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COMMONWEALTH OF PENNSYLVANIA
OFFICE OF THE GOVERNOR
HARRISBURG

THE GOVERNOR 7 o o December 19, 1986

To the Honorable Members of the General Assembly and to the Citizens of the Commonwealth of
Pennsylvania:

- This Comprehensive Annual Financial Report of the Commonwealth of Pennsylvania, the first ever,
represents the fulfillment of this Administration’s commitment to sound fiscal management and to
responsible financial reporting based on nationally recognized standards. The report, which includes
the Commonwealth’s independently audited General Purpose Financial Statements as of and for the
fiscal year ended June 30, 1986, will provide you and the financial community, in particular, with
all the information required to fully assess the Commonwealth’s financial position, results of operations,
and the management of its resources.

Publication of this Comprehensive Annual Financial Report concludes a four-year undertaking to
fully institute and firmly establish Commonwealth accounting and financial reporting practices that
conform to generally accepted accounting principles (GAAP) as prescribed by pronouncements of
the Governmental Accounting Standards Board. Previously noted exceptions to financial reporting
as required by GAAP have been satisfied by the inclusion of a General Fixed Assets Account Group
and financial data relating to the Pennsylvania Turnpike Commission and the State System of Higher
Education in the Commonwealth’s annual financial reporting, I commend the Office of the Budget
for this accomplishment and extend my appreciation to the Office of the Auditor General and to the
officers and staff of the other Commonwealth agencies for their part in making this report possible.
The Comprehensive Annual Financial Report of the Commonwealth of Pennsylvania, as transmitted
herewith, will be submitted to the Government Finance Officers Association (GFOA) to determine
the Commonwealth’s eligibility for the award of a Certificate of Achievement for Excellence in Financial
Reporting.

Three years ago, the Commonwealth’s General Fund, the largest and principal operating fund,
reflected an unreserved/undesignated fund balance deficit of $432.1 million on the modified accrual
(GAAP) basis of accounting and an unreserved/undesignated fund balance deficit of $234.7 million on
a budgetary basis. Today, as in the previous two vears, [ am able to report an unreserved/undesignated
fund balance (surplus) as a result of Commonwealth operations at June 30, 1986. The financial
statements as of June 30, 1986, contained herein, reflect a General Fund surplus of $104.9 million
on the modified accrual basis of accounting ($212.8 million on a budgetary basis). Moreover, during
the three-year period, General Fund assets at the fiscal year end have virtually doubled to $1,949.3
million; liabilities remain relatively unchanged at $1,204.5 million; net tax-supported long-term gencral
obligation bonds debt decreased nominally to $4,529.4 million; and Commonwealth issuances of tax
anticipation notes to meet temporary cash requirements were reduced. This represents a fiscal
accomplishment in which we can take pride and which has not gone unnoticed in the financial
community, Commonwealth of Pennsylvania bond ratings, unchanged since 1970, have been upgraded
by both Standard and Poor’s and Moody’s Investors Services, Inc., from A+ to AA- and from A
to Al, respectively. In granting these upgradings, the rating services emphasized the state’s improved
financial operations and controls, our consistent financial discipline, and our stabilized economy.

Pennsylvania’s strong financial showing is the result of an impressive economic turnaround,
attributable to various initiatives taken over the past three years.
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To confront a faltering economy in an era of change, we established a $190 million Economic
Revitalization Program and increased appropriations to the Pennsylvania Industrial Development
Authority and the Ben Franklin Partnership. As a result of these public expenditures, we have
experienced an influx of private capital investment that has placed Pennsylvania among the nation’s
leaders in new manufacturing starts and growth in advanced technology and electronics firms. Our
rate of new business formations is triple the national average and our unemployment rate has been
below the national average for the last six months. At 6.3 percent, the November 1986 rate was at
its lowest since 1979. Employment totalled 5,149,000 and unemployment stood at 348,000, Nearly
500,000 new jobs have been created in the past three years.

