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COMMONWEALTH OF PENNSYLVANIA
GOVERNOR'S OFFICE
HARRISBURG

December 15, 1989

MICHAEL H. HERSHOCK
SECRETARY
OFFICE OF THE BUDGET

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

This Comprehensive Annual Financial Report (CAFR) of the Commonwealth of Pennsylvania represents this
Administration’s continued commitment to sound fiscal management and to responsible financial reporting based on
nationally recognized standards. This CAFR, which includes the Commonwealth’s independently audited general purpose
financial statements as of and for the fiscal year ended June 30, 1989, will provide you and the financial community
with all the information required to fully assess the Commonwealth’s financial position, results of operations, and the
management of its financial resources.

During the fiscal year ended June 30, 1989, we built on the momenturn established in previous years while making
a major strategic investment for the future: an investment in our business environment and our natural environment;
an investment in basic and higher education; an investment in job training; and an investment in the human potential
of Pennsylvania’s people. Qur goal was to provide quality services while maintaining the commitment of no tax increase.

Revenues of the General Fund, led by those taxes based on income levels, exceeded the budget estimate during
the 1988-89 fiscal year. Further, based on generally accepted accounting principles, tax revenues also increased over
last year’s reported amount. Personal income tax revenues increased by over 10.70 percent for the fiscal year while
the corporate net income and capital stock and franchise taxes had a combined increase of over 9.93 percent. These
increases, in conjunction with lower rates of annual increase for the sales and use tax and other consumption taxes,
produced an overall 8.32 percent increase in tax revenue in the General Fund for the fiscal year.

Non-tax General Fund revenues for the 1988-89 fiscal year were augmented by appropriated transfers of $60 million
excess reserves from the State Workmen’s Insurance Fund and $41 million from repayment of advances to the
Unemployment Compensation Fund.

A new, long-term commitment to the economic future of the Commonwealth was achieved by making the Pennsylvania
Economic Revitalization Fund (PERF) and its many important economic development programs a permanent rather
than short-term effort. We transferred $41 million in General Fund monies to PERF and for the first time established
a policy of providing similar, continuing future transfers.

Within PERF-funded programs, we provided $21 million for the Business Infrastructure Development program
which makes grants and Ioans to local sponsors to install specific infrastructure improvements that complement private
industrial development. We also continued an important new effort initiated in 1987-88; a $10 million annual Industrial
Resource Centers program to recruit and create. research facilities both for direct jobs and for direct investment by
‘private companies who will benefit from association with such a facility.
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We also provided $22 million from the Sunny Day Fund to help private industries expand and attract new businesses
to Pennsylvania. We appropriated $45 million from the General Fund for the Housing and Redevelopment program
which provides grants to improve blighted neighborhoods through redevelopment and to improve low and moderate-
income housing through rehabilitation. We continued a major change initiated in 1987-88 in the way state government
assists the job creation process by establishing partnerships among businesses, working men and women, government
officials, and educators to help create more jobs.

Several major pieces of environmental legislation were enacted, creating and expanding several programs:

— The problem of abandoned hazardous waste sites is being addressed with a special 0.5 mill surcharge
which was added to the capital stock and franchise tax rate effective January 1, 1988 through December
31, 1991. The revenues from the additional 0.5 mill surcharge rate are included in General Fund
revenues and are subsequently transferred to the Hazardous Sites Cleanup Fund before the end of
each fiscal year. These revenues are in addition to the $15.9 million appropriated from the General
Fund for hazardous waste control.

— We strengthened other environmental protection programs by enhancing emergency response teams
and improving monitoring of water supply systems and sewage treatment facilities.

— The Pennsylvania Infrastructure Investment Authority was created by Act 16 of 1988 to administer
the PENNVEST program. Under PENNVEST, grants, loans and loan guarantees are awarded to
municipalities, municipal anthorities, and private firms to improve water and sewage systems. Funds
come from general tax revenues, bonds approved by referendum, interest earnings and other approved
debt financing.

— Act 101 of 1988 addressed the problem of solid waste disposal in the Commonwealth, in part, by
creating the Recycling Fund. The revenues of this fund are to be used to encourage waste reduction
and recycling, to guaranice that waste disposal facilities are operated in a safe and responsible manner,
and to provide incentives to communities where facilities can be located. Revenue for this fund is
generated by a fee on all waste deposited in landfills and other facilities.

— Act 32 of 1989 established a program for the regulation of above ground and underground storage
tanks and tank facilities. The Storage Tank Fund was created to provide for costs associated with
this program, including the cleanup of spilis and other remedial actions. Revenue for this fund comes
from registration and permitting fees, fines, recovered costs, bond forfeitures and other similar sources.

