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STATE OF DELAWARE
OFFICE OF THE GOVERNOR
TATNALL BUILDING, SECOND FLOOR

JACK A, MARKELI WiLLIAM PENN STREET, DOVER, DE 19901 Priox: 302-744-4101
GOVERNOR Fax: 302-739-2775

To the People of Delaware
and the Honorable Members of the
147™ General Assembly:

I am pleased to present the State of Delaware’s Comprehensive Annual Financial Report (CAFR)
for the fiscal year ended June 30, 2013. The CAFR includes the State’s Basic Financial Statements,
prepated in conformity with generally accepted accounting principles and audited by the
independent firm of KPMG LLP. This all-inclusive financial report is prepared by the Department
of Finance and is designed to assess the financial health of the State to support the information
needs of investors, policymakers, legislators and taxpayers alike.

My administration continues to wotk towards expanding economic opportunities for Delawareans
during this challenging economic recovery, and we have reason to be optimistic about our future.
Those reasons include decisions to expand and invest in Delaware by Grayling Industries and 11.C
Dover, GE Aviation, Harim 'Industries and the many other businesses. Our fiscal success has
repeatedly been reinforced by the reaffirmation of the State’s triple-A credit rating by Moody’s
Investor Service, Fitch Ratings and Standard & Poot’s, most recently in February 2013.

The financial statements and disclosutes that follow detail a well-funded pension plan, a healthy
budget reserve and consistently strong fiscal management practices, evidence that Delaware is well
positioned for decades of economic growth. Prudent and proactive financial management keeps
Delaware moving forward.

Sincerely,
-

Jack A. Markell
Governor
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STATE OF DELAWARE
DEPARTMENT OF FINANCE
OFFICE OF THE SECRETARY

Taomas J. COOK February6, 2014

SECRETARY OF FINANCE

To the Citizens, Governor, and
Members of the Legislature of the
State of Delaware:

Itis my pleasure to present the Comprehensive Annual Financial Report (CAFR) for the State of
Delaware (the State) for the fiscal year ended June 30, 2013. This report has been prepared in
accordance with U.S. generally accepted accounting principles (GAAP) applicable to state and local
governments, as prescribed by the Governmental Accounting Standards Board (GASB). The State
continues to follow the recommendations of the Government Finance Officers Association of the
United States and Canada (GFOA) for the form and content of government financial reports and
participates in the GFOA's program for the Certificate of Achievement for Excellence in Financial
Reporting.

Responsibility for both the accuracy of the data, as well as the completeness and fairness of the
CAFR's presentation, rests with the Department of Finance. To the best of our knowledge and belief,
the information presented is accurate in all material respects and fairly sets forth the State's financial
position and results of operations in accordance with GAAP and based upon the internal control
structure established by management. All disclosures necessary to enable the reader to gain an
understanding of the State's financial activities are included.

The report is presented in these sections: introductory, financial, and statistical. The introductory
section includes this transmittal letter, a list of selected State officials, the State’s organizational chart,
and the GFOA Certificate of Achievement. The financial section includes the independent auditors’
report, management’s discussion and analysis (MD&A), basic financial statements, notes to the basic
financial statements, and required supplementary information. The statistical section includes selected
financial, demographic, and economic information.

GASB Statement No. 34, Basic Financial Statements and Management's Discussion and
Analysis for State and Local Governments, requires that management provide a narrative introduction,
overview, and analysis to accompany the basic financial statements in the form of an MD&A. This
letter of transmittal is designed to complement the MD&A and should be read in conjunction with it.
The State’s MD&A can be found immediately following the report from the independent auditors.

PROFILE OF THE GOVERNMENT

The State 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. In 2013, it is estimated that over 917,000 people
reside here. As the first state to ratify the United States Constitution on December 7, 1787, The State of
Delaware is known as "The First State." The structure of the State’s government, which is similar to

