900,401 650,000 1,600,303 950,300 1,295,000 1,460,000 355,000 1,208,725
Refunding bonds issued. 194,471 155,642 695,945 - 161,272 361,760 289,946 782,425 633,175 605,170
Premium on bonds/refunding bonds issued. 61,277 88,921 203,601 37,739 259,314 216,416 203,088 318,957 173,671 242,927
Discount on bonds issued.. - - (2,924) (4,724) - - - (1,441) (780) (2,286)
Transfers in 1,614,938 1,693,343 2,251,986 2,344,796 1,777,033 1,914,421 1,956,242 2,242,290 2,265,296 3,158,742
Transfers out (1,318,226) (1,257,945) (1,888,368) (2,062,410) (1,580,564) (1,888,173) (2,059,393) (2,115,219) (2,315,672) (2,325,028)
Payment to refunded bond escrow agent. (203,633) (166,978) (795,844) - (192,390) (444,364) (336,896) (900,849) (763,350) (683,084)
Capital lease and installment purchase obligations................c.ccc.. 529 3,638 - 111 108,263 1,965 715 - - -
TOTAL OTHER FINANCING SOURCES/(USES)......cccvvuuunnn. 1,262,475 1,580,724 2,364,797 965,512 2,133,231 1,112,325 1,348,702 1,786,163 347,340 2,205,166
NET CHANGE IN FUND BALANCES........ciiiiiiiiiiaeeeiiiieeees $ 304,199 _$ (2,770,526) _$ 261,425 $ (358,382) _$ (85,573) _$ (87,586) _$ (1,796,391) _$ 1,162,041 $ (630,538) _$ 187,648
Debt Service as a Percentage of Noncapital Expenditures (3).......... 1.85% 1.87% 1.81% 2.01% 2.14% 2.26% 2.21% 2.12% 2.04% 1.89%

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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Commonwealth of Pennsylvania
Revenue Capacity-Personal Income Tax
Table 5

Personal Income by Industry

For the Last Ten Calendar Years

(Amounts in millions) 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

TOTAL PERSONAL INCOME BY INDUSTRY (1)(2)
Workplace Earnings:
Farm Earnings........cccccooiiiiiiiiiiiiiiiiccc s $ 1,284 3 1,210 $ 787 % 1,181 $ 1656 $ 1834 $ 2034 $ 2339 $ 1513 $ 487

Nonfarm Earnings:
Private earnings:

Forestry, fishing/hunting, agriculture 589 563 547 642 610 730 745 811 859 903
Mining.. 2,707 4,296 2,491 3,108 3,781 3,985 4,414 5,007 3,783 2,739
Utilities.... 2,914 3,135 2,938 2,884 3,198 3,014 3,109 3,186 3,597 3,675
Construction.. 23,283 22,852 18,933 20,103 21,132 21,408 22,140 24,033 25,427 26,838
Manufacturing... 43,675 43,938 39,618 39,795 41,084 41,949 42,550 43,698 44,971 43,944
Wholesale trade... 18,905 18,995 17,920 18,351 19,657 20,202 20,563 21,549 21,837 21,252
Retail trade 23,444 22,521 22,061 22,379 22,746 23,328 23,567 23,817 24,398 24,463
Transportation and warehousing... 12,983 12,765 12,631 13,134 14,737 14,959 15,463 16,552 19,334 20,436
Broadcasting/publishing/internet technology. 16,537 23,870 20,374 20,158 18,496 21,569 23,528 23,227 23,066 23,947
Finance and insurance................. 20,910 15,625 19,146 21,710 23,698 24,575 25,266 25,740 25,693 24,744
Real estate and rental and leasing. 4,215 4,008 2,227 2,534 3,070 5,405 6,993 7,551 8,523 8,841
Professional and technical services... 32,651 35,548 34,821 35,002 36,877 38,464 38,797 40,487 42,746 44,421
Management of companies and enterprises.. . 13,134 13,545 13,268 13,765 15,350 16,109 17,132 17,404 18,699 17,941
Administrative Services..............c.cceeenens . 11,432 11,576 10,940 11,566 12,464 12,578 13,206 13,728 14,410 14,418
Educational services...... 9,908 10,529 11,373 11,825 12,308 12,804 13,076 13,401 13,980 14,444
Health care and social assistance.. 46,084 49,359 51,112 52,744 54,364 55,668 57,249 58,647 61,196 63,232
Arts, entertainment, and recreation.. 3,124 3,320 3,507 3,762 3,904 4,105 4,219 4,678 4,707 5,063
Accommodation and food services 8,725 8,689 8,583 8,873 9,482 10,103 10,501 10,898 11,423 11,813
Other services, except public administration. 13,601 13,289 12,816 13,073 13,468 14,261 13,744 14,555 15,814 16,770
Total private arningS. ........cccuvveeieeeriiiiiee et e s 308,821 318,423 305,306 315,408 330,426 345,216 356,262 368,969 384,463 389,884
Government:
Federal, civilian 8,911 9,136 9,479 9,915 9,906 9,775 9,510 9,682 10,038 10,192
Military 1,493 1,577 1,693 1,676 1,547 1,508 1,461 1,403 1,375 1,417
State governmen 11,921 12,179 12,547 12,954 13,037 13,015 13,304 13,562 13,922 13,900
Local government... 30,016 31,275 32,063 33,437 33,105 32,331 33,595 33,766 34,134 34,599
Total government @arnings..............ueevveerieerieriiemieenieeneenee. 52,341 54,167 55,782 57,982 57,595 56,629 57,870 58,413 59,469 60,108
Total nonfarm earnings..........ccceevveiieieee i 361,162 372,590 361,088 373,390 388,021 401,845 414,132 427,382 443,932 449,992
Total workplace arnings.........ccccccoceiiieiiiiiieieiee e 362,446 373,800 361,875 374,571 389,677 403,679 416,166 429,721 445,445 450,479
Other earnings/deductions (3).......cc.cccvvrieiiiiiiiiiieee e 143,912 155,054 153,611 159,359 171,335 182,173 173,326 183,938 191,739 198,215
Total personal INCOME..........oiiiiiiiiiiiiieii e T 506,358 $ 528,854 “§ 515486 $ 533,930 § 561,012 3 585,852 $ 589,492 T 613,659 $637,184 T 648,694
Total personal income subject
to the direct personal income tax rate (4)(5)......cccccceeuveenne $ 288,043 $ 317,393 $ 314,872 $ 294,893 $ 255,040 $ 263,659 269,373 278,384 N/A N/A
Direct personal income tax rate 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 2017.

Total personal income subject to the direct tax rate was obtained from the Pennsylvania Department of Revenue. The information for the 2014 calendar year can be found in the Statistical Supplement for the Pennsylvania Tax
Compendium-October 2016 (Fiscal Year 2015-16). The direct personal income tax rate was obtained from the Pennsylvania Tax Compendium for March 2017. Both of these publications were obtained from the Pennsylvania Department of
Revenue's website which is located at www.revenue.pa.gov.