To further stimulate business investment and consumer spending, tax cuts were enacted which total
$1.1 billion. This will provide individuals with $114 million more in spendable income annually and
permit businesses to retain more than $100 million each year when the tax cuts are fully implemented.
During the same period $350 million was set aside to meet future unanticipated revenue shortfalls;
another $50 million was placed in reserve to attract major industrial, manufacturing or research
enterprises to Pennsylvania; and $117 million of our Economic Revitalization Program was funded
with current general revenues rather than long-term debt.

To improve upon the quality of life of our economically disadvantaged and to better prepare
Pennsylvania’s youth and unemployed to meet the challenges of a world in transition, cash assistance
grants and food and nutrition services to the needy were increased, as were transportation, prescription
and nursing home assistance to senior citizens, and mortgage assistance and health insurance programs
for the unemployed were instituted. A concerted effort was made to improve education, from
kindergarten to 12th grade, including remedial instruction and accelerated vocational and job training.
During the fiscal year ended June 30, 1986, state general government expenditures for public health
and welfare were increased to $6,231.7 million and to $4,122.9 million for public education, not
including funds appropriated to the State System of Higher Education.

An essential element in the revitalization of the state’s economy has been the rebuilding of our public
infrastructure. During the fiscal year ended June 30, 1986, the Department of Transportation awarded
more than $1 billion in highway contracts and made significant progress in its $1.4 billion program
to repair and rebuild nearly 1,000 state and local bridges. These highway and bridge projects will
generate an estimated 100,000 building trades and related jobs annually over the next decade. In
addition, we established a $300 million loan fund for water facilities improvements, authorized $218.2
million for mass transit projects over the past three fiscal years, and are about to embark on a $4
billion Pennsylvania Turnpike expansion and improvement program.

In conclusion, T submit that the financial gains reflected in this Comprehensive Annual Financial
Report bode well for all Pennsylvanians; that the substantial progress we have made in reshaping
Pennsylvania’s economy will continue to lead to gains in employment, in personal and business income
growth, and in greater consumer spending and business investment, all of which will contribute to
additional growth in the major sources of Commonwealth revenues and reduced need for expenditures
which are sensitive to economic downturns.

Dick Thornb
Governor



COMMONWEALTH OF PENNSYLVANIA
GOVERNOR’S OFFICE
HARRISBURG
December 19, 1986

ROBERT A. BITTENBENDER
SECRETARY
OFFICE OF THE BUDGET

Dear Governor Thornburgh:

I am pleased to present the Commonwealth of Pennsylvania’s first ever Comprehensive Annual Financial
Report (CAFR) which includes the General Purpose Financial Statements (GPFS) of the Commonwealth as of
and for the fiscal year ended June 30, 1986. The report and financial statements, for the first time, include a
General Fized Assets Account Group and financial data relating to the Pennsylvania Turnpike Commission and
the State System of Higher Education. They are prepared in conformity with generally accepted accounting
principles (GAAP) as prescribed in pronouncements by the Governmental Accounting Standards Board. This
CAFR of the Commonwealth of Pennsylvania will be submitted to the Government Finance Officers Association
(GFOA) to determine its eligibility for a Certificate of Achievement for Excellence in Financial Reporting.

The financial statements contained in this report were prepared by the Office of the Budget, Comptroller
Operations, pursuant to the powers and duties assigned the Governor under Section 701 of the Administrative
Code and delegated to the Secretary of the Budget by Executive Order No. 1984-3, October 11, 1984. They were
jointly audited by the Commonwealth of Pennsylvania’s elected Auditor General and Ernst & Whinney, a nationally
recognized public accounting firm. Their Auditors’ Report is included in this report.

1 believe the financial statements are accurate and fairly stated in all material respects; that they are presented
in 2 manner designed to fairly set forth the Commonwealth’s financial position, results of operations, and changes
in the fund balances as measured by the financial activity of its various fund types; and further that all disclosures
necessary to enable the members of the General Assembly, the public, and the financial community to gain a
full understanding of the Commonwealth’s operations and financial affairs have been included. Responsibility
for both the accuracy of the data presented and the completeness and fairness of the presentation, including
all disclosures, rests with the Commonwealth of Pennsylvania, Office of the Budget.