We made significant investments in programs to support the economically needy through general assistance, aid
to families with dependent children, and medical assistance. Total expenditures for these programs by the Commonwealth
and the Federal Government amounted to $3.5 billion in 1988-89. Approximately 46.9 percent of the total costs for
assistance to the economically needy is supported by the General Fund. The balance is provided from the State Lottery
Fund, from reimbursements by the Federal Government, and through various program collection activities conducted
by the Commonwealth. We focused attention on maintaining the integrity of the State Lottery Fund by continuing a
yearly $20 million transfer of selected program costs back to the General Fund to prevent a deficit in the State Lottery
Fund. We are continuing to develop a new reimbursement methodology for long-term care facilities providing nursing
home care for medical assistance recipients.
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Education continues to be the cornerstone of Pennsylvania’s future. We have continued our commitment to the
future by providing total funding of $2.5 billion to our public schools through the Equalized Subsidy for Basic Education.
The total fonding for basic education was $3.9 billion, including funding for special education, pupil transportation,
teacher retirement and social security, and special programs to address the needs of economically and educationally
at-risk students. In addition, we provided over $1.1 biltion for higher educational institutions and students. Of this,
$116 million was provided directly to students through the Pennsylvania Higher Education Assistance Agency, with
the remainder being distributed to Pennsylvania’s many higher educational institutions.

The Commonwealth assists local mass transit systems through grants and payments for free rides by senior citizens
during non-peak hours. In addition, transit operators receive payments for providing senior citizen transportation service
on a shared-ride basis, generally in areas where fixed route service is not available. Payments to local mass transit
systems for these programs have grown rapidly. In the fiscal year ended June 30, 1989, $333 million in Commonwealth
funds were expended from the General and the State Lottery Funds for such purposes.

Overall, the financial position presented in these General Purpose Financial Statements demonstrates our continned
commitment to the fiscal integrity of the Commenwealth. It is our goal to maintain a strong financial position through
continued emphasis on economic development, education and productive growth in the Pennsylvania economy.

Sincerely,

dd # A dl

Michael H. Hershock
Secretary
Office of the Budget




COMMONWEALTH OF PENNSYLVANIA
GOVERNOR’S OFFICE
HARRISBURG )
December 15, 1989

HARVEY C. ECKERT
DEPUTY SECRETARY FOR COMPTROLLER OPERATIONS
OFFICE OF THE BUDGET

Dear Secretary Hershock:

It is my privilege to present this Comprehensive Annual Financial Report (CAFR) on the operations of the
Commonwealth of Pennsylvania as of and for the fiscal year ended June 30, 1989. This report, which includes the
General Purpose Financial Statements {GPFS), was prepared by the Office of the Budget, Comptroller Operations,
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, October 11, 1984,

The financial statements contained in this CAFR were prepared in conformity with generally accepted accounting
principles (GAAP) as prescribed in pronouncements by the Governmental Accounting Standards Board (GASB). They
were jointly audited by the elected Auditor General of the Commonwealth of Pennsylvania and Peat Marwick Main
& Co., a nationally recognized public accounting firm. Their Independent Auditors’ Report, expressing an unqualified
opinion on the GPFS, is included in this financial report.

I believe the financial statements are fairly stated in all material respects; that they are presented in a 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 that all disclosures necessary tc enable the Governor,
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 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 Commonwealth’s financial position and operating results
by fund type, this CAFR includes: combining financial statements presenting information by 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 (GFOA) and will be submitted to
the GFOA to determine its eligibility for a Certificate of Achievement for Excellence in Financial Reporting.

THE FINANCIAL REPORTING ENTITY

The GPFS of the Commonwealth, in conformance with GASB Codification Section (Cod.Sec.)
2100 includes all funds, account groups, agencies, boards and commissions, and governmental public
service corporations over which the Commonwealth’s executive and legislative branches exercise
oversight responsibility. Criteria used to determine oversight responsibility include 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. Inclusion of an organization in the Commonwealth
GPFS in no way alters the defined prerogatives of the organization’s management, its statutory authority,
or its legal characteristics.

Based on Cod.Sec. 2100, the following Commonwealth public service organizations meet the
oversight criteria and are included in the accompanying financial statements.
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Gengral State Authority (GSA): The GSA was created for the purpose of acquiring, constructing,
equipping and maintaining public buildings for the use of the Commonwealth, State institutions of
every kind and character, additions and improvements to land grant colleges, State universities and
medical schools, airports, river and port facilities and flood control projects. Debt service on bonds
issued by the GSA is. paid from lease payments made to the GSA by the Commonwealth. Due to
a refunding of all Authority bonds during the fiscal year ended June 30, 1989, no Authority assets
or liabilities are reporied at June 30, 1989.