CARVEL STATE OFFICE BUILDING, 820 N. FRENCH ST., 8" FLOOR, WILMINGTON, DELAWARE 19801
TELEPHONE: (302) 577-8979 « Fax: (302) 577-8982


robert.cjohnson
Typewritten Text

robert.cjohnson
Typewritten Text

robert.cjohnson
Typewritten Text
February 6, 2014

robert.cjohnson
Typewritten Text

robert.cjohnson
Typewritten Text

robert.cjohnson
Typewritten Text

robert.cjohnson
Typewritten Text

robert.cjohnson
Typewritten Text

robert.cjohnson
Typewritten Text

robert.cjohnson
Sticky Note
Marked set by robert.cjohnson

robert.cjohnson
Typewritten Text


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’s reporting entity reflected in the CAFR, which is described in more detail in Note 1
to the basic financial statements, conforms to the requirements of GASB Statement No. 61, The
Financial Reporting Entity: Omnibus and amendment of GASB Statements No. 14 and No. 34. The
objective of this Statement is to improve financial reporting for a governmental financial reporting
entity and to better meet user needs and to address reporting entity issues that have arisen since the
issuance of Statements No. 14 and No. 34. 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
include the terms "budgetary" or "budgetary basis" to differentiate them from the GAAP funds of the
same name which encompass different funding categories. GAAP fund definitions for accounting
purposes differ from those of the budgetary basis general and special funds and are 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 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 nonappropriated 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
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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 Notes to Required Supplementary Information 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 Housing Authority and Delaware State University.
This activity is governed in 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. The committee is comprised of 32
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 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. In addition, budgetary general fund and transportation trust fund expenditure forecasts are
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generated for the current fiscal year in September, 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.

ECONOMIC CONDITION AND OUTLOOK

During the most recent two business cycles, Delaware’s economic performance has largely
mirrored national trends in terms of employment and income growth. While Delaware’s ties to the
national economy are unmistakable, Delaware, until recently, consistently posted lower
unemployment rates than the United States. More recently, Delaware has experienced an
unemployment rate that matches the national average.

The State’s recent performance is due, in part, to the changing composition of its economic base.
With a heavy concentration in financial services, the State’s economy could not avoid the effects of
recent industry turmoil. Despite this uncertainty, the State’s major employers, Bank of America, JP
Morgan Chase, Barclays Bank and now Capital One, continue to maintain a major presence in the State
and demonstrate the State’s importance as a financial center. Capital One, which purchased the popular
on-line bank, ING Direct, in February 2013 began filling 170 positions making good on its promise to
add approximately 500 jobs in the State by the end of 2013. JP Morgan Chase purchased a former
MBNA site to house 800 new marketing, technology and information security jobs, part of its
commitment to add 1,200 Delaware employees. The State’s long-established manufacturing sectors,
oil-refining and fibers, have also suffered as a result of the worst economic downturn since World War
I. In response to these setbacks, however, the State has made important strides to reinvigorate and
modernize its manufacturing base. PBF Energy continues to operate, the former Valero refinery in
Delaware City, Delaware. Bloom Energy began producing solid oxide fuel cells, “Bloom Boxes” on
a new manufacturing facility on the site of the State’s former Chrysler assembly plant. In addition to its
commitment to Delmarva Power, Bloom has received orders from JP Morgan Chase and Macy’s in
Cheshire, Connecticut and counts Walmart, Google, eBay, FedEx, Staples, Coke and Bank of America
as its customers.  Allen Harim Foods, a poultry processor and breeder, has announced a $100 million
investment in a former pickling plant in Millsboro, Delaware and committed to creating 700 new jobs.
Engineering development and manufacturing firm, ILC Dover, transferred 115 new jobs to Delaware
from Mexico by moving the manufacturing operations of its recently acquired subsidiary, Grayling
Industries, to a new plant in Sussex County.

Since the adoption of the Financial Center Development Act in 1981, diversifying the State’s
economy has consistently ranked among State policymakers’ highest priorities. The State’s economic
development efforts have followed a two-pronged approach. Broadly speaking, the State has
continually improved its business climate using a combination of (i) prudent fiscal management,
including judicious tax policy, and (ii) strategic investments in public education and infrastructure.
When faced with specific challenges, alert and supportive policymakers have teamed with the business
community to develop effective policy responses to a changing economic landscape. One such result
is a proposed state-of-the-art data center. West Chester, Pa.-based The Data Centers LLC proposes to
build a 288,000-square-foot self-powered data center on a portion of the campus that once housed the
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Chrysler Newark Assembly Plant. The site would employ 290 full time employees and attract
additional economic development opportunities. In March 2010, the U.S. Department of Education
announced that the State was one of only two recipients to be awarded “Race to the Top” federal
funding. Race to the Top is a federal education program that is funded under the American Recovery
and Reinvestment Act to reward states for aggressively reforming their education systems. The State
will receive over $100 million in Race to the Top funding to be paid out over a four year period. As of
October 2013, $80.0 million has been drawn from the grant which began in June 2010.