Notes:

(1)-Various calendar years differ from the totals shown in the Commonwealth's Comprehensive Annual Financial Report for June 30, 2016. 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 2016. These estimates have subsequently been revised (as provided in the September 2017 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 2015 and
2016 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 applicable calendar year.




Commonwealth of Pennsylvania

Revenue Capacity-Personal Income Tax

Table 6

Personal Income Tax Filers and Liability by Income Level
2005 and 2014 Tax Years

Liability amounts in thousands 2005 Tax Year (1)(2)(3) 2014 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 (6) Income Level Filers Total (6) Liability (4) Total (6)
$0 86,656 151% $ - 0.00% $0 214,814 3.49% $ - 0.00%
$1-999 387,078 6.75% 4,743 0.06% $1-999 392,702 6.37% 1,524 0.02%
$1,000-2,999 417,678 7.29% 24,851 0.30% $1,000-2,999 351,263 5.70% 12,940 0.15%
$3,000-4,999 317,601 5.54% 38,608 0.47% $3,000-4,999 274,758 4.46% 23,451 0.27%
$5,000-6,999 256,879 4.48% 47,013 0.57% $5,000-6,999 233,501 3.79% 31,427 0.37%
$7,000-8,999 212,560 3.71% 52,012 0.64% $7,000-8,999 202,309 3.28% 37,599 0.44%
$9,000-10,999 183,744 3.21% 56,309 0.69% $9,000-10,999 190,006 3.08% 44,106 0.52%
$11,000-12,999 170,097 2.97% 62,599 0.76% $11,000-12,999 171,477 2.78% 49,461 0.58%
$13,000-14,999 156,490 2.73% 67,202 0.82% $13,000-14,999 164,573 2.67% 55,554 0.65%
$15,000-16,999 151,007 2.64% 74,138 0.91% $15,000-16,999 154,710 2.51% 61,132 0.72%
$17,000-18,999 146,414 2.56% 80,870 0.99% $17,000-18,999 141,399 2.30% 64,821 0.76%
$19,000-21,999 212,701 3.71% 133,809 1.63% $19,000-21,999 201,651 3.27% 107,627 1.26%
$22,000-24,999 202,996 3.54% 146,365 1.79% $22,000-24,999 192,754 3.13% 120,118 1.41%
$25,000-29,999 311,760 5.44% 262,636 3.21% $25,000-29,999 303,004 4.92% 224,835 2.63%
$30,000-34,999 274,171 4.78% 273,085 3.33% $30,000-34,999 274,352 4.45% 243,289 2.85%
$35,000-39,999 239,484 4.18% 275,275 3.36% $35,000-39,999 243,533 3.95% 251,097 2.94%
$40,000-49,999 397,940 6.94% 547,351 6.68% $40,000-49,999 409,748 6.65% 507,786 5.94%
$50,000-74,999 686,211 11.97% 1,293,235 15.79% $50,000-74,999 710,421 11.53% 1,212,012 14.18%
$75,000-99,999 384,602 6.71% 1,017,531 12.42% $75,000-99,999 450,453 7.31% 1,082,837 12.67%
$100,000-149,999 307,349 5.36% 1,131,721 13.82% $100,000-149,999 458,884 7.45% 1,516,602 17.75%
$150,000 or more 227,051 3.96% 2,601,394 31.76% (5) $150,000-249,999 261,984 4.25% 1,250,937 14.64%

(5) $250,000 or more 162,192 2.63% 1,647,231 19.27%
Total (6) 5,730,469 100.00% _$ 8,190,747 100.00% Total 6,160,488 100.00% $ 8,546,387 100.00%
Sources:

For the 2005 tax year, all of the information was provided directly by the Pennsylvania Department of Revenue. For the 2014 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 2016 (Fiscal Year 2015-16) The direct personal income tax rate was obtained from the Pennsylvania Tax Compendium
for March 2017. Both of these publications were obtained from the Pennsylvania Department of Revenue's website which is located at www.revenue.pa.gov.

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 2005 or 2014 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 2015 and 2016 tax years. This compilation is used in the calculation of the estimated personal income tax
liability. Therefore, the 2005 and 2014 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. 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 2005 tax
year are reported within the original caption; whereas the amounts reported in the 2014 tax year are reported within the two new captions.

(6)-Totals may not foot due to rounding.

Commonwealth of Pennsylvania 268 Governor's Office of the Budget
Www.pa.gov www.budget.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) 2007 2008 2009 2010 2011 2012 2013 2014 2015(3) 2016(3)

Estimated Taxable Sales by Industry (1)(2)
Manufacturing $ 7083150 $ 7,199,717 $ 6,952,853 $ 6,310,433 $ 7,182,245 $ 7,426,068 $ 7,391,732 $ 7,555,033 $ 6,866,437 $ 6,852,700
Public utilities 4,816,533 4,763,633 4,832,233 4,750,250 5,002,202 4,680,907 4,492,653 4,761,067 4,624,260 4,565,533
Wholesale trade 12,320,033 12,239,917 10,215,170 10,492,100 11,590,333 12,419,575 12,316,835 12,792,633 14,385,888 14,344,567
Building materials 9,263,467 8,908,483 8,422,183 8,140,533 8,714,365 8,878,250 9,039,222 9,158,683 9,515,812 9,906,717
General merchandise 19,275,267 18,959,267 19,171,045 18,601,350 19,740,610 19,354,965 19,879,167 19,969,650 20,713,098 21,196,000
Food and beverage stores 6,090,033 6,023,083 6,197,422 6,416,383 6,437,433 6,440,322 6,580,377 6,575,817 6,605,795 6,901,517
Automotive dealers 3,865,533 3,834,950 3,709,158 3,753,567 3,997,238 4,157,458 4,122,673 4,367,833 4,775,440 4,926,033
Furniture and appliances. 6,334,000 6,018,133 5,572,460 4,931,917 5,336,590 5,376,648 5,285,463 5,176,483 5,836,548 6,105,367
Other retail stores.. 5,802,417 5,764,733 5,598,740 5,580,450 6,095,245 6,408,673 6,447,917 6,414,917 6,228,017 6,459,733
Agriculture and mining. 726,367 666,967 685,577 773,133 838,863 930,587 934,048 906,617 1,178,700 972,767
CONSEIUCLION. ....eeiiieieee e 3,077,033 3,050,933 2,880,480 2,595,217 2,953,357 3,203,795 3,175,267 3,270,033 3,590,792 4,553,317
SBIVICE. 1ettte ettt 41,230,817 41,914,783 40,875,482 40,899,250 43,579,387 43,694,423 45,039,627 46,338,883 47,927,008 49,470,517
Transportation, delivery, and warehousing..... 363,450 374,133 356,542 365,150 371,315 420,053 472,217 490,583 518,767 562,800
Government 289,767 211,100 285,217 383,150 411,452 362,387 305,027 342,117 281,192 295,717
Unclassified... 1,532,250 1,627,583 2,036,060 1,363,333 1,254,633 1,042,267 1,132,720 1,194,517 755,647 1,417,100
Motor vehicle. 19,481,964 18,346,914 15,992,425 16,595,200 17,714,378 19,343,573 19,459,690 20,626,333 22,103,607 22,453,967
Liquor sales 1,627,333 1,704,846 1,808,735 1,868,083 1,950,641 2,064,488 2,153,927 2,219,167 2,311,442 2,268,800

Total sales tax estimated base (4)..........

