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State of Delaware
Office of the Governor

Ruth Ann Minner

GOVEI’DOI‘

February 12, 2007

To the People of Delaware
and the Honorable Members of the
144™ General Assembly

| am pleased to present Delaware’s Comprehensive Annual Financial Report for
fiscal year 2006. In addition to providing sound information for investors,
policymakers and legislators, this all-inclusive financial report is designed to
encourage taxpayers to understand their state government’s financial activities.
Included in this report are the State’s Basic Financial Statements, prepared in
conformity with generally accepted accounting principles, or GAAP, and audited by
the independent firm of KPMG LLP.

As the report will demonstrate, Delaware’'s economic and fiscal conditions
remain sound. Delaware continues to operate using the same conservative financial
strategies and controls that have secured our success in the past. | am extremely
proud that Delaware remains one of only seven states that hold the nation’s highest
bond ratings: Aaa from Moody’s Investment Service; AAA from Fitch Ratings and
AAA from Standard & Poor’s. These ratings place Delaware among the most
creditworthy states in the nation.

I am also proud that we were successful in preserving jobs and tax revenues that
could have been lost when MBNA, Delaware’s largest private employer, was
acquired by the Bank of America. It was truly a team effort that resulted in the
modernization of Delaware’s bank franchise tax which is widely regarded as playing
a significant role in the Bank of America’s decision to remain chartered in Delaware.

Delaware is well positioned to face the challenges ahead, and | am confident that
Delaware will continue its long tradition of prudent and effective fiscal management.

Singerely,

homn

uth Ann Minner
Govemnor

Tatnall Building, Dover, Delaware 19901  (302) 744-4101 (302) 739-2775 fax
Carvel State Office Building, Wilmington, Delaware 19801 (302) 577-3210 (302) 577-3118 fax
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STATE OF DELAWARE
DEPARTMENT OF FINANCE
OFFICE OF THE SECRETARY

CARVEL STATE BUILDING HASLET ARMORY
820 N. FRENCH ST., 8TH FLR. 122 WILLIAM PENN STREET
WILMINGTON, DELAWARE 19801 DOVER, DELAWARE 19901
TELEPHONE: (302) 577 - 8979 TELEPHONE: (302) 744 - 1100
Fax: (302) 577 - 8982 Fax: (302) 739 - 1139

February 12, 2007

The Honorable Ruth Ann Minner, Governor,
Members of the Legislature,
Investors and Citizens of Delaware

It is my pleasure to present the 2006 Comprehensive Annual Financial Report
(CAFR) for the State of Delaware. The report for the fiscal year ended June 30, 2006
has been prepared in accordance with generally accepted accounting principles
(GAAP) applicable to state and local governments, as prescribed by the
Governmental Accounting Standards Board (GASB). The State voluntarily follows
the recommendations of the Government Finance Officers Association of the United
States and Canada (GFOA) for the contents of government financial reports and
participates in the GFOA’s review program for the Certificate of Achievement for
Excellence in Financial Reporting.

The Department of Finance is responsible for accuracy of the data, as well as
the completeness and fairness of the report’s presentation, including all disclosures.
To the best of our knowledge and belief, the enclosed data is accurate in all material
respects and is presented in a manner that fairly reports the State’s financial position,
results of operations, and changes in net assets/fund balances. All disclosures
necessary to enable the Governor, members of the General Assembly, the public
and the financial community to fully understand the State's financial activities are
included.

The CAFR is presented in three major sections: introductory, financial and
statistical.

e The introductory section includes this letter, a list of key State officials, the
State's organizational chart and the Certificate of Achievement for Excellence
in Financial Reporting for the June 30, 2005 CAFR.

 The financial section includes the independent auditor's report on the Basic
Financial Statements; Management’s Discussion and Analysis (MD&A); Basic



Financial Statements (both Government-Wide and Fund Financial Statements
and notes) and other Required Supplementary Information.