Pennsylvania Higher Educational Facilities Authority (PHEFA): The PHEFA was created for
the purpose of financing, constructing, improving and maintaining any educational facility, and assisting
colleges in financing, on a short-term basis, their working capital requirements. PHEFA revenue bonds
are financed through lease rental payments. Some of the lessees, although private institutions, are
recipients of Commonwealth grants and subsidies.

Pennsylvania Higher Education Assistance Agency (PHEAA): The PHEAA was created to
improve the higher educational opportunities of persons who are residents of the Commonwealth and
attending institutions of higher education by enabling the agency, lenders and post-secondary institutions
'to make loans and grants to students for educational purposes. Debt service on bonds issued by the
PHEAA is met from loan repayments and interest and other revenues of the agency.

Pennsylvania Housing Finance Agency (PHFA): The PHFA was created to make loans secured
by real property or leasehold, including mortgages, to finance projects designed and planned to be
available for low and moderate income persons and families. Bonds issued by the PHFA are partially
secured by a capital reserve fund required to be maintained at an amount egual to the maximum annual
debt service on its outstanding bonds in any succeeding calendar year. Statute provides that if there
is a deficiency in the capital reserve fund or if funds are necessary to avoid default on interest, principal
or sinking fund payments on PHFA notes or bonds, an amount sufficient to make up such deficiency
shall be placed in the budget of the Commonwealth for the succeeding fiscal year.

Pennsylvania Industrial Development Authority (PIDA): The PIDA was created for the purpose
of making secured loans to industrial development agencies for payment of a part of the cost of industrial
development projects in critical economic areas. Principal and interest payments to PIDA and other
revenues are used to pay debt service on revenue bonds issued by the PIDA and to make additional loans.

Pennsylvania Turnpike Commission (PTC): The PTC was created for the purpose of constructing,
maintaining and operating a turnpike system together with connecting roads, tunnels and bridges. Debt
service on turnpike revenue bonds is payable from revenues, primarily tolls and rentals from leases
and concessions, of the turnpike system.

State Employes’ Retirement System (SERS), Public School Employes’ Retirement System
(PSERS): The SERS and PSERS were established as independent administrative boards of the
Commonwealth. Each system is directed by a governing board which exercises control and management
of the systems, including the investment of assets. The retirement plans of the SERS and the PSERS
are contributory defined benefit plans covering all state employes, employes of certain state-related
organizations, and all public school employes. Proposed changes in benefit and contribution provisions
require legislative action and must be supported by an actuarially computed estimate of the cost of
such changes.

State Highway and Bridge Authority (SHBA): The SHBA was created to construct, reconstruct,
improve and maintain highway and bridge projecis and roadside rests. All rental charges of SHBA
are transferred from the Motor License Fund, a Special Revenue Fund, and are used to meet debt
service requirements. No SHBA debt obligations have been issued since 1968.

State Public School Building Authority (SPSBA): The SPSBA was created for the purpose of
constructing, furnishing and equipping, and maintaining public school buildings, as part of the public
school system of the Commonwealth. Debt service on revenue bonds issued by the SPSBA is met
from lease rental payments made by the local school districts, all of which receive substantial financial
aid from the Commonwealih. ’ '
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State System of Higher Education (SSHE): In accordance with Cod.Sec. 2100, Commonwealth-
owned universities are reported in a ‘‘discrete presentation’’ under a separate fund category in the
Commonwealth’s GPFS. The SSHE, composed of fourteen universities, was created by Act No. 188
of 1982 to function independently of the Department of Education for the purpose of providing
instruction: for undergraduate and graduate smudents. The corporate powers of the SSHE are exercised
by a Board of Governors through the SSHE Chancellor.

Commonwealth-related universities named below are not included in the GPFS as the degree of
oversight responsibility exercised by the Commonwealth is so insignificant that it has not been deemed
appropriate to reflect them in the reporting entity.

Pennsylvania State University
Temple University
University of Pittsburgh
Lincoln University

It has been determined that the following organization is not a part of the Commonwealth reporting
entity after applying criteria of Cod.Sec. 2100 and is excluded from the GPFS because the
Commonwealth does not control its assets, operations or management.

Pennsylvania Murnicipal Retirement System (PMRS): The PMRS was established as an
independent board of the Commonwealth for the purpose of administering a retirement plan for officers,
employes, firemen and policemen of the Commonwealth’s political subdivisions and municipal
anthorities, and of institutions supported and maintained by the political subdivisions and municipal
government associations. Control and management of the PMRS, including investment of assets, is
exercised by a governing board.