Total direct sales tax rate........cc......ccceee.

$ 143,179,414 $ 141,609,177 $ 135,591,782

$ 133,819,500 $ 143,170,287 $ 146,204,439 $ 148,228,560 $ 152,160,367 $

158,218,450 $ 163,253,150

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 2016 fiscal year can be found in the Statistical Supplement for the Pennsylvania Tax Compendium-October 2016 (Fiscal Year 2015-16). The total direct sales tax rate was obtained from the Pennsylvania Tax Compendium
for March 2017. Both of these publications were obtained from the Pennsylvania Department of Revenue's website which is located at www.revenue.pa.gov.

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 2017 fiscal
year. Therefore, fiscal years 2007 through 2016 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, 2007 and June 30, 2016

(Amounts in thousands)

June 30, 2007 (1)(2) June 30, 2016 (1)(2)
Sales (3) Sales (3)
Tax Percentage Tax Percentage
Remittances of Remittances of
Industry (4) Liability Total Industry (4) Liability Total
Manufacturing.. $ 424,989 4.95% Manufacturing $ 411,162 4.20%

Public utilities... 288,992 3.36% Public utilities 273,932 2.80%
Wholesale trade 739,202 8.60% Wholesale trade 860,674 8.79%
Building materials 555,808 6.47% Building materials.. 594,403 6.07%
General merchandise 1,156,516 13.46% General merchandise 1,271,760 12.98%
Food and beverage stores 365,402 4.25% Food and beverage stores 414,091 4.23%
Automotive dealers.......... 231,932 2.70% Automotive dealers......... 295,562 3.02%
Furniture and appliances.. 380,040 4.42% Furniture and appliances. 366,322 3.74%
Other retail stores......... 348,145 4.05% Other retail stores........ 387,584 3.96%
Agriculture and mining.. 43,582 0.51% Agriculture and mining. 58,366 0.60%
Construction 184,622 2.15% Construction.... 273,199 2.79%
Service . 2,473,849 28.80% Service . 2,968,231 30.30%
Transportation, delivery, and warehousing........ 21,807 0.25% Transportation, delivery, and warehousing....... 33,768 0.34%
Government.. 17,386 0.20% Government.... 17,743 0.18%
Unclassified... 91,935 1.07% Unclassified.. 85,026 0.87%
Motor vehicle. 1,168,918 13.61% Motor vehicle 1,347,238 13.75%
Liquor sales 97,640 1.14% Liquor sales 136,128 1.39%
TOLAl (5)reeeveereeeeiieee et $ 8,590,765 100.009%  TOtAl (5)..evvreeeerurreeeriiirieeeiiieeeeserree e e siinee e e $ 9,795,189 100.00%
Sales Tax LICeNSeS (6).....uuvueeeeeeeriiiiiiiiaeeeeeiiniiienns 237,467 Sales Tax Licenses (6).......uueeeeeerreiiiiiiieeeeenennnnnn. 225,046

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 2016 fiscal year can be found in the Statistical Supplement for the Pennsylvania Tax Compendium-October 2016 (Fiscal Year 2015-16). This publication was obtained
from the Pennsylvania Department of Revenue's website which is located at www.revenue.pa.gov.

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 2017 fiscal year. Therefore, fiscal years 2007 and 2016 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.1.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 270 Governor's Office of the Budget
Www.pa.gov www.budget.pa.gov
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Commonwealth of Pennsylvania
Revenue Capacity-Corporate Tax
Table 9

Corporate Net Income Tax

For the Last Ten Tax Years

2005 2006 2007 2008 2009 2010 2011 2012 (6) 2013 (6) 2014 (6)
ESTIMATED CORPORATE NET INCOME TAXABLE BASE (1)(2)
Corporate Tax Report Compilation (amounts in thousands).............. $ 20,312,660 _$ 23,247,419 _$ 20,787,641 _$ 19,652,968 _$ 17,631,632 _$ 19219761 _$ 18,084,820 _$ 23,948,802 _$ 23,595,009 _$ 26,570,776
NUMBER OF FILERS BY CORPORATE NET
INCOME TAX LIABILITY RANGE (3)

$0.. 94,827 94,119 97,811 79,113 77,698 72,996 85,406 86,259 87,634 91,247
$1-300.. 9,830 8,668 8,152 7,492 6,978 7,133 6,959 7,029 6,454 6,143
$301-500. 2,662 2,319 2,235 2,035 1,925 1,980 1,932 1,939 1,738 1,782
$501-1,000 3,981 3,417 3,375 3,119 2,868 2,950 2,963 3,046 2,834 2,775
$1,001-5,000. 10,277 8,577 8,367 7,742 7,051 7,202 6,964 7,528 7,178 7,381
$5,001-10,000.. 3,600 3,334 3,168 2,803 2,490 2,566 2,655 2,829 2,782 2,831
$10,001-25,000... 3,022 2,884 2,894 2,594 2,338 2,440 2,445 2,744 2,696 2,979
$25,001-50,000 1,550 1,582 1,519 1,424 1,291 1,429 1,387 1,559 1,609 1,773
$50,001-100,000.. 1,208 1,244 1,190 1,157 1,020 1,082 1,138 1,228 1,257 1,383
$100,001-250,000 1,005 1,082 1,050 992 865 956 1,030 1,225 1,198 1,260
$250,001-500,000 475 520 499 471 448 448 450 561 533 576
$500,001-1,000,000 294 344 311 278 279 297 307 379 332 374
>$1,000,000........... 307 341 326 304 267 289 273 418 412 456

Total corporate net income tax filers (4)(5). 133,038 128,431 130,897 109,524 105,518 101,768 113,909 116,744 116,657 120,960
Total direct corporate net income tax rate..............c.cceueeennn.. 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 direct corporate net income tax rate was obtained from the Pennsylvania Tax Compendium for March 2017. This publication was obtained from the Pennsylvania Department of
Revenue's website which is located at www.revenue.pa.gov.