In addition to the GPFS which provide an overview of the Commonwealih’s financial position and operating
results by fund type, this comprehensive report includes: combining financial statements, presenting information
for each fund; supporting schedules; certain narrative information, describing individual funds; and statistical
tables presenting financial, economic, social and demographic data about the Commonwealth. The CAFR was
prepared in accordance with standards established by the Government Finance Officers Association of the United
States and Canada.

THE FINANCIAL REPORTING ENTITY

The GPFS include all funds, account groups, agencies, boards and commissions, and
governmental public service organizations over which the Commonwealth’s executive and
legislative branches exercise an oversight responsibility. Criteria used to determine oversight
responsibility includes budget adoption and approval, taxing authority, funding of outstanding
debt, authority to appoint an organization’s governing body, constitutional officers’ ability to
significantly influence operations, accountability for fiscal operations and scope of public service.

This year, the three departures from GAAP financial reporting requirements noted in
previous vears’ financial statements were climinated.

General Fixed Assets Account Group. Prior to this fiscal year, Commonwealth agencies,
boards and commissions individually maintained fixed asset systems that were primarily designed
to physically safeguard the assets. The records often lacked complete information necessary for
reporting fixed assets and capital leases in a ‘“General Fixed Assets Account Group’ as
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required by GAAP. To overcome this reporting deficiency, qualified consultants were engaged
to develop a fixed asset reporting plan which would meet both GAAP and the internal
management reporting needs of the individual agencies. Implementation of the plan by a task
force, under the direction of the Deputy Secretary for Comptroller Operations, followed and
resulted in the identification and verification of fixed assets amounting to $2,563 million at June
30, 1986.

State System of Higher Education (SSHE). This vear’s financial statements include for the
first time College and University Funds. They reflect the financial position and operating results
of the Office of the Chancellor and the Commonwealth universities, comprising the SSHE, in
accordance with standards established by the National Association of College and University
Business Officers’ College and University Business Administration and the American Institute
of Certified Public Accountants’ Auwdits of Colleges and Universities. Heretofore, the
Commonwealth’s financial statements reflected, as public education expenditures of the General
Fund, only those amounts appropriated to SSHE by the General Assembly.

Pennsylvania Turnpike Commission (PTC). The financial activities of the PTC were not
included in prior fiscal years’ GPFS of the Commonwealth because financial statements prepared
in accordance with GAAP were not available. This fiscal vear, the PTC’s independently audited -
financial statements were adjusted, with the assistance of qualified consultants, to meet GAAP
requirements. The results of PTC operations are reflected in the Enterprise Fund Type of the
Commonwealth’s Financial Reporting Entity.

BUDGETARY CONTROLS AND ACCOUNTING SYSTEMS

The annual budget of the Commonwealth is comprised of separate appropriations to
individual agencies for their specific programs, purposes, special outlays and/or operating
expenditures. Budgetary control is exercised at the agency level by appropriation and by allocations
to major categories of expenditure within each appropriation. Major expenditure categories
include personnel services, operations, fixed assets, subsidies and grants, debt service and fixed
charges, and nonexpenditure items. An encumbrance system is used to effect budgetary control
at the appropriation and allocation levels.

Encumbrances represent the estimated amount of expenditures that are expected to be
incurred when purchase orders issued are filled and contracts and other commitments entered
into are performed. They serve to reserve that part of an appropriation until the actual liabilities
are incurred and to ensure that funds committed, i.e., encumbered, and those expended do not
exceed, in total, the amounts appropriated and/or allocated. Section 621 of the Administrative
Code provides that unencumbered appropriated funds shall automatically lapse as of the fiscal
year end and thus be available for appropriation in the new fiscal year. Encumbered
appropriations are carried forward into the new fiscal year. They are reflected in the
Commonwealth’s governmental funds as reservations of fund balance as distinguished from
unreserved fund balance. Funds reserved for appropriations carried forward may be expended
until October 31 of the new fiscal year at which time any remaining balances must be lapsed,
except amounts for encumbered items being litigated or arbitrated or otherwise extended for
some other reason with approval of the Secretary of the Budget. In no event, however, can an
encumbrance carried forward from one fiscal year be extended beyond June 30 of the next fiscal
year except for a litigated item.