BUDGETARY CONTROLS AND ACCOUNTING SYSTEMS

The annual budget of the Commoenwealth 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,
operational expenses, fixed assets, subsidies and grants, debt service and fixed charges. 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 (encumbered) and expended do not exceed the total amounts appropriated and/or
allocated. Section 621 of the Administrative Code provides that unencumbered appropriated funds
shall automatically lapse at fiscal year end and become available for appropriation in the new fiscal
year. Encumbered appropriations are cartied forward into the new fiscal year. They are reported 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 the end of the next fiscal year except for a litigated item.

—ix—



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 Legislature and Judiciary, likewise, operate separate accounting systems.

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 (GPFS)

Although the Commonwealth plans and manages its financial affairs on a budgetary basis, it also
prepares 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 information 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 reporied on the accrual basis of accounting,
The College and University Funds are reported on the accrual basis of accounting in accordance with
the National Association of College and University Business Officers’ College and University Business
Administration and the American Institute of Certified Public Accountants’ Audits of Colleges and
Universities for institutions of higher education.

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 a 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 acteally 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 has been
incurred as of the fiscal year end.

THE GENERAL FUND

The General Fund, the Commonweaith’s Iargest 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 for or deposited elsewhere and for the major portion of Commonweaith
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 general
government, protection of persons and property, public health and welfare, public education, economic
development 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 Changes in Unreserved/Undesignated Fund Balances — Budget and Actual (Budgetary Basis),”
included in the GPFS.

—X—
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During the last six fiscal years, the Commonwealth reported General Fund surplus unreserv-
ed/undesignated fund balances on the budgetary basis of accounting. A deficit was last reported at
the end of the 1982-83 fiscal year. The surplus amounts are the result of controlled expenditure growth,
improved productivity and continued economic growth that has produced revenue surpluses despite
general tax rate reductions in previous fiscal years.

Budgetary Basis: At June 30, 1989 the General Fund’s unreserved/undesignated fund balance
(budgetary basis) amounted to $385.1 million. This compares to a budgetary fund balance of $94.7
million at June 30, 1988, The budgetary basis fund balance at June 30, 1989 was the result of revenue
collections totalling $14,912.5 million less appropriation authorizations totalling $14,810.0 million,
plus appropriation lapses from prior years in the amount of $187.9 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 Increase
At June 30 Fund Balance (Decrease)
1985 $ 310.5 $234.1
1986 219.8 (90.7)
1987 347.8 128.0
1988 94.7 (253.1)
1989 385.1 290.4

Modified Accrual Basis: At June 30, 1989 the Commonwealth’s General Fund reflects a fund
balance of $618.9 million, an increase of $46.1 million from $572.8 million at June 30, 1988. Total
assets increased by $363.2 million to $2,212.8 million. Liabilities increased by $317.1 million to
$1,593.9 million. These changes and others (expressed in millions) are reflected in the General Fund
summary comparative balance sheet that follows.

General Fund
Summary Comparative Balance Sheets (GAAP Basis)
(Expressed in Millions)

Increase
June 30, 1989 June 30, 1988 (Decrease)
Assets
Cash and temporary investments............................ $ 1,037.3 $ 7817 $ 2496
Receivables, Mt . ... ... .. . e 557.9 550.6 7.3
Due from other funds/governments ......................... 617.4 509.7 107.7
Other a88et8 . ..o v vt i e e e 2 1.6 1.4
Total ASSEIS .. oottt e e $ 2,212.8 $ 1,849.6 $ 363.2
Liabilities
Accounts payable and other accrued liabilities ................ $ 1,002.7 $ 869.9 % 222.8
Matured bonds and interest payable ......................... 1.5 22.2 (20.7)
Due to other funds/governments . .. .......... ... .. ... ... 488.6 374.3 114.3
Deferred revenue .........vviiriiiian e iiiiaaneeannuns 11.1 10,4 g
Total Liabilities ............ . i i $ 1,5939 $ 1,276.8 3 317.1
Fund Balance
Reserved .. ... e 3 163.3 $ 186.0 5 (22.7
Unreserved:
Designated . ... ... . e 455.6 386.8 68.8
Undesignated . ...... ...t
Total Fund Balance . ...ttt $ 6189 $ 5728 $ 46.1
Total Liabilities and Fund Balance . .............. e $ 22128 $ 1,849.6 3

—i—
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GENERAL GOVERNMENTAL FUNCTIONS — MODIFIED ACCRUAL BASIS

The Commonwealth’s governmental fund types include the General Fund, the Motor License Fund P
and other Special Revenue Funds, the Debt Service Funds and the Capital Projects Funds. These funds :
account for most general operating revenues and expenditures. Their combined fund balances at June 30,
1989 decreased by $44 miilion to $1,965 million from $2,009 million at the beginning of the fiscal year.
Unreserved/undesignated fund balances at June 30, 1989 amount to $374 million as compared to $381 million
a year ago. Comparative summaries of general governmental revenues by source and expenditures by function
(expressed in millions) follow.