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 has been phased out so that the last year
for which a tax will apply will be the 2015 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
2015 and 2016 tax years. Therefore, tax years 2005 through 2014 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 2005 through 2012, the amounts presented are actual. The amounts presented for the 2012 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, 2016 fiscal year, since that amount was an estimate. For the 2013 tax year, the amounts presented are a revised estimate from what was presented in the June 30, 2016 CAFR. And for the 2014 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

2005 2006 2007 2008 2009 2010 2011 2012 (6) 2013 (6) 2014 (6)
CAPITAL STOCK AND FRANCHISE TAXABLE BASE (1)(2)
Apportioned Capital Stock Value Compilation (expressed in thousands)........ $ 167,566,590 $ 189,755,093 $ 207,628,892 $ 230,292,556 $ 248,089,965 $ 261,854,671 $ 306,098,458 $ 332,214,769 _$ 348,881,837 $ 381,692,143
NUMBER OF FILERS BY CAPITAL STOCK/
FOREIGN FRANCHISE TAX LIABILITY RANGE (3)
$0-300... 262,888 278,843 301,231 309,482 316,168 323,099 328,516 344,930 374,135 393,282
$301-50 8,853 10,198 10,497 11,397 11,431 11,377 11,888 13,262 12,741 12,621
$501-1,000 14,778 15,754 15,688 15,935 16,168 15,796 16,235 16,899 13,650 12,865
$1,001-5,000 30,883 30,246 28,604 25,974 25,903 26,594 27,825 24,509 16,876 15,331
$5,001-10,000 7,435 7,293 6,617 5,694 5,786 6,006 6,159 5,223 3,134 2,858
$10,001-25,000. 5,708 5,401 5,015 4,165 4,218 4,389 4,659 3,746 2,248 1,934
$25,001-50,000. 2,284 2,196 2,020 1,691 1,714 1,768 1,957 1,496 810 704
$50,001-100,000.. 1,264 1,213 1,113 887 951 1,040 1,070 840 440 379
$100,001-250,000. 816 769 675 515 552 605 652 488 252 226
$250,001-500,000. 282 278 225 176 195 190 207 174 102 61
$500,001-1,000,000. 142 126 113 81 87 104 125 79 41 34
>$1,000,000. 101 93 81 73 83 81 99 70 19 13
Total capital stock and franchise tax filers (4)(5)......cccccceevrevnnecns 335,434 352,410 371,879 376,070 383,256 391,049 399,392 411,716 424,448 440,308
Total direct capital stock and franchise tax rate.............ccccceeeee. 5.99 mills 4.89 mills 3.89 mills 2.89 mills 2.89 mills 2.89 mills 2.89 mills 1.89 mils 0.89 mils 0.67 mils

cle

Sources:
Information provided by the Pennsylvania Department of Revenue. The direct capital stock/foreign franchise tax rate was obtained from the Pennsylvania Tax Compendium for March 2017. This publication was obtained from the Pennsylvania Department of Revenue's website
which is located at www.revenue.pa.gov.

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 has been phased out so that the last year for which a tax will apply will
be the 2015 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 2015 and 2016 tax years. Therefore, tax years 2005 through 2014 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 2005 through 2012, the amounts presented are actual. The amounts presented for the 2012 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, 2016 fiscal
year, since that amount was an estimate. For the 2013 tax year, the amounts presented are revised estimates from the amounts presented in the June 30, 2016 CAFR. And for the 2014 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) 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
Governmental activities:
General obligation bonds..............cccoocciiiieeiiniiiiieeeennn. $ 8,632,609 $ 9,150,362 $ 10,498,794 $ 10,443,190 $ 11,538,799 $ 11,821,622 $ 12,674,929 $ 12,976,531 $ 12,517,909 $ 12,966,490
Capital leases/installment purchase obligations 37,646 36,730 31,958 26,907 129,757 125,020 117,961 110,208 103,183 100,054
Other financing obligations........................ 70,500 67,500 67,500 67,500 334,230 324,860 315,620 285,740 285,740 285,740
Total governmental ... 8,740,755 9,254,592 10,598,252 10,537,597 12,002,786 12,271,502 13,108,510 13,372,479 12,906,832 13,352,284
Business-type activities:
Demand revenue bonds payable - - - - - 300,000 166,635 9,565 - -
Notes payable...........cccccenees . - - - - - 199 - - - -
Revenue bonds payable. - - - - - 4,635,760 4,381,432 4,182,896 3,681,734 3,893,393
Capital leases/installment purchase obligations.. 5,939 - - - - - - - - -
Total business-type 5,939 - - - - 4,935,959 4,548,067 4,192,461 3,681,734 3,893,393
TOTAL PRIMARY GOVERNMENT .....ccooiiiiiiiiieeenniines $ 8,746,694 $ 9,254,592 $ 10,598,252 $ 10,537,597 $ 12,002,786 $ 17,207,461 $ 17,656,577 $ 17,564,940 $ 16,588,566 $ 17,245,677
Debt as a Percentage of Personal Income (4)(5)...... 1.73% 1.75% 2.06% 1.97% 2.14% 2.94% 3.00% 2.86% 2.60% 2.66%
Amount of Debt per Capita (4)(5)...ccceeeeeecurrreeeeaaanns $ 696 $ 734 % 837 $ 829 % 942 % 1,347 % 1,381 $ 1,373 $ 1,297 % 1,349

Source: The Commonwealth's Comprehensive Annual Financial Report (CAFR), as presented for the applicable fiscal year. For fiscal years 2008-2012, 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, 2017 can be found in Note 6 for both governmental activities and 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, 2016 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, 2016 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.




Commonwealth of Pennsylvania

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 (3)
Obligation Tax Per
Fiscal Year Bonds Revenues Capita
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% 991
2015 12,976,531 37.03% 1,014
2016 12,517,909 35.84% 977
2017 12,966,490 35.93% 1,014
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. As detailed in Table 15, the population data has changed in several calendar years
from what was presented in that table in the Commonwealth's Comprehensive Annual Financial Report
(CAFR) for the June 30, 2016 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, 2016 CAFR.

Commonwealth of Pennsylvania 274 Governor's Office of the Budget
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Table 13

Computation of Legal Debt Margin

As of August 31 for the Last Ten Years

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Average annual tax
revenues deposited in the
previous five fiscal years

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

$ 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 $ 36,290,613,411 $ 37,326,634,317 $ 38,281,016,071

Constitutional factor. 1.75
Constitutional debt limit

for debt incurred without

the approval of the electors (A).. 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 63,508,573,469 65,321,610,054 66,991,778,124
Less outstanding net debt

(non-electorate approved)......... 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 10,640,300,242 11,423,804,500 10,590,276,500

Legal debt margin (B).

$ 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 $ 52,868,273,227 $ 53,897,805,554 $ 56,401,501,624

Total outstanding net debt applicable
to the constitutional limit as a percentage

of the constitutional limit......... 12.99% 13.37% 14.99% 14.65% 15.57% 15.60% 16.24% 16.75% 17.49% 15.81%

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 (ii) incur debt for the purpose of
refunding other debt, if such refunding debt matures within the term of the original debt.