Accounting records of most departments under the Governor’s jurisdiction are maintained
on a centralized accounting system. The operations of this system are directed and supervised
by the Office of the Budget, Comptroller Operations. Separate accounting systems are maintained
by the Department of Transportation for the Motor License Fund; the Liquor Control Board
for the State Stores Fund; and the Department of Labor and Industry, Office of Employment
Security, for the payment of unemployment compensation benefits. The Treasury Department,
the Department of the Auditor General, and the Legislative and Judicial branches likewise operate
separate accounting systems.
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The accounts of the Commonwealth’s governmental fund types are maintained on a
budgetary basis by fund, agency and appropriation. Revenues are recorded at the time cash is
received. Expenditures are recorded at the time payment requisitions and invoices are submitted
to the Treasury Department for payment. At the fiscal year end, both revenues and expenditures
are adjusted to reflect appropriate accruals for financial reporting in conformity with GAAP.

~ Within the accounting systems, internal controls effectively provide reasonable assurance
that financial transactions are executed in accordance with prior authorizations, that assets are
protected from unauthorized use or disposition, and that the financial records are reliable for
the purposes of preparing financial statements and maintaining accountability. All department
.records are reconciled monthly with the Treasury Department’s records of cash disbursements
and the Department of Revenue’s records of cash receipts.

THE GENERAL PURPOSE FINANCIAL STATEMENTS (GPFES)

Although the Commonwealth plans and manages its financial affairs on a budgetary basis,
it has undertaken to prepare GPFS in conformity with GAAP applicable to governments. These
financial statements differ from those prepared on a budgetary basis in that generic funds are
combined by fund types and the financial data is presented on the basis of accounting principles
applicable to each fund type. Accordingly, governmental, expendable trust, and agency funds
are reported on the modified accrual basis of accounting; proprietary and pension trust funds
are reported on the accrual basis of accounting. The College and University Funds are reported
on the accrual basis ofeaccounting.

In measuring financial position and operating results on the modified accrual basis of
accounting, as compared to the budgetary basis, revenues are generally recognized when they
become measurable and available to finance current obligations as opposed to when cash is
received. Expenditures are generally reported when goods and services are received and 4 liability
incurred rather than when cash is disbursed. Due to these differences, the Commonwealth’s GPFS
as of a fiscal year end include amounts which actually will not be received or disbursed until
a future date. Such amounts are necessarily based on management’s best assessment and
evaluation of available financial data at the time the financial statements are prepared. They
include revenues due the Commonwealth, net of credits and refunds, and accounts payable and
accrued expenditures for which a liability had been incurred as of the fiscal year end. In
management’s opinion, the amounts of receivables and payables reflected in the financial
statements, included in this report, are fairly stated in relation to the financial activities of the
Commonwealth’s reporting entity.

THE GENERAL FUND

The General Fund, as the Commonwealth’s largest fund, is the focal point in any
determination of Pennsylvania’s financial position. It accounts for all revenues and receipts which
are not required by law to be accounted or deposited elsewhere and for the major portion of

-Commonwealth expenditures. Tax receipts, principally personal and corporate income and sales

and use taxes, constitute more than 72 percent of the General Fund’s revenues. Major fund
expenditures are for public education, public health and welfare, economic development,
protection of persons and property, general government operations and debt service on all
obligations except those incurred for highway or other special revenue fund purposes. A
comparison of how the Commonwealth has operated within its adopted General Fund budget,
as amended, is presented in the ‘‘Combined Statement of Revenues, Expenditures and
Encumbrances and Changes in Unreserved/Undesignated Fund Balances — Budget and Actual
(Budgetary Basis),”” included in the GPFS.