» The statistical section includes selected financial, economic and demographic
information, presented on a multi-year basis. The statistical section
incorporates certain information mandated by the Governmental Accounting
Standards Board (GASB) Statement No. 44, “Economic Condition Reporting:
The Statistical Section.”

GASB Statement No. 34 requires that management provide a narrative
introduction, overview and analysis to accompany the Basic Financial Statements in
the form of the MD&A. This letter of transmittal is intended to complement the MD&A
and should be read in conjunction with it. The MD&A can be found immediately
following the Independent Auditors’ Report.

PROFILE OF THE GOVERNMENT

Delaware is located on the eastern seaboard of the United States and is
bordered by the Atlantic Ocean, the Delaware Bay and the states of New Jersey,
Pennsylvania and Maryland. The State is 96 miles long and has a land area of 1,955
square miles. Over 843,000 people reside here. As the first state to ratify the United
States Constitution on December 7, 1787, Delaware is known as “The First State.”
The structure of Delaware’s government, which is similar to other states, consists of
three branches that operate through a system of checks and balances. The
executive branch is comprised of the Governor, Lt. Governor, State Treasurer, State
Auditor, Attorney General and Insurance Commissioner. The legislative branch is
bicameral and consists of a 21-member Senate and a 41-member House of
Representatives. The judicial branch includes the Supreme Court, Superior Court,
Court of Chancery, and other courts.

The State of Delaware reporting entity reflected in the CAFR, which is described
more fully in Note 1 to the basic financial statements, conforms to the requirements
of GASB Statement No. 14, “The Financial Reporting Entity.” Further, Statement
Number 14 provides that the financial statements should emphasize the primary
government and permit financial statement users to distinguish between the primary
government and its component units. Consequently, the transmittal letter, MD&A,
and the financial statements focus on the primary government and its activities.
Although information pertaining to the discretely presented component units is
provided, their separately issued financial statements should be read to obtain a
complete overview of their financial position.

The State budgets and controls its financial activities on the cash basis of
accounting during its fiscal year. In compliance with State law, the State records its
financial transactions in either of two major categories — the budgetary General Fund
or budgetary Special Funds. References to these funds in this document include the
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terms "budgetary" or "budgetary basis" to differentiate them from the GAAP funds of
the same name which encompass different funding categories. Because GAAP fund
definitions for accounting purposes differ from those of the budgetary basis General
and Special Funds, the GAAP funds are fully explained in Note 1 to the basic
financial statements.

The budgetary General Fund provides for the cost of the State's general
operations and is credited with all tax and other revenue of the State not dedicated to
budgetary Special Funds. All disbursements from the budgetary General Fund must
be authorized by appropriations of the General Assembly.

Budgetary Special Funds are designated for specific purposes. The appropriate
budgetary Special Fund is credited with tax or other revenue allocated to such fund
and is charged with the related disbursements. Examples of specific uses of
budgetary Special Funds include the Transportation Trust Fund, which collects some
of its revenue through motor fuel taxes and tolls. Federal payments, unemployment
compensation and local school funds are examples of non-appropriated Special
Funds. Some Special Funds, such as the Delaware State Housing Authority and the
State Pension Office, contain both appropriated funds for operations and non-
appropriated funds for specific programs, such as public housing and pension
benefits.

Federal funds, which are credited to budgetary Special Funds, are not
appropriated, but are subject to the review and approval of the State Office of
Management and Budget and the Delaware State Clearinghouse Committee for
Federal Aid Coordination. The Committee is comprised of 10 members, including
the Secretary of Finance, Director of the Office of Management and Budget, Director
of the Delaware Economic Development Office, the Controller General, and six
legislators.

Budgetary Control and Financial Management Systems

Disbursements are controlled by an encumbrance accounting system designed
to provide information on the actual extent of the State's obligations and guard
against over-committing available funds. Appropriations are reduced immediately
when purchase orders are issued for goods and services. The total amount of
budgetary General Fund cash disbursements, plus unliquidated encumbrances,
cannot exceed the amount appropriated by the General Assembly for any specific
budgetary line items by department. Internal controls prevent State organizations
from spending beyond budgetary limits (See Note 1 to the Financial Statements for
more details).