(3) Debt may be incurred without limit for purposes specifically itemized in the law authorizing such debt, if the question whether the debt shall be incurred has been submitted to the electors and approved by a majority of those voting on the question.

(4) Debt may be incurred without the approval of the electors for capital projects specifically itemized in a capital budget if such debt will not cause the amount of all net debt outstanding to exceed one and three-quarters times the average of the annual tax revenues
deposited in the previous five fiscal years as certified by the Auditor General. For the purposes of this subsection, debt outstanding shall not include debt incurred under clauses (1) and (2)(i), or debt incurred under clause (2)(ii) if the original debt would not be so
considered, or debt incurred under subsection (3) unless the General Assembly shall so provide in the law authorizing such debt.

(B)-Each of the above figures used in the calculation of the legal debt margin are abstracted from a certification of the Auditor General dated August 31 of the subsequent fiscal year.
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Demographic and Economic

Table 14

Employment by Nonfarm Related Industry
For the Last Ten Calendar Years

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
Employment by nonfarm related industry (1)(2)(3):
Total nonfarm:
Private earnings:

Goods producing:
Natural resources and mining............... 21,100 22,200 22,300 26,600 33,800 37,000 36,000 37,700 33,900 24,900
CONSLIUCHION...ccevvveveieieieeeeeeeeeeeeeeeeaeaes 262,100 254,200 224,000 214,900 221,500 224,300 223,800 228,900 235,400 238,500
Manufacturing..........coceeeeeereiiiiieeeeeeenns 659,100 643,800 574,100 560,000 565,000 567,200 564,600 567,500 567,600 558,100
Total goods producing...................... 942,300 920,200 820,400 801,500 820,300 828,500 824,400 834,100 836,900 821,500

Service providing:
Trade...ccooeeeeeeeee e 1,131,200 1,122,900 1,078,200 1,077,100 1,089,200 1,097,800 1,099,500 1,109,700 1,121,900 1,127,700
Information...........ceeeeeeeeeiii 107,500 105,900 99,600 93,300 91,100 90,300 87,800 85,400 84,900 84,600
Financial Activities............cccevuveeeeeennnne. 332,800 329,800 318,400 310,900 308,600 309,500 313,200 315,300 316,200 316,700
Professional and business services 705,700 709,400 674,800 689,900 716,800 733,100 748,000 761,600 779,500 792,700
Education and health services.............. 1,068,900 1,094,700 1,112,900 1,127,800 1,144,000 1,156,300 1,162,700 1,180,000 1,191,300 1,221,100
Leisure and hospitality................ceeveee. 499,900 503,300 494,300 500,600 511,200 524,100 532,200 537,600 545,300 558,000
Other services................. . 255,800 254,300 249,900 250,300 253,000 254,000 252,200 253,500 254,900 257,700
Total service providing 4,101,800 4,120,300 4,028,100 4,049,900 4,113,900 4,165,100 4,195,600 4,243,100 4,294,000 4,358,500
Total private earnings............cccceeeuu... 5,044,100 5,040,500 4,848,500 4,851,400 4,934,200 4,993,600 5,020,000 5,077,200 5,130,900 5,180,000
Government.................. 754,800 759,700 768,200 770,600 751,400 732,300 720,700 711,400 704,700 703,900
Total nonfarm 5,798,900 5,800,100 5,616,600 5,622,000 5,685,600 5,725,800 5,740,600 5,788,800 5,835,600 5,883,600

Notes:

website.
(3)-Totals may not foot due to rounding.

Source: Information obtained from the Pennsylvania Department of Labor and Industry-Center for Workforce Information & Analysis website (www.paworkstats.pa.gov).

(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 and Industry.

(2)-Vvarious calendar years may differ from the totals presented in the same table in the June 30, 2016 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 rate

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.
2007 12,564 301,231 4.17% 506,358 11,995,419 4.22% 40,302 39,821 1.21%
2008 12,612 304,094 4.15% 528,854 12,492,705 4.23% 41,932 41,082 2.07%
2009 12,667 306,772 4.13% 515,486 12,079,444 4.27% 40,696 39,376 3.35%
2010 12,712 309,348 4.11% 533,930 12,459,613 4.29% 42,001 40,277 4.28%
2011 12,744 311,663 4.09% 561,012 13,233,436 4.24% 44,021 42,461 3.67%
2012 12,772 313,998 4.07% 585,852 13,904,485 4.21% 45,871 44,282 3.59%
2013 12,781 316,205 4.04% 589,492 14,068,960 4.19% 46,121 44,493 3.66%
2014 12,791 318,563 4.02% 613,659 14,811,388 4.14% 47,977 46,494 3.19%
2015 12,792 320,897 3.99% 637,184 15,547,661 4.10% 49,811 48,451 2.81%
2016 12,784 323,128 3.96% 648,694 15,912,777 4.08% 50,742 49,246 3.04%

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. The U.S. Bureau of Census' mid-year population estimate include revisions to the annual population
estimate back to the calendar year of the most recent Census (2010 calendar year).
Commonwealth's Comprehensive Annual Financial Report (CAFR) for the June 30, 2016 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, 2016 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, 2016 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

Civilian Civilian Pennsylvania rate

Calendar Labor Unemployment Labor Unemployment percentage
Year Force Employed Unemployed Rate Force Employed Unemployed Rate above/(below) U.S.
2007 6,343 6,064 279 4.4% 153,124 146,047 7,078 4.6% (4.35)%
2008 6,452 6,110 342 5.3% 154,287 145,362 8,924 5.8% (8.62)%
2009 6,400 5,885 515 8.0% 154,142 139,877 14,265 9.3% (13.98)%
2010 6,381 5,841 540 8.5% 153,889 139,064 14,825 9.6% (11.46)%
2011 6,396 5,889 507 7.9% 153,617 139,869 13,747 8.9% (11.24)%
2012 6,463 5,957 506 7.8% 154,975 142,469 12,506 8.1% (3.70)%
2013 6,442 5,968 474 7.4% 155,389 143,929 11,460 7.4% 0.00%
2014 6,399 6,025 374 5.8% 155,922 146,305 9,617 6.2% (6.45)%
2015 6,426 6,085 341 5.3% 157,130 148,834 8,296 5.3% 0.00%
2016 6,472 6,120 352 5.4% 159,187 151,436 7,751 4.9% 10.20%
Sources: Information was obtained from the Center for Workforce Information & Analysis, Pennsylvania Department of Labor and Industry website at

Notes:

www.paworkstats.pa.gov.

(1)-Various calendar years may differ from the totals presented in the same table in the June 30, 2016 CAFR, as a result of revised data provided on the Center for
Workforce Information & Analysis website.