During the three most recent fiscal years, improved economic conditions and administrative
actions taken to control expenditure growth, improved productivity and efficiency in government
operations, cash management and tax collections have contributed to a marked and sustained
improvement in the General Fund’s financial position. This improvement is reflected in the
General Fund’s financial statements on both the budgetary and the modified accrual bases of
accounting.
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Budgetary Basis: At June 30, 1986, the General Fund’s unreserved/undesignated fund
balance (budgetary basis) amounted to $212.8 million. It compares t0 a budgetary fund balance
of $310.5 million at June 30, 1985. The budgetary basis fund balance at June 30, 1986 was
principally the result of revenue collections being $229.2 million higher than the Official Estimate
and appropriation lapses of $94.3 million offset by supplemental appropriations totalling $100.7
million,

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

Unreserved/
Undesignated
Fund Balance Increase
At June 30 (Deficit) (Decrease)
1982 $ 7.5 $ (64.3)
1983 (234.7) (242.2)
1984 76.4 311.1
1985 310.5 234.1
1986 212.8 (97.7)

Modified Accrual Basis. At June 30, 1986, the Commonwealth’s General Fund reflects a
fund balance of $744.8 millicn, an improvement of $140.3 million over the $604.5 million reported
a year ago. Total assets increased by $162.2 million to $1,949.3 million. Liabilities increased
by $21.9 million to $1,204.5 million. The unreserved/undesignated fund balance at June 30,
1986 was $104.9 million as compared to the $374.8 million reported a year ago. These changes
and others (expressed in millions) are reflected in the General Fund summary comparative balance
sheet that follows.

General Fund
Summary Comparative Balance Sheet (GAAP Basis)
(Dollar Amounts in Millions}

) Encrease
June 30, 1986 June 30, 1985 {Decrease)
Assets
Cash and temporary investments. .. .........ciiviieierrnnn- 3 982.8 $ 837.3 $ 1455
Receivables, met ... ... . i e 494.7 467.8 26.9
; Due from other funds/governments .. .............. ... ... 468.2 476.4 (8.2)
L8 T T - I 3.6 5.6 (2.00
TOta] AL . . o et e e e 73;]_“,_949.3 §1 ,787'}1 ;5771672.2
Liabilities
Accounts payable and other accrued tiabilities.............. $ 9419 $ 771.6 $ 170.3
) Matured bonds and interest payable........ ... ... ... ..., 6.5 19.9 (13.4)
Due to other funds/governments. . ...............iiuvianis 245.6 353.6 (108.0)
; Deferred feVENUE . .« .o o vttt ettt e oo s 10.5 37.5 27.0)
) Total Liabilities. . . oo oottt e e e $1,204.5 ) $1,182.6 $ 219
i _ S L ehLes 2
i Fund Balance
RESETVEL . .ottt e e 3 127.1 $ 531 § 74.0
: Unreserved:
Designated ... ...t e 512.8 176.6 336.2
L Undesignated .. .. ... .o 104.9 374.8 (265.9)
‘ Total Fund Balance . .....oovirreimie e $ 7448 $ 604.5 ,A$ 140.3
i Total Liabilities and Fund Balance . ... . ....ccovniia .t $1,949.3 $1,787.1 A?f 162.2
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GENERAL GOVERNMENTAL FUNCTIONS — MODIFIED ACCRUAL BASIS

The Commonwealth’s governmental fund types include the General Fund, the Motor License ‘,
Fund and Other Special Revenue Funds, the Debt Service Fund and the Capital Projects Fund. I
These funds account for most general operating revenues and expenditures. Their combined fund ©ok
balances at June 30, 1986 increased by $288.2 million to $2,423.3 million from $2,135.1 million
at the beginning of the fiscal year. Unreserved/undesignated fund balances at June 30, 1986
amount to $559.3 million as compared to $1,005.4 million a year ago. Comparative summaries
of general governmental revenues by source and expenditures by function (expressed in miliions}
follow.