Although the majority of the State's financial transactions are processed through

the State’s primary accounting system, certain Special Funds have financial activity
external to that system, such as the Transportation Trust Fund, the Delaware State
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Housing Authority and Delaware State University. This activity is governed in strict
adherence to legislative regulations and guidelines established by their boards. In
addition, these entities are audited annually and produce published financial reports.

Budget Process

Each fall, State organizations submit requests for operating and capital funds for
the next fiscal year to the Office of Management and Budget and public hearings are
held to review the requests. The Governor's proposed operating and capital budgets
for the General Fund and Special Funds, including the Transportation Trust Fund,
are then drafted and presented by the Governor to the General Assembly in January.
The General Assembly's Joint Finance and Bond Bill Committees hold hearings and
mark up the Governor's proposed operating and capital budgets. As amended, the
budgets are expected to be enacted on July 1.

Appropriation Limit

The State Constitution limits annual appropriations by majority vote of both
houses of the General Assembly to 98% of estimated budgetary General Fund
revenue plus the unencumbered budgetary General Fund balance from the previous
fiscal year. An exception to this limit may be made in the event of a declared
emergency, with the approval of a three-fifths vote of the members of each house of
the General Assembly. No appropriation may be made which exceeds 100% of
estimated budgetary General Fund revenue plus the unencumbered General Fund
balance from the previous fiscal year.

Tax Limitations

The State Constitution was amended in May 1980 to limit tax and license fee
increases or the imposition of any new taxes or fees to a three-fifths vote of each
house of the General Assembly, rather than by a simple majority vote. An exception
exists for tax increases to meet debt service on outstanding obligations of the State
for which insufficient revenue is available when such debt service is due.

Revenue and Expenditure Forecasting

The Delaware Economic and Financial Advisory Council (DEFAC), an entity
created by executive order in 1977, is required to submit revenue forecasts for the
budgetary General Fund and Transportation Trust Fund to the Governor and the
General Assembly. An integral part of the State’s budget process, the committee is
comprised of 31 members, appointed by the Governor, from the executive and
legislative branches of State government and the private sector.

DEFAC prepares revenue estimates six times each fiscal year in September,
December, March, April, May and June for the current fiscal year and the succeeding
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two fiscal years. A revenue forecast for the current fiscal year and the succeeding
four fiscal years is generated once each year, generally in September. Budgetary
General Fund and Transportation Trust Fund expenditure forecasts are generated for
the current fiscal year in December, March, April, May and June.

The revenue and expenditure forecasts are used in the State budget process to
ensure State compliance with constitutional limits on spending and statutory debt
limitations. In addition, DEFAC advises the Governor and General Assembly on
economic conditions in the State and advises the Governor and the Secretary of
Finance on tax policy. DEFAC meetings are open to the public and provide a
general forum for members of the public and private sectors to exchange views on
matters of economic and fiscal concern for the State.

Strong Financial Management

Delaware’s tradition of sound financial management continues to be recognized
by a premier credit rating from all three principal rating agencies: Aaa from Moody’s
Investor's Service, AAA from Fitch Ratings and AAA from Standard & Poor's. The
ratings reflect Delaware's many strengths represented by practices that have
become institutionalized within the State:

= expenditure budgeting of 98% of available general fund revenue

* general fund revenue forecasts that are frequent, objective and often
conservative

= three-part debt affordability test that limits debt issuance to 5% of general
fund revenue

= consistent satisfaction of Delaware's budget reserve requirement -
Delaware’s rainy day fund has never fallen below its mandated 5% of general
fund revenue

= full funding of its pension plan

These ratings were reaffirmed in market transactions occurring in September 2005
and August 2006.