Commonwealth of Pennsylvania
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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

Direction and supportive services

LEGISIALIVE. ...t
REVENUE. ... e
Executive Offices....

General Services

AUdItor GENEral........coooeiiiiiiiiiii
Treasurer...
Other. ..o,

Total direction and supportive services..

Protection of persons and property

(0] g £=T o1 o] 4
StAte PONCE. ... eiiiiiiiiiiiie ittt
Liguor Control Board
Environmental Protection....
JUAICIANY ettt e et eees
Transportation
Probation and Parole Board.
Agriculture

ALEOINEY GENETAL....ciiiiiiii it
Military and Veterans Affairs...

Total protection of persons and property..

Public education

Health and human services
HUMAN SEIVICES. ..o
Labor and Industry
Military and Veterans Affairs...

Total health and human services...

Economic development
Labor and INUSTIY.....coouuueiieiiiiie e
Community and Economic Development.

Total economic development

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
3,346 3,327 3,133 2,959 2,844 2,784 2,749 2,716 2,596 2,583
2,374 2,254 2,058 1,965 1,934 1,883 1,867 1,902 1,869 1,880
2,012 2,004 1,906 1,767 1,715 1,612 1,554 1,496 1,429 1,441
1,251 1,244 1,145 1,115 1,030 993 950 926 863 866

730 708 670 606 598 475 475 472 463 469
552 492 420 408 396 386 373 353 345 357
327 281 274 270 273 268 256 248 239 230
10,592 10,310 9,606 9,090 8,790 8,401 8,224 8,113 7,804 7,826
15,722 16,139 16,232 15,740 15,751 15,398 15,177 15,197 15,340 15,374
6,249 6,193 5,989 6,015 5,978 5,938 6,139 6,344 6,372 6,210
4,835 5,031 5,082 4,847 4,952 5,007 5,086 5,093 5,166 5,424
2,793 2,786 2,590 2,609 2,648 2,616 2,522 2,491 2,412 2,411
2,136 2,141 2,197 2,154 2,176 2,150 2,171 2,160 2,179 2,178
1,235 1,185 1,125 1,129 1,194 1,191 1,188 1,189 1,193 1,174
1,084 1,141 1,114 1,105 1,162 1,199 1,217 1,228 1,267 1,268
1,187 1,112 995 962 919 952 914 921 884 868
985 955 897 814 821 810 836 840 836 859
538 529 478 450 468 467 486 474 486 500
519 509 497 486 490 492 489 485 479 492
2,085 2,014 1,955 1,850 1,905 1,839 1,824 1,792 1,736 1,713
39,368 39,761 39,201 38,181 38,482 38,064 38,052 38,204 38,343 38,471
693 578 544 503 521 514 499 488 474 475

18 16 15 15 - - - - - -

711 594 559 518 521 514 499 488 474 475
19,082 18,399 18,300 17,169 16,995 16,504 16,643 16,829 17,164 16,914
3,960 4,740 4,887 4,632 4,599 4,140 4,037 3,785 3,674 3,108
2,128 1,965 2,033 2,049 2,023 1,924 1,961 1,949 1,959 1,923
1,511 1,490 1,384 1,364 1,461 1,331 1,281 1,236 1,249 1,282
102 08 193 206 220 252 284 301 290 279
26,783 26,692 26,797 25,420 25,298 24,151 24,206 24,100 24,336 23,506
911 930 934 912 942 919 897 903 908 910
349 352 334 311 302 321 313 307 299 298
1,260 1,282 1,268 1,223 1,244 1,240 1,210 1,210 1,207 1,208
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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

Transportation
Transportation...

Total transSpOrtation...........couuuiiiiiiiiiiiie e

Recreation and cultural enrichment
Conservation and Natural RESOUICES............ccevevriereeeieieieieieieieeeeeeeeees
Game Commission

Fish and Boat Commission...

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
10,770 10,655 10,626 10,486 10,696 10,695 10,609 10,480 10,490 10,522
10,770 10,655 10,626 10,486 10,696 10,695 10,609 10,480 10,490 10,522

2,632 2,493 2,279 2,219 2,335 2,392 2,407 2,425 2,387 2,396
725 706 734 735 774 769 797 781 725 683
508 485 486 486 481 448 433 416 432 426
399 347 228 213 231 214 222 218 205 205
111 92 56 50 51 43 i1 42 M 40

4,375 4,123 3,783 3,703 3,872 3,866 3,900 3,882 3,790 3,750

93,859 93,417 91,840 88,621 88,903 86,931 86,700 86,477 86,444 85,758

Source: Employees for the Legislature, Judiciary, Auditor General, Treasury and Attorney General were provided by the individual agency.

Administration.

All other agencies fall within the Governor's jurisdiction and were provided by the Office of
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Table 18

Operating Indicators by Function and Agency
For the Last Ten Fiscal Years Ended June 30

Direction and supportive services:
Executive Offices
Juvenile Court Judges' Commission
Children Referred t0 COUMt...........ociiiiiiiiiii i
Protection of persons and property:
Attorney General
Local drug task force arrests
Consumer complaints concerning business practices investigated and mediated.
Corrections
Inmates (1)
Inmates enrolled in academic educational programs (1)....
Military and Veterans Affairs
Pennsylvania National Guard End Strength Ceiling
Personnel receiving training at Fort Indiantown Gap
Revenue
Taxpayer Services and Information Center calls answered.
Households provided property tax or rent assistance
State Police
Traffic CItations ISSUED...........cccuiiiiiiiiiii i
Background Checks:
Firearms checks conducted for the purchase of a firearm..............ccccoviiiiiiiiiiiiieeee
Judiciary
Caseload (cases filed/reopened/appeals) (1)........ceeeearuuereeeeriiiriieeeeeeiieee e
Public education:
Education
PreK-12 EDUCATION (BASIC EDUCATION):
Public school enrollment (PreK-12)........ccoiiiiriiieiiiiiee et e e
HIGHER EDUCATION:

Full-Time Equivalent Enrollments at State-Supported Institutions of Higher Education:
State System of Higher Education
Community Colleges.
State-Related Universities
Non-State Related Universities and Colleges

Health and human services:
Aging and Long Term Living
Comprehensive PACE/PACENET Program:
Older Pennsylvanians enrolled (average)...
Total prescriptions per year
Health
Vital events (births, deaths, fetal deaths) registered..............ccoovuiriiiiiniiiiieeeiieec s
Human Services
MEDICAL ASSISTANCE
Persons participating in Medical Assistance (monthly average).
Persons receiving cash assistance (monthly average)
Children participating in subsidized child care (unduplicated)
Total persons provided mental health services
Persons receiving Intellectual Disability services during fiscal yeal
Economic development:
Labor and Industry
Total public health and safety inspections performed
Vocational Rehabilitation-Eligible participants with active plans (2)...
Transportation:
Transportation
Miles of State maintained highways(3)
Passengers carried by State-assisted operators (millions annually)....
Highway and Bridge Construction/Reconstruction/Maintenance
Total miles of state maintained highways improved
Bridges replaced/repaired
Bridges preserved
Recreation and cultural enrichment:
Conservation and Natural Resources
State park attendance (visitor days per calendar Year)...........ccooccureiieiiiiiiiieeeiniiineeeeeens
Fish and Boat Commission
FiShiNg ICENSES SOIU. ...t e e