General Governmental Revenues by Source. Revenues of the Commonwealth’s General,
Special Revenue, Debt Service and Capital Projects Funds totalled $15,770 million. This represents
a 5.4 percent increase over the previous fiscal year. Taxes, penalties and interest constituted 63.2
percent of general governmental revenues; intergovernmental revenues, primarily federal funds,
constituted 23.7 percent.

Fiscal Years Ended

Increase
_June 30, 1986 Jure 30, 1985 {Decreasc}
Revenue Source

Taxes, penalties and interest. . ...... ..o viieiiii i $ 9,970 $ 9,552 $ 418
Licenses and f86S oo ittt 540 525 15
INtergovermmental, . . ..ot i 3,745 3,491 254
Charges for goods and SErvICes ... ...ovvirveamrneninin 531 481 50 i
INVESEMENT MCOMIE « ...\t e et e eenereieeenaneesarnanns 195 203 ® .
Lottery receipts, net of prizes ......... ... 557 593 (36)
MISCEIIRIISOUS . oo it iarnrrraa i anaastraranaas 232 122 110
"TOtal REVEIIIES . ..ttt atvtns v e eaamaa et raranarsenn $ 15,770 $ 14,967 $ 803

General Governmental Expenditures by Function. Expenditures of the Commonwealth’s
General, Special Revenue, Debt Service and Capital Projects Funds totalled $16,668 million,
reflecting an increase of $1,587 million or 10.5 percent over the previous fiscal year. Of the total
amount expended, public health and welfare accounted for 37.4 percent, public education for ;
24.7 percent not including the SSHE, and transportation, 12.3 percent.

Fiscal Years Ended

Increase
_June 30, 1986 June 30, 1985 {Decrease)

Expenditure Function
General BOVETIMENL . . .. .\ .vusttrneninee e eeaeaeaanriaens $ 804 $ 830 2 Qe
Protection of persons and property ........... ..., 912 779 133
Public health and welfare . .. .....cooirroie i 6,232 5,687 545
PUblC edUCaIO . v v vttt e ettt e et et 4,123 4,063 60 e
Conservation of natural Tesourees. .......oooiiiiiaianiiienes 302 257 45
Economic development and assistance . ........oovvvvnreneann. 188 158 30
Transportation .. ...vveeeeee e et aiareraaanaas 2,054 1,844 210
Capital outlay ................. e e e 460 346 114
Debt service: ‘

Principal retirement ......... ..ot iiiiiiiir i 1,186 759 427

Interest and fiscal charges. ..........ccoiiiviiiiiiinnnnnnn. 407 358 49
Total EXpenditires . .. ovvrnr e e e eaaianeaaaeaes $16,668 $15,081 $ 1,587




DEBT ADMINISTRATION

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 outsianding 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
constitutional debt limit at August 29, 1986 was $18.5 billion. Outstanding net capital project
debt at August 29, 1986 amounted to $3.7 billion.

In addition to constitutionally authorized capital project debt, the Commonwealth may incur
debt for electorate approved programs, e.g., economic revitalization, land and water development,
and water facilities restoration; and for special purposes approved by the General Assembly,
e.g., disaster relief. Net electorate and other bonded debt outstanding at August 29, 1986,
amounted to $.8 billion.

The total general obligation bond indebtedness outstanding at June 30, 1986 was $4,529.4
million. Total debt service expenditures paid from General Fund and Motor License Fund
appropriations during the fiscal year ended June 30, 1986 amounted to $501.8 million. On a
per capita basis and as a percentage of personal income for the fiscal year ended June 30, 1985,
bonded indebtedness amounted to $382 and 3 percent, respectively.

During the fiscal year ending June 30, 1987, the Office of the Budget projects general
obligation bond issuances amounting to $384 million, an increase of $134 million as compared
to actual issuance of $250 million, net of refunding bonds issued, during the fiscal year ended
June 30, 1986. This forecast reflects the need to make investments in the Commonwealth’s capital
infrastructure, particularly prisons, mass transportation, water supply systems and interstate
highway construction under the Federal Advance Construction Interstate Program. Debt principal
retirements of $292 million are forecast during fiscal 1987. The table that follows shows total
outstanding long-term indebtedness for general obligation bonds (expressed in millions) at the
end of the seven most recent fiscal years.