ECONOMIC CONDITIONS AND OUTLOOK

In recent years, Delaware’s economic performance has largely exceeded
national trends. Delaware participated fully in the economic expansion of the late
1990's and followed the nation through the economic downturn that followed.
Throughout the recent business cycle, Delaware consistently posted lower
unemployment rates than the United States and its labor markets outpaced national
growth rates in employment for three consecutive years. Delaware’s population, the
increase in which also outpaced the nation, reflects the State’'s healthy employment



trends. Employment growth is expected to continue to match or exceed national
growth rates for the foreseeable future.

Over the past twenty years, Delaware’'s employment has shifted from a
manufacturing base to a service orientation with gains experienced in several of the
service industries, including Professional and Business Services, Education and
Health Services. The shift reflects deliberate policies designed to create a business
climate attractive to banking and related business and financial services. These
efforts were never more apparent than this year. When faced with the challenge of
losing its largest private employer due to the acquisition of MBNA by Bank of
America, Delaware modernized its bank franchise tax. This quick action by the
State’s leadership minimized job and revenue loss and is widely regarded as playing
a significant part in Bank of America’s decision to remain chartered in Delaware.

The greatest challenges facing the State over the next few years will be
transportation funding and management of its retiree health care obligations, the
liability for which becomes clear under GASB Statement No. 45, “Accounting and
Reporting for Other Post-Employment Benefits (OPEB)."” Delaware has been a
leader in recognizing the OPEB issue — one that affects all state and local
governments — by acting first to begin the process of informing and educating State
leaders so that we could move toward a resolution. In fiscal 2007, ad hoc funding is
being replaced with a partial but permanent funding mechanism based on a
percentage of payroll and modeled after the successful strategy used to fund the
State’s pension plan. However, this challenge will require that Delaware continue to
look for alternate solutions to manage the cost of retiree health care for the long-
term.

Like other areas of the country with economies under expansion, Delaware's
growth has resulted in development that has outpaced its transportation
infrastructure. The State will approach this fiscal challenge as any other. Investment
in Delaware’s transportation system will be evaluated within a stringent institutional
framework and, ultimately, based on need and affordability.

Despite these challenges, Delaware's foundation for the future remains solid.
The State’s success in diversifying its economy, its timely response to challenges, its
strong income and employment rates and its business friendly legal system well
position Delaware to face today’s challenges as well as those of tomorrow.

INDEPENDENT AUDIT

The accounting firm of KPMG LLP has audited the accompanying Basic
Financial Statements for the State of Delaware as of, and for the year ended, June
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30, 2006. The Auditor's report on the financial statements is included in the financial
section of this report.

The State Auditor of Accounts performs periodic financial and compliance audits
of the various State departments, agencies and institutions of higher education and
has primary responsibility for conducting audits under the federal Single Audit Act of
1984 which was amended by Single Audit Act of 1996. Results of these audits may
be found in separately issued audit reports and may be obtained by contacting the
Office of Auditor of Accounts, the Townsend Building, Suite #1, 401 Federal Street,
Dover, DE 19901.

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 State of Delaware for its comprehensive annual financial report for the fiscal
year ended June 30, 2005. This is the 11" consecutive year the State has received
this prestigious award. To be awarded a Certificate of Achievement, a government
must publish an easily readable and efficiently organized comprehensive annual
financial report, whose contents conform to program standards. Such a report must
satisfy both generally accepted accounting principles and applicable legal
requirements.

A Certificate of Achievement is valid for a period of one year. We believe our
current report continues to meet the Certificate of Achievement program
requirements, and we are submitting it to the GFOA to determine its eligibility for
another certificate.

ACKNOWLEDGEMENTS

The preparation of this Comprehensive Annual Financial Report was made
possible by the support of all State organizations and component units that supplied
data. [ wish to express my special appreciation to my staff, especially the Division of
Accounting as well as all the other individuals and organizations that assisted in the
preparation of this report. This report is also available on the Internet at:
http:/lwww.state.de.us/finance/publications/Financial_Reports.shtml.