2008 2009 2010 2011 2012 2013 2014 2015 2016(5) 2017(5)
44,000 43,753 41,561 38,978 33,089 31,000 28,955 25,568 24,139 24,556
6,888 6,521 6,585 5,950 6,198 6,781 7,388 8,472 7,008 7,900
47,663 47,299 44,582 38,211 37,920 34,382 36,473 26,591 20,736 20,736
46,028 49,307 51,321 51,638 51,184 51,382 51,118 50,366 49,913 49,671
15,017 14,551 13,152 12,064 12,871 11,259 11,050 9,052 8,892 8,500
19,094 19,785 19,253 19,181 19,244 19,301 19,708 19,442 19,483 19,483
142,102 114,542 135,072 125,373 122,846 126,427 136,801 126,722 124,264 129,262
451,326 398,564 345,675 369,974 406,468 401,739 411,284 498,452 410,392 400,000
531,165 562,838 579,754 604,130 603,726 598,075 588,021 578,790 517,645 578,000
500,820 564,582 567,116 560,063 600,986 566,440 593,721 582,169 623,399 634,000
505,500 681,516 596,879 688,564 849,329 1,202,156 926,157 909,598 1,092,820 1,110,000
3,768,167 3,884,107 3,825,045 3,761,142 3,614,627 3,514,214 3,495,265 3,299,021 3,273,085 3,131,260
1,797,520 1,800,314 1,780,413 1,781,206 1,765,327 1,764,000 1,764,000 1,763,000 1,731,588 1,730,000
103,356 105,566 109,636 112,030 109,738 107,012 104,458 102,322 99,870 97,673
92,526 98,988 106,270 106,164 103,971 97,981 94,051 89,807 86,185 86,890
148,272 152,678 156,435 157,939 156,517 160,589 161,442 164,075 165,654 167,884
48,607 49,532 888 840 809 806 858 842 865 1,104
313,643 312,916 309,329 307,585 298,137 288,645 275,390 268,805 256,622 245,915
11,173,934 11,605,980 10,773,967 10,341,180 10,288,430 9,739,080 9,040,508 8,386,716 7,565,493 6,912,230
280,928 273,381 268,788 270,194 273,522 272,054 271,697 269,203 272,623 272,700
1,907,396 1,972,559 2,072,461 2,135,477 2,225,011 2,123,710 2,147,889 2,354,542 2,718,110 2,840,335
225,846 221,744 240,650 248,173 248,298 180,235 165,794 160,490 143,765 130,330
239,550 234,899 251,347 257,735 220,530 207,571 198,742 205,343 200,014 200,000
525,991 525,136 530,387 649,375 655,577 720,079 696,834 705,154 761,391 798,820
51,375 53,284 53,399 53,455 53,569 53,613 53,618 54,362 54,697 54,700
75,223 76,253 76,136 77,142 87,913 81,718 82,800 74,778 67,600 73,000
N/A 41,316 43,644 48,652 45,471 52,354 52,000 52,500 41,579 40,000
39,872 39,861 39,845 39,793 39,797 39,792 39,760 40,000 40,000 40,000
427 434 423 432 441 435 427 430 426 426
5,864 6,150 5,712 5,792 5,976 4,956 3,954 5,059 5,291 5,317
219 589 658 442 315 291 270 278 550 613
459 371 569 345 230 193 200 234 234 231
33,200,000 37,000,000 38,400,000 37,600,000 37,600,000 36,400,000 38,000,000 38,000,000 40,500,000 39,000,000
905,806 839,172 883,932 810,050 876,233 852,944 859,863 841,418 885,061 885,061
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Table 18

Operating Indicators by Function and Agency
For the Last Ten Fiscal Years Ended June 30

2008 2009 2010 2011 2012 2013 2014 2015 2016(5) 2017(5)

Game Commission
HUNEING lICENSES SOIT. .......eeiiiiiiii ettt e e e e e e 924,448 926,892 946,497 927,527 931,060 925,000 952,989 943,836 935,767 937,029
Historical and Museum Commission
Records maintained by the State Records Center (in thousands) (4)..
Annual visits to commission historical sites and museums (in thousands).

812,175 811,000 811,000 239,540 239,772 239,002 249,000 249,000 265,521 260,000
1,450 1,425 1,425 1,283 1,045 1,060 1,070 616 697 716

Sources: Governor's Office of the Budget, Comptroller Offices, various agencies

Notes:

(1)-Amounts are presented as of December 31.

(2)-Data not available before 2009.

(3)-Beginning with the 2015 fiscal year this figure is a rounded estimate.

(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 2017 fiscal year, a majority of the indicators presented are estimates. For the 2016 fiscal year, the amounts that were presented as estimates in the Commonwealth's Comprehensive Annual Financial Report (CAFR) for the June 30, 2016 fiscal year
have been revised. Therefore, the amounts shown may differ from what was presented in the June 30, 2016 CAFR.
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Table 19

Capital Asset Information by Function and Agency
For the Last Ten Fiscal Years Ended June 30