‘General Governmental Revenues by Source. Revenues of the Commonwealth’s General, Special
Revenue, Debt Service and Capital Projects Funds totalled $19,248 million. This represents an § percent
increase over the previous fiscal year. Taxes constituted 61 percent of general governmental revenues;
intergovernmental revenues, primarily Federal funds, constituted 22 percent.

Fiscal Years Ended {
Increase
Revenue Source June 30, 1989 June 30, 1988 (Decrease) ;o
DK - -« e v evm e n tnmee e e aaa e $ 11,759 $ 10,888 $ 871 | !
Licenmses and fEeS . . .. ..ot iii i 629 589 40 o
Intergovernmental . . .. ... .. i 4,249 3,874 375
Charges for goods and Serviees ..ot ioiann 529 536 N ¢
TNVEStINENt INCOMIE - . o . ..ttt i utninrneae i ieiian ety 226 194 32 i
LOUMETY TECEIPIS v v v v v e e ee e eae et e eainatasir e eeeens 1,575 1,472 103 L.
Lease rental principal and interest .. .......... .. ... ..o 140 108 32
L0715 I 141 153 12) o
Total REVEIUES -+ vveereaaiennies TR $ 19,248 $ 17,814 $ 1,434 }

Taxes increased by $871 million over the previous fiscal year due mainly to the expansion in the state
and national economies. The following is a summary of tax revenue by type: il

Fiscal Years Ended

Taxes by Type - Jure 30, 1989 June 30, 1988 Increase

Sales AN USE o\ ur e e e $ 4073 $ 3,837 $ 236 E
Personal NCOME - . . ovvv v arrvraareeaaaneaaaae et arineaen- 3,084 2,786 298 i
COrPOTAtION . .+ v vt v e et e e e na et 2,546 2,316 230
Liquid Fuels . ... ..iuiiii e e 998 971 27 "
L0 7= I 1,058 978 80 i J
TOWL TAKES -+« e e e oo oo ee e e et $ 11,759 $ 10,888 § 87 L
General Governmental Expenditures by Function. Expenditures of the Commonwealth’s General, Special .
Revenue, Debt Service and Capital Projects Funds totalled $19,449 million, reflecting an increase of $1,202 g
miltion over the previous fiscal year. Of the total amount expended, public health and welfare accounted L

for 36.9 percent, public education for 26.6 percent and transportation, 11.9 percent.
Fiscal Years Ended .

Increase

Expenditure Function June 30, 1989 June 30, 1988 {Decrease)
General GOVERIIENE . . ...\ e v e e e e aran e atasairns $ 1,873 $ 1,741 $ 132 .
Protection of persons and Property . .. ....viviavrinrreennaens 1,092 1,022 ’ 70
Public health and welfare ...............ooiiiiiniaaenana, 7,175 6,705 470
Public edUCAtion . . . oottt e e 5,166 4,761 405 )
Conservation of natural TeSOUTCes. . . .o v vrvini i eairarrre- 369 335 34
Economic development and assistance ....... ... covveeiinant 350 346 4 £
TLANSPOTELON .+« ¢ v v e e e e e eeeeemene e ene et et e e 2,305 2,172 133 L
Capital OUEAY -« .. it 230 274 (44 L
Debt service:

Principal retirement .. ........ ... i 440 482 @2) o

Interest and fiscal charges ...........ooiinvnin e onn 449 409 40 Pt

Total EXpPendifiiFes . . ... vv ettt iie et $ 19,449 $ 18,247 $ 1,22 i i

Expenditures for public health and welfare increased by $470 million or 7.0 percent over the previous
fiscal year. Increases in financial support to the economically needy, aid to families with dependent children,
and medical assistance comprise the largest portion of the public health and welfare expenditure increase.