Sincerely,

Secretary of Finance
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KPMIG LLP

Independent Auditors’ Report

The Honorable Governor and
Honorable Members of the State Legislature
State of Delaware:

We have 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 State of Delaware (State) as of and for the year ended June 30, 2006,
which collectively comprise the State’s basic financial statements as listed in the table of contents.
These financial statements are the responsibility of the State’s management. Our responsibility is to
express opinions on these financial statements based on our audit. We did not audit the financial
statements of the discretely presented component units. The financial statements of these entities were
audited by other auditors whose reports thereon have been furnished to us, and our opinion on the basic
financial statements, insofar as it relates to the amounts included for these entities, is based solely on
the reports of the other auditors.

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

In our opinion, based on our audit and the reports of the 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 State of Delaware as of
June 30, 2006, and the respective changes in financial position and cash flows, where applicable,
thereof for the year then ended in conformity with accounting principles generally accepted in the
United States of America.



The management’s discussion and analysis on pages 4 through 21, the budgetary comparison schedules
for the general fund and special fund on pages 108 through 113, the information about infrastructure
assets reported using the modified approach on pages 114 and 115, and the schedules of required
supplementary pension data on pages 116 through 118 are not a required part of the basic financial
statements but are supplementary information required by accounting principles generally accepted in
the United States of America. We have applied certain limited procedures, which consisted principally
of inquiries of management regarding the methods of measurement and presentation of the required
supplementary information. However, we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the State’s basic financial statements. The supplementary financial information,
introductory and statistical sections as listed in the table of contents are presented for purposes of
additional analysis and are not a required part of the basic financial statements. The supplementary
combining statements have been subjected to the auditing procedures applied in the audit of the basic
financial statements and, in our opinion, in conjunction with other auditors, are fairly stated in all
material respects in relation to the basic financial statements taken as a whole. The introductory and
statistical section have not been subjected to the auditing procedures applied in the audit of the basic
financial statements and, accordingly, we express no opinion on them.

February 12, 2007



Management’s Discussion and Analysis

The following is a discussion and analysis of the State of Delaware’s financial
activities for the fiscal year ended June 30, 2006. Readers are encouraged to
consider the information presented here in conjunction with additional information
that is furnished in the letter of transmittal, which can be found on pages i-vii of this
report.

These financial statements have been prepared using the financial accounting
model adopted by the Governmental Accounting Standards Board (GASB).

Financial Highlights

e The assets of the State exceeded its liabilities at the close of the most recent
fiscal year by $5.6 billion (net assets). Component units reported net assets of
$649.1 million, an increase of $55.2 million from the previous year.

e As a result of its operations, the primary government’s total net assets
increased by $309.7 million (5.9%) in fiscal year 2006. Net assets of
governmental activities increased by $204.7 million (8.9%) from the previous
year, while net assets of the business-type activities increased $105.0 million
(3.6%) from the previous year.

e The State’s governmental funds reported combined ending fund balances of
$1,374.7 million, a decrease of $69.5 million (4.8%) in comparison with the prior
year. This decrease resulted primarily from capital projects fund expenditures
prior to the issuance of bonds.

e At the end of the current fiscal year, unreserved fund balance for the general
fund was $1,039.4 million, which was 27.8% of total general fund expenditures.
Some of the unreserved fund balance is not available for new spending as such
funds have been committed based on State statutes that can only be amended
by legislation.

e The State’s total general obligation debt increased $18.2 million (1.8%), during
fiscal year 2006 to $1,045.2 million. Of the State’s outstanding debt, $401.8
million (38.4%) has been issued on behalf of local school districts, which are
supported by the property tax revenues of those districts.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the State’s
basic financial statements. The State’s basic financial statements are comprised of
three components: 1) government-wide financial statements, 2) fund financial
statements, and 3) notes to the financial statements. This report also contains
other required supplementary information, in addition to the basic financial
statements.



Government-wide financial statements The government-wide financial
statements are designed to provide readers with a broad overview of the State of
Delaware’s finances, in a manner similar to a private sector business.