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
GOVERNMENTAL ACTIVITIES
Direction and Supportive Services
Department of General Services
Number of BUIAINGS .....ccooiiiiiiiiii e 87 85 119 116 116 116 115 115 115 115
Total pieces of machinery and equipment 133 148 394 139 155 134 141 147 138 144
Capital and Agency projects in design and/or construction(1)..........ccccuvvuerreeeees 385 425 638 725 764 799 767 647 315 258
VEhICIES 1N FIBET. ... 16,307 16,307 15,808 16,353 15,821 14,704 14,542 14,253 14,555 14,674
Protection of persons and property
Department of Corrections
State Correctional INSEtULIONS (2).....ccevruuieeiiiiiiie e e e 27 27 27 27 27 26 26 26 26 25
State Police
PAtrol VERICIES. ... . 2,189 2,189 2,182 2,182 2,182 2,182 2,182 2,182 2,182 2,197
Police stations and/or troop headquarters (2). 23 24 25 25 25 26 26 26 26 26
Department of Military and Veterans Affairs
Number of National Guard readiness Centers..............cccoccuuviiiiiiiiiiiiinne i, 117 117 100 100 99 99 85 84 87 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 Human Services
Total number of hospital or treatment center complexes (2)........cccceveeeeeiiernnnnnns 19 18 19 17 17 17 17 17 17 16
Transportation
Department of Transportation
Total pieces Of EQUIPMENT .......coiiiiiie e 7,316 7,969 7,707 7,722 7,792 8,128 8,242 8,388 8,559 8,928
Total lane miles of highways (state or locally maintained)(4)..........cccccvvvvvinnnnnns 116,998 117,187 117,385 117,499 117,588 117,681 117,760 118,000 118,000 118,000
Recreational and cultural enrichment
Department of Conservation and Natural Resources
Acres of land in state parks and forests (in MillioNS)...........cccuviviiiiiiiiiiniieiieennn. 2.4 2.4 2.4 2.4 2.4 2.5 2.5 2.5 2.5 2.5
Game Commission
Acres of game lands (in MIllIONS)........uiiiiiiiii e 1.4 1.4 1.4 1.4 1.4 1.5 1.5 1.5 1.5 1.5
Fish Commission
Public boat launches................. 153 271 271 271 271 271 271 271 271 271
Total number of fish hatcheries..............cccciii 15 15 15 15 15 15 15 15 15 15
Historical and Museum Commission
Museums and hiStoriC SIteS..........cuuuiiiiiiiiiiiiiii e 25 25 23 23 23 23 23 23 24 24
Economic Development
Department of Labor and Industry
Square footage of rehabilitation centers owned by the Commonwealth............... 444,035 444,035 444,035 444,035 444,035 469,065 469,065 469,065 469,065 469,065

Sources: Governor's Office of the Budget, Comptroller Offices and various agencies.

Notes:
(1)-Beginning with the 2016 fiscal year, only projects that are actively being designed and/or constructed are included.

etc.).

(4) Beginning with the 2014 fiscal year, the estimated miles have been rounded to the nearest thousand.

(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,

(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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APPENDIX - Legend of Abbreviations

The following legend presents descriptions of abbreviations that appear throughout the report:

Commonwealth of Pennsylvania

ABBREVIATION DESCRIPTION
AAL Actuarial Accrued Liability
APSCUF Association of Pennsylvania State College and University Faculties
ARO Asset Retirement Obligation
BFTDA Ben Franklin Technology Development Authority
BMP Best Management Practices
C&R Compromise and Release
CAFR Comprehensive Annual Financial Report
CFA Commonwealth Financing Authority
CFP Charitable Food Program
CHIP Children’s Health Insurance Program
CIP Commonwealth Investment Program
CMO Collateralized Mortgage Obligation
CRIZ City Revitalization Improvement Zone
CTF Collective Trust Fund
Ccu Component Unit
DCED Department of Community and Economic Development
DCP Deferred Compensation Program
DEP Department of Environmental Protection
DGS Department of General Services
DHS Department of Human Services
DOH Department of Health
DOR Department of Revenue
DOT Department of Transportation
DPCU Discretely Presented Component Unit
EAFE European, Australian, and Far East
eHealth Pennsylvania eHealth Partnership Authority
EIO Education Improvement Organization
EITC Educational Improvement Tax Credit
ETF Exchange-Traded Funds
EZP Enterprise Zone Program
GA General Assistance
GAAP Generally Accepted Accounting Principles
GASB Governmental Accounting Standards Board
GFOA Government Finance Officers Association
GO General Obligation
GSE Government Sponsored Enterprise
GSP Guaranteed Savings Plan
HOP Health Options Program
IFPA Insurance Fraud Prevention Authority
JCTC Job Creation Tax Credit
KBRA Kroll Bond Rating Agency
KIZ Keystone Innovation Zone Program
KOz Keystone Opportunity Zone Program
L&l Department of Labor and Industry
LCB Liquor Control Board
LIBOR London Interbank Offered Rate

284 Governor's Office of the Budget
www.budget.pa.gov
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LOC
MBS
Mcare
MCM
MD&A
MLF
MLP
MOU
NAICS
NAP
NAV
NPL
NPP
NRSRA
NRSRO
NYSE
OFT
OPEB
OSTC
PACE
PCCA
PEBTF
PEDA
PEDFA
PEMA
PennDOT
PENNVEST
PG
PHEAA
PHEFA
PHFA
PHMC
PIB
PIDA
PKSO
PLCB
PPC
PRPA
PSDC
PSERS
PTC
PTRR
PURTA
REAP
REHP
REIT
RPSPP
RSI
S&P
SCC

Commonwealth of Pennsylvania

APPENDIX - Legend of Abbreviations

Line of Credit

Mortgage-Backed Securities

Medical Care Availability and Reduction of Error Fund
Mellon Capital Management

Management’s Discussion and Analysis

Motor License Fund

Master Limited Partnership

Memorandum of Understanding

North American Industry Classification System
Neighborhood Assistance Program

Net Asset Value

Net Pension Liability

Neighborhood Partnership Program

Nationally Recognized Statistical Rating Agencies
Nationally Recognized Statistical Rating Organization
New York Stock Exchange

Oil Company Franchise Tax

Other Post-Employment Benefits

Opportunity Scholarship Tax Credit
Pharmaceutical Assistance Contract for the Elderly
Pennsylvania Convention Center Authority
Pennsylvania Employees’ Benefit Trust Fund
Pennsylvania Energy Development Authority
Pennsylvania Economic Development Financing Authority
Pennsylvania Emergency Management Agency
Pennsylvania Department of Transportation
Pennsylvania Infrastructure Investment Authority
Primary Government

Pennsylvania Higher Education Assistance Agency
Pennsylvania Higher Education Facilities Authority
Pennsylvania Housing Finance Agency
Pennsylvania Historical and Museum Commission
Pennsylvania Investment Bank Fund
Pennsylvania Industrial Development Authority
Pre-Kindergarten Scholarship Organization
Pennsylvania Liquor Control Board

Port of Pittsburgh Commission

Pennsylvania Regional Port Authority

Philadelphia Shipyard Development Corporation
Public School Employees’ Retirement System
Pennsylvania Turnpike Commission

Property Tax and Rent Rebate

Public Utility Realty Tax Act

Resource Enhancement and Protection Tax Credit
Retired Employees’ Health Program

Real Estate Investment Trust

Retired Pennsylvania State Police Program
Required Supplementary Information

Standard & Poor’s

State Conservation Commission
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APPENDIX - Legend of Abbreviations

Commonwealth of Pennsylvania

www.pa.gov

SEA
SERS
SO
SPP
SPSBA
SSHE
STIF
STIP
SWIF
TANF
UAAL
uc
USTIF

Sports and Exhibition Authority

State Employees’ Retirement System
Scholarship Organization

Special Program Priorities

State Public School Building Authority
State System of Higher Education

Short Term Investment Fund

Short Term Investment Pool

State Workers’ Insurance Fund
Temporary Assistance for Needy Families
Unfunded Actuarial Accrued Liability
Unemployment Compensation
Underground Storage Tank Indemnification Fund

286 Governor's Office of the Budget
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