Expenditures for public education increased by $405 million or 8.5 percent over the previous fiscal
year. Areas of increase include aid to local school districts for basic instruction, vocational instruction,
debt service, pupil transportation, employe retirement including social security, and special education
programs.
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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 outstanding cannot exceed one and three quariers (1.75) times the average of the annual tax revenues
deposited in all funds during the previous five fiscal years. The certified constitutional debt limit at
August 31, 1989 was $22.2 billion. Outstanding capital project debt at August 31, 1989 amounted
to $4.0 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, and
water facilities restoration; and for special purposes approved by the General Assembly, such as disaster
relief. :

The total general obligation bond indebtedness outstanding at June 30, 1989 was $4,705 million.
Total debt service expenditures paid from General Fund and Motor License Fund appropriations during
the fiscal year ended June 30, 1989 amounted to $613.8 million.

During the fiscal year ending June 30, 1990 the Office of the Budget projects general obligation
bond issnances amounting to $428 million, a decrease of $76 million as compared to actual bond
issuances of $504 million, during the fiscal year ended June 30, 1989, This forecast reflects the need
to make investments in the Commonwealth’s capital infrastructure, particularly interstate highway
construction under the Federal Advance Construction Interstate Program, highway bridges, mass
transportation and water supply systems. Debt principal retirements of $412 million are forecast during
fiscal 1990. 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.

Ouistanding
At June 30 Bond Indebtedness
1983 $4,487
1984 4,484
1985 4,535
1986 4,529
1987 4,559
1988 4,699
1989 4,705

In December 1985, June 1986, and April 1987, the Commonwealth issued general obligation
refunding bonds totalling $224.1 million. The proceeds are being used to retire general obligation
debt incurred in 1980, 1981, 1982 and 1984 at higher interest rates. This will result in estimated savings
of $11.6 million over the life of the refunding bonds, or $9.1 million when discounted to present
value. In November 1988, the Commonwealth issued $127.6 million in general obligation bonds to
advance refund $146.2 million of outstanding General State Authority (GSA) bonds. The
Commonwealth advance refunded the GSA bonds to reduce its total debt service payments over the
next nine years by $3.6 million and to obtain an economic gain of $3.5 million.

In addition to general obligation bonds, the Commonwealth issues tax anticipation notes to meet
operating cash needs during certain months of the fiscal year. Tax anticipation notes may be issued
only for the General Fund and the Motor License Fund. They may not exceed 20 percent of the funds’
estimated revenues for the year, and must mature during the fiscal year in which they are issued.
Cash shortages occur during the fiscal year because tax receipts, unlike cash disbursements, are
concentrated in the fourth quarter of the fiscal year.

1)
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During the fiscal year ending June 30, 1990, General Fund revenues and budgeted expenditures, adjusted for estimated |
lapses and encumbrances, are expected to increase by 1 percent and 2 percent, respectively. As the result of tax changes Ls
and expenditure patterns that are likely to affect the cash receipts flow, the Commonwealth anticipates issuance of $850
million in General Fund tax anticipation notes during the current fiscal year. General Fund tax anticipation note or
commercial paper issuances (expressed in millions) during the five most recent fiscal years are shown below. Motor
License Fund tax anticipation notes were not issued for the periods shown and are not expected to be issued in the future.

[—)

Amount Issued j i

Fiscal Year For the Account as a Percent of -
Issue Ended of the General Fund
June 30 General Fund, Tax Revenues .‘
1986 $500 5% »
1987 490 5
1988 700 7
1989 699 7 |
1990 850 Estimated 7@ ”

@ Asa percent ‘of estimated revenues,
CASH MANAGEMENT

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

In addition, the Treasury Department is empowered to invest monies of the Commonwealth that
have accumulated beyond the ordinary needs of the various Commonwealth Funds. Temporary
investments held by the Treasury Department by type, average maturity in days and percent at June -
30, 1989 are depicted below. o b

Average *!r:'
Maturity i
Investment Type (days) Percent
Commercial Paper (Moody’s Prime One Rating or { i
BQuivalent) .......c.couirenieaninnnannnanenanns 24 45.5% L
United States Treasury and Agency Obligations ........ 204 25.2
Repurchase Agreements. ....... .. o, 13 24.9 (-
Certificates of Deposit................... P 241 7 P
Bankers’ Acceptances (Moody’s Aa Rating or ‘
Equivalenf}. .. ..... .ot 21 2
Medium-Term Corporate Notes ... ............. ... 262 5
Other ..o i e 180 3.0
0%

100.