The statement of net assets presents information on all of the State of Delaware’s
assets and liabilities, with the difference between the two reported as net assets.
Over time, increases or decreases in net assets may serve as a useful indicator of
whether the financial position of the State of Delaware is improving or
deteriorating.

The statement of activities presents information showing how the State’s net
assets changed during the most recent fiscal year. All changes in net assets are
reported as soon as the underlying event that created the change occurs,
regardless of the timing of related cash flows. As a result, revenues and expenses
are reported in this statement for some items that will only result in cash flows in
future fiscal periods (e.g., uncollected taxes and earned but unused vacation
leave).

Both of the government-wide financial statements distinguish functions of the State
that are principally supported by taxes and intergovernmental revenues
(governmental activities) from other functions that are intended to recover all or a
significant portion of their costs through user fees and charges (business-type
activities). The governmental activities of the State include general government,
health and children’s services, judicial and public safety, natural resources and
environmental control, labor and education. The business-type activities of the
State include transportation, lottery and unemployment services.

The government-wide financial statements include not only the State (known as
the primary government), but also legally separate entities for which the State of
Delaware is financially accountable. These entities include the Delaware State
Housing Authority, the Diamond State Port Corporation, the Riverfront
Development Corporation, the Delaware State University, the Delaware Technical
and Community College Educational Foundation and 17 charter schools. Financial
information for these component units is reported separately from the financial
information presented for the primary government. The government-wide financial
statements can be found on pages 22-23 of this report.

Fund financial statements A fund is a grouping of related accounts that is used
to maintain control over resources that have been segregated for specific activities
or objectives. The State, like other state and local governments, uses fund
accounting to ensure and demonstrate compliance with finance-related legal
requirements. All of the funds of the State of Delaware can be divided into three
categories: governmental funds, proprietary funds, and fiduciary funds.



Governmental funds Governmental funds are used to account for essentially the
same functions reported as governmental activities in the government-wide
financial statements. However, the governmental fund financial statements focus
on near-term inflows and outflows of available resources, as well as on balances of
available resources on hand at the end of the fiscal year. Such information may be
useful in evaluating a government’s near-term financing requirements.

Because the focus of governmental funds is narrower than that of the government-
wide financial statements, it is useful to compare the information presented for
government funds with similar information presented for governmental activities in
the government-wide financial statements. By doing so, readers may better
understand the long-term impact of the government’s near-term financial decisions.
Both the governmental funds balance sheet and the governmental funds statement
of revenues, expenditures, and changes in fund balance provide a reconciliation to
facilitate this comparison between governmental funds and governmental activities.

The State maintains four individual governmental funds: the general fund, the
capital projects fund, the federal fund and the local school district fund. Information
is presented separately in the governmental funds balance sheet and in the
governmental funds statement of revenues, expenditures, and changes in fund
balance for these funds.

The State budgets and controls its financial activities on the cash basis of
accounting. In compliance with State law, the State records its financial
transactions in either of two major categories — the General Fund or the Special
Fund. References to these funds in this report include the terms “budgetary” or
“budgetary basis” to differentiate them from the GAAP funds of the same name
which encompass different funding categories. The State of Delaware adopts an
annual appropriated budget for its budgetary general fund. A budgetary
comparison statement has been provided for the budgetary general fund to
demonstrate compliance with the budget. The statement can be found on page
110 of this report.

The basic governmental funds financial statements can be found on pages 24-27
of this report.

Proprietary funds The State maintains one type of proprietary fund. Enterprise
funds are used to report the same functions presented as business-type activities
in the government-wide financial statements. The State uses enterprise funds to
account for operations of the Delaware State Lottery (Lottery), Unemployment
Insurance Trust Fund and the Delaware Department of Transportation (DelDOT).

Proprietary funds provide the same type of information as the government-wide
financial statements, but in more detail. The proprietary fund financial statements
provide separate information for the Lottery, Unemployment Insurance Trust Fund
and the DelDOT, all of which are considered to be major funds of the State.