Qutstanding

__ At June 30 Bond Indebtedness &
1980 $4,642
1981 4,597
1982 4,450
1983 4,487
1984 4,484
1985 4,535
1986 4,529

{a) Net of sinking fund accumulations for all bonds. That portion of Commonwealth payments applicable to
principal made to the authorities for debt service prior to repayment of debt is deducted.

In December 1985 and June 1986, the Commonwealth issued general obligation refunding
bonds totalling $188.7 million, The proceeds will be used to retire general obligation debt incurred
at higher than currently prevailing interest rates in 1980, 1981, 1982 and 1984. This will result
in estimated savings of $10 million over the life of the refunding bonds, or $7.6 million when
discounted to present value.
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In addition to general obligation bonds, the Commonwealth may issue tax anticipation notes
to finance operating cash needs during certain months of the fiscal year. Tax anticipation notes
may be issued only for the General Fund and the Motor License Fund. They may not exceed
in the aggregate 20 percent of the funds’ estimated revenue for the fiscal year, and must mature
within the fiscal year of issuance. The declining trend in issuances of General Fund tax anticipation
notes (expressed in millions) shown below is the result of the Commonwealth’s improved financial
position and concerted efforts to more closely coordinate major disbursements with the receipt
of revenue throughout the fiscal year. Motor License Fund tax anticipation notes were not issued
during the periods shown below and none are anticipated in 1987.

Amount Issued

Fiscal Year For the Account as a percent of
Issue Ended of the Actual Revenues
June 30 General Fund General Fund
1983 3950 12%
1984 970 12
1985 700 6
1986 500 4
1987 Estimated 490 4(@)

(a} As a percent of estimated revenues.

CASH MANAGEMENT

The Treasury Department is required by the Commonwealth’s Fiscal Code to deposit monies
of the Commonwealth, excluding certain component units, in state depositories approved by
the Board of Finance and Revenue. Moneys deposited are not required to be segregated by funds.

In addition, the Treasury Department is empowered to invest such monies of the
Commonwealth that have accumulated beyond the ordinary needs of the various Commonwealth
Funds. Temporary cash surplus investments held by the Treasury Department by type, maturity
ranges and percent at June 30, 1986 are depicted below.

Maturity Percent
Investment Type Range (days) June 30
United States Treasury and Agency Obligations ..... 3-549 318%,
Commercial Paper (Moody’s Prime One Rating or
Equivalent).......... ... . i 1-81 23
Certificates of Deposit.. .. .vvvrieiininan ... 70-626 4
Repurchase Agreements. . . ... ... .. ... .ovvunaus, 1-30 28
Bankers’ Acceptances (Moody’s Aa Rating or '
Equivalent)........ ... ... . . 7 0
Money Market Funds ......... ... ... .. .00 . 1 7
100%

Temporary investments held by the Treasury Department amounted to $4,078.3 million as
of June 30, 1986. Temporary investments were made by specific funds. Interest on investments
made by the Treasury Department during the fiscal year amounted to $331.8 million at an average
yield of 7.8 percent.
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CAPITAL PROJECTS FUND

Proceeds of general obligation bond issues are primarily accounted for in the capital projects
fund. Completed projects and construction in progress at the fiscal year end are accounted for
as asscts and are capitalized in the General Fixed Assets Account Group. Projects completed
during the fiscal year totalled $30.3 million; construction in progress at June 30, 1986 amounted
to $298.9 million. Authorized but unissued general obligation bonds at June 30, 1986, totalled
$2,694.6 million.

ENTERFPRISE, FIDUCIARY AND COLLEGE AND UNIVERSITY FUNDS

All enterprise funds rei:)orted retained earnings for the fiscal year ended June 30, 1986. The
overall increase in retained earnings for enterprise funds amounted to $164.5 million.