Temporary investments held by the Treasury Department amounted to $4,898 million as of June
30, 1989. Temporary investments were made by specific funds. Interest on investments made by the
Treasury Department during the fiscal year amounted to $407 million at an average yield of 8.495 ’ j
percent. _ _ -

RISK. MANAGEMENT [Lﬁ

The Commonwealth maintains ongoing training and information programs to reduce risks associated
with employe injury and negligence, contract compliance, tort liabilities and property losses. As more i
fully described at Note O to the financial statements, the Commonwealth became self-insured for ~
employe disability and medical claims on July 1, 1983. The Commonwealth is also self-insured for
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tort liabilities, including automobile, employe and transportation-related claims. Financial resources
are accumulated to establish reserves to fund self-insured claims. Third-party coverage is obtained
for property losses in excess of one million dollars per occurrence, to a limit of one hundred million
dollars per occurrence. Coverage for property losses less than one million dollars or more than one
hundred million doliars is maintained through the Commonwealth’s self-insurance program.

CAPITAL PROJECTS FUNDS

Proceeds of general obligation bonds are generally accounted for in the capital projects funds.
Completed projects and construction in progress at the fiscal year end are accounted for as assets
and are capitalized in the General Fixed Assets Account Group. Projects completed during the fiscal
year totalled $93 million; construction in progress at June 30, 1989 amounted to $40 million. Authorized
but unissued general obligation bonds at June 30, 1989 totalled $9,635 million.

ENTERPRISE, FIDUCIARY AND COLLEGE AND UNIVERSITY FUNDS

All enterprise funds, except for the Pennsylvania Infrastructure Investment Authority
(PENNVEST), reported retained earnings for the fiscal year ended June 30, 1989. As more fully
described at Note C to the financial statements, PENNVEST reported a retained earnings deficit of
$1.8 million at June 30, 1989. The overall increase in retained earnings for enterprise funds ameunted
to $161.7 million.

Fiduciary type funds, including expendable trust funds and pension trust funds, reported fund
balances of $24,290 million at June 30, 1989, as compared to $21,387 million at June 30, 1988,

The total fund equity for the College and University Funds at June 30, 1989 was $390 million,
as compared to $334 million at June 30, 1988.

GENERAL FIXED ASSETS

General fixed assets of the Commonwealth are those used in the performance of general
governmental functions. The fixed assets of the proprietary and the fiduciary fund types and the College
and University Funds are not included in the General Fixed Assets Account Group, except for certain
real property of the SSHE. General fixed assets as of June 30, 1989 amounted to $2,833 million at
actual or estimated historical cost. 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 Independent Auditors’ Report submitied herewith, was
performed jointly by the Department of the Auditor General and the independent public accounting
firm of Peat Marwick Main & Co. 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 Departiment 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 make such audits of the affairs of the Department of the Auditor General.
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CERTIFICATE OF ACHIEVEMENT

The Government Finance Officers Association of the United States and Canada (GFOA) awarded
a Certificate of Achievement for Excellence in Financial Reporting to the Commonwealth of
Pennsylvania for its Comprehensive Annual Financial Report as of and for the fiscal years ended June
30, 1988, 1987 and 1986.

To merit a certificate of achievement, a government unit must publish an easily readable and
efficiently organized Comprehensive Annual Financial Report which conforms to GFOA standards
and satisfy both generally accepted accounting principles and applicable legal requirements. A certificate
of achievement is valid for a period of one year only.

We believe the Comprehensive Annual Financial Report of the Commonwealth of Penngylvania
as of and for the fiscal year ended June 30, 1989 conforms to the GFOA standards and we are submitting
it to the GFOA to determine its eligibility for a Certificate of Achievement for Excellence in Financial
Reporting.

OUTLOOK

The national economy appears to be entering a period of sub-par economic growth in the last
half of 1989, Slower growth of exports, reduced investment in business facilities and equipment and
slower growth in consumer spending, especially for durable goods such as automobiles and home
furnishings, are bringing economic growth in the second half of 1989 to a level below that of the
first half. Most economic forecasts project this period of slower economic activity to last for three
to four quarters but not to turn into a recession. A return to a stronger economy is expected to take
place. slowly through 1991.

Based on the above economic outlook and current revenue and expenditure forecasts, the
Commonwealth is projecting a $1.2 million General Fund budgetary balance (unappropriated surplus)
at the end of the 1989-90 fiscal year as follows (amounts in millions):

Fund balance, November 30, 1989 ...........civvernninn- $ 53
Net revenue adjustments . ............c.cooiivianienna. (52.6)
Estimated lapses at June 30, 1990 . ... ... ..... ... ...l 97.0
Potential supplemental appropriations ..................... (48.5)

Projected fund balance, June 30, 1990 .................. $ 1.2

The official budgetary revenue estimated for the 1989-90 fiscal year is $12,432.5 million.
Appropriations currently are $11,924.0 million. Potential additional 1989-90 appropriations for cost
of current programs are estimated to be $48.5 million, an amount that may be revised dunng the
development of the 1990-91 fiscal year budget.