The basic proprietary fund financial statements can be found on pages 28-30 of
this report.

Fiduciary funds Fiduciary funds are used to account for resources held for the
benefit of parties outside the government. Fiduciary funds are not reflected in the
government-wide financial statements because the resources of those funds are
not available to support the State’'s own programs. The pension trust funds are the
primary fiduciary funds for the State. The accounting used for fiduciary funds is
much like that used for proprietary funds.

The basic fiduciary fund financial statements can be found on pages 31-32 of this
report. Combining fiduciary fund statements can be found on pages 120-123.

Notes to the financial statements The notes provide additional information that is
essential to a full understanding of the data provided in the government-wide and
fund financial statements. The notes to the financial statements can be found on
pages 36-106 of this report.

Other information In addition to the basic financial statements and accompanying
notes, this report presents certain Required Supplementary Information (RSI)
concerning the status of the State’s legally adopted budget, the maintenance of the
State’s infrastructure and additional schedules related to funding status and
progress, annual pension costs and actuarial methods and assumptions for the
State’s pension trusts. The RSI can be found on pages 108-118 of this report.

Statewide Financial Analysis

As noted earlier, net assets may serve over time as a useful indicator of a
government’'s financial position. In the case of the State of Delaware, assets
exceeded liabilities for the primary government by $5.6 billion at the close of the
most recent fiscal year.

The largest portion of the State’s net assets (69.4%) reflects its investment in
capital assets (e.g., land, buildings, vehicles, and equipment) less any related
outstanding debt used to acquire those assets. The State uses these capital assets
to provide services to citizens; consequently, these assets are not available for
future spending. Although the State’s investment in capital assets is reported net of
related debt, it should be noted that the resources needed to repay this debt must
be provided from other sources, since the capital assets themselves cannot be
used to liquidate these liabilities. Restricted net assets, comprising 9.6% of total
net assets, represents resources that are subject to external restrictions,
constitutional provisions, or enabling legislation on how they can be used. The
remaining portion, unrestricted net assets (21.0%), may be used at the State’s
discretion; however, some of these funds have been appropriated based on State
statutes.



Condensed Financial Information - Primary Government
As of June 30

(Expressed in Thousands)

Governmental Activities Business-type Activities Total
2006 2005 2006 2005 * 2006 2005
Current and other non-
current assets $ 2207560 $ 2,057,359 $ 588064 $ 545236 $ 2,795,624 $ 2,602,595
Capital assets 2,338,705 2,061,595 3,595,099 3,492,348 5,933,804 5,553,943
Total assets 4,546,265 4,118,954 4,183,163 4,037,584 8,729,428 8,156,538
Long-term liabilities
outstanding 1,285,739 1,262,497 952,540 861,167 2,238,279 2,123,664
Other liabilities 751,988 552,595 178,198 229,004 930,186 781,599
Total liabilities 2,037,727 1,815,092 1,130,738 1,090,171 3,168,465 2,905,263
Net assets:
Invested in capital assets,
net of related debt 1,244,073 983,693 2,616,971 2,530,196 3,861,044 3,513,889
Restricted 175,365 161,050 358,547 341,908 533,912 502,958
Unrestricted 1,089,100 1,159,119 76,907 75,309 1,166,007 1,234,428

Total net assets $ 2508538 $ 2303862 $ 3052425 $ 2,947,413 $ 5560963 $ 5,251,275

* Restated Department of Transportation

The capital assets of the Governmental Activities increased $277.1 million (13.4%) since
June 30, 2005. Primary increases are a result of significant renovations to, and
expansions of, existing school buildings across all counties to accommodate the rise in
student population. Construction costs continue to increase consistent with national
trends for higher costs for construction supplies, such as steel and lumber.

During Fiscal Year 2006, the State began entering into securities lending transactions as
an opportunity to earn additional investment income, which is the primary reason for the
increase in current and other non-current assets