Fiduciary type funds, including expendable trust funds and pension trust funds, reported
fund balances of $15,409.6 million at June 30, 1986, as compared to $11,976.9 million at June
30, 1985,

The total fund balances for the College and University Funds at June 30, 1986 were $255.1
million,

GENERAL FIXED ASSETS

General fixed assets of the Commonwealth are those used in the performance of general
governmental functions. They do not include the fixed assets of the proprietary and the fiduciary
fund types and the College and University Funds, excepting real property. General fixed assets,
identified and reported for the first time as of June 30, 1986, amounted to $2,563 million at
actual or estimated historical costs. Depreciation is not recognized for the Commonwealth’s
general fixed assets. Infrastructure assets, consisting primarily of highways, roads and bridges,
are not recorded in the General Fixed Assets Account Group. Both of these practices are in
conformity with GAAP.

INDEPENDENT AUDIT

The audit of the GPFS evidenced by the Auditors’ Report submitted herewith was performed
jointly by the Department of the Auditor General and the independent public accounting firm
of Ernst & Whinney. It was performed pursuant to the authority vested in the Auditor General
and the Governor under Section 402 of the Fiscal Code of 1929, and in the Governor under
Section 701 of the Administrative Code of 1929.

The Fiscal Code provides that the Department of the Auditor General shall make all audits
of transactions after their occurrence, which may be necessary, in connection with the
administration of the financial affairs of the government of the Commonwealth of Pennsylvania
and that it shall be the duty of the Governor to cause such audits to be made of the affairs
of the Department of the Auditor General.

CERTIFICATE OF ACHIEVEMENT

The Government Finance Officers Association of the United States and Canada (GFQA)
awards certificates of achievement to governmental units that publish readable and efficiently
organized CAFRs which conform to the Association’s program standards and satisfy both
generally accepted accounting principles and applicable legal requirements. We believe this
Comprehensive Annual Financial Report of the Commonwealth of Pennsylvania as of and for
the fiscal year ended June 30, 1986 meets these requirements and are submitting it to the GFOA
to determine its eligibility for a Certificate of Achievement for Excellence in Financial Reporting.
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OUTLOOK

For the past two years, economic growth in the United States has been characterized by
moderate to low rates of Gross National Product (GNP) real growth. Declines in inflation and
interest rates have helped consumers maintain high confidence levels about the future and
promoted generous spending on consumption and investment. This continued stimulus, together
with a stimulative fiscal policy, has permitted the recovery phase of the current business cycle
to continue. The Pennsylvania economy has been, and is expected to continue to be, a beneficiary
of this continued economic growth.

Based on present conditions and current revenue and expenditure forecasts, the
Commonwealth is projecting a $207.1 million General Fund budgetary balance, i.c.,
unappropriated surplus, at the end of the current fiscal year.

It is currently anticipated that revenue collections, net of refunds, will exceed estimated
revenues, $9,501.9 million, by $135.7 million. This anticipated increase, coupled with anticipated
appropriation lapses amounting to $100 million and the beginning balance, $212.8 million, will
result in an increase of $235.7 million, from $9,721.8 to $9,950.4 million, in estimated funds
available during the fiscal year. The revenue estimates take into account the reduction in the
personal income tax rate to 2.1 percent from 2.2 percent effective September 1, 1986, the lowering
of the corporate net income tax rate to 8.5 percent on January 1, 1987, the lowering of the tentative
tax percentage for the capital stock and franchise tax, and state tax credits to businesses creating
new jobs for taxes paid under the Federal Unemployment Tax Act. These tax cuts will amount
to an estimated $164.5 million during the fiscal year.

~ Budgeted expenditures for the current fiscal year amount to $9,667.7 million. Potential
additional appropriations amounting to $32.6 million would increase budgeted expenditures to
$9,700.3 million. These amounts do not include $25 million appropriated to the Tax Stabilization
Fund and another $25 million to the Sunny Day Fund. These funds, totalling $50 million, are
intended for use in extraordinary economic circumstances.
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have made this report possible, and to express my special thanks to you for your encouragement
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