ACKNOWLEDGEMENTS

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

citizens of the Commonwealth.
Sincerely,

Harvey C. Eckert
Deputy Secretary for Compirolier Operauons
Office of the Budget
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Main Capitol Building
D B

Pedicated on October ’
, 1906, by President '
" Theodore Roosevelt, ’
this richly ornamented
Capitol building was
designed by Joseph M.
Huston in the classic
style adapted from the &
architecture of the
Italian Renaissance. o
The five-story exterior | |
is of Vermont granite, ’
and the roof is of green -
glazed tile. The N
building measures 520 |
feet long and 254 feet (-
wide and covers two {
acres of ground. Within

its one-half mile -
circumference are more
than 600 rooms.
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MPeat Marwick

Certified Public Accountants

Office of the Auditor General
Harrisburg 17120 Peat Marwick Main & Co.
225 Market Street Suite 300
! P.0O. Box 1190

BARBARA HAFER

AUDITOR GENERAL Harrisburg, PA 17108-1180

Independent Auditors’ Report

The Honorable Robert P. Casey
Governor

Commonwealth of Pennsylvania
Harrisburg, Pennsylvania

We have jointly audited the general purpose financial statements of the Commonwealth of Pennsylvania as of and for
the fiscal year ended June 30, 1989, as listed in the accompanying table of contents. These general purpose financial
staterments are the responsibility of the Commonwealth’s management. Qur responsibility is to express an opinion on
these financial statements based on our audit. We did not jointly audit the financial statements of certain component
units, which represent 47, 50, 51 and 79 percent of total assets and 3, 75, 55 and 41 percent of total revenues, respectively,
of the Special Revenue, Debt Service, Capital Projects and Enterprise Fund Types, 90 percent of total assets of the
Trust and Agency Fund Type, all revenues of the Pension Trust Funds, and 17 percent of total liabilities of the General
Long-Term Obligations Account Group, and we did not jointly audit the financial statements of the State System of
Higher Education which represent the amounts shown as the College and University Funds. The financial statements
of these component units and the College and University Funds were audited by other auditors, including Peat Marwick
Main & Co. acting separately, whose reports thereon have been furnished to us and our opinion expressed herein,
insofar as it relates to the amounts included for those component units and the College and University Funds, is based
solely on the reports of the other auditors. Peat Marwick Main & Co. has audited separately 18 and 63 percent of
total assets and 12 and 63 percent of total revenues, respectively, of the Enterprise Funds and Pension Trust Funds
and the financial statements of the State System of Higher Education.

We conducted our audit in accordance with generally accepted auditing standards. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the general purpose financial statements are
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures
in the general purpose financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our
audit and the reports of other auditors provide a reasonable basis for our opinion.

In our opinion, based on our audit and the reports of other auditors, the general purpose financial statements referred
to above present fairly, in all material respects, the financial position of the Commonwealth of Pennsylvania at June
30, 1989, and the results of its operations and the changes in financial position of its Proprietary Fund Types and Pension
Trust Fund for the fiscal year then ended, in conformity with generally accepted accounting principles.

Our audit was made for the purpose of forming an epinion on the general purpose financial statements taken as a whole.
The combining financial statements and schedules listed in the accompanying table of contents are presented for purposes
o of additional analysis and are not a required part of the general purpose financial statements of the Commonweaith
’ of Pennsylvania. Such information has been subjected to the auditing procedures applied in the audit of the general
purpose financial statements and, in our opinion, and based upon the reports of other auditors, is fairly presented in
all material respects in relation to the general purpose financial statements taken as a whole.

We did not audit the data included in the intreductory and statistical sections of this report and, therefore, express no
opinion thereon.

Boelown % Pt Mok Haie+ (i

November 17, 1989



East Wing Addition
to the Main Capitol

e

esigned in the “post
modernist” style by
Celli-Flynn
Associates/H.F. Lenz
Co., the 950,000
square-foot addition
contains legislative
office space and
underground parking
for 840 cars.
Completed in 1986, it
complements the Italian
Renaissance style of the
Capitol and provides
the long-missing focal
point called for in
Brunner’s 1916 master
plan. The entrance
plaza evokes Bernini’s
colonnade semicircling
Vatican Square.
Dominating the
approach to the East
Wing Addition to the
Capito] at the
hypothetical intersection
of Commonwealth
Avenue and State
Street, the polished
black granite circular
fountain is
computerized to create
various floodlit water
displays including a
“dome of water.”
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COMBINED STATEMENT OF REVENUES, EXPENDITURES AND
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