To enhance its position in an increasingly competitive gaming market and to increase
employment across the State, Delaware has diversified its gaming portfolio. In May 2009, Governor
Jack Markell signed a sports betting bill that reactivated a sports lottery in the State of Delaware; in
June 2012, Governor Markell signed a bill that expanded sports betting beyond the State’s three
racinos into various retail establishments and allows Keno at multiple retail venues. The same bill
allows the introduction of internet gaming both in and out of the racinos, which is expected to be
introduced in fiscal 2014. In fiscal 2013, table games, sports betting and Keno accounted for $93.5
million in revenue.

The State continues to pursue high technology industries, including life sciences research and
development, pharmaceuticals, agricultural biotechnology, human biotechnology, information
technology and, more recently, alternative energy and other green industries. The State has made a
significant investment to establish the Delaware Biotechnology Institute, a partnership involving State
government, the State’s higher education institutions and the private sector. The Institute is designed to
expand the State’s scientific base and create opportunities for the development of new technologies in
the emerging life sciences field.

The State’s business-friendly legal system continues to attract new incorporations. In recent years,
more than 70% of new U.S. initial public offerings (“IPO”) have chosen the State of Delaware as their
legal domicile. Even though IPO activity has suffered from economic and other factors, the State has
continued to register a record number of business formations in the form of LLCs and LPs.

INDEPENDENT AUDIT

The accounting firm of KPMG LLP has audited the State’s basic financial statements for the fiscal
year ended June 30, 2013. Based upon that audit, the independent auditor has issued an unmodified
opinion that the State of Delaware’s basic financial statements are fairly presented in conformity with
GAAP. Their report on the basic financial statements has been included in the financial section of this
CAFR.

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, Townsend Building, Suite 1, 401 Federal Street, Dover,
Delaware 19901.

CERTIFICATE OF ACHIEVEMENT

The Government Finance Officers Association of the United States and Canada (GFOA) awarded
the Certificate of Achievement for Excellence in Financial Reporting to the State of Delaware for its
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CAFR for the fiscal year ended June 30, 2012. The Certificate of Achievement is a prestigious national
award that recognizes conformance with the highest standards for preparation of state and local
government financial reports. In order to be awarded a Certificate of Achievement, a government unit
must publish a timely, easily readable, and efficiently organized comprehensive annual financial report
that conforms to program standards. The report must comply with both generally accepted accounting
principles and all applicable legal requirements,

A Certificate of Achievement is valid for a period of one year. The State has received a Certificate
of Achievement for the last 18 consecutive years (fiscal years 1995 — 2012). We believe that this year’s
report continues to conform to the Certificate of Achievement program’s requirements and we are
submitting it to the GFOA to determine its eligibility for another certificate.

ACKNOWLEDGEMENTS

The Department of Finance takes great pride in the preparation of this Comprehensive Annual
Financial Report. | wish to express my sincere appreciation to the many individuals whose dedicated
efforts have made this report possible. This report could not have been accomplished without the
professionalism and dedication demonstrated by the Division of Accounting and the financial and
management personnel of each State agency, component units, and all other organizations within the
reporting entity. This report is also available on the Internet at:

http://accounting.delaware.gov/cafrdefault.shtml.

Thomas J. Cook
Secretary of Finance
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M KPMG LLP

1601 Market Street
Philadelphia, PA 19103-2499

Independent Auditors’ Report

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

Report on the Financial Statements

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 (the State), as of and for the year ended June 30,
2013, and the related notes to the financial statements, which collectively comprise the State’s basic
financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

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

Auditors’ Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We did not audit
the financial statements of the Delaware State Housing Authority (DSHA), Delaware State University
(DSV), Delaware Charter Schools, Riverfront Development Corporation (RDC), and Diamond State Port
Corporation (DSPC) within the aggregate discretely presented component units. The financial statements
of DSHA, DSU, RDC, DSPC and the Delaware Charter Schools were audited by other auditors whose
reports thereon have been furnished to us and which represent 89% of total assets, 80% of total net
position and 93% of total revenues within the aggregate discretely presented component units. Our
opinions, insofar as it relates to the amounts included for those entities, are based solely on the reports of
the other auditors. We conducted our audit in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditors’ judgment, including the assessment
of the risks of material misstatement of the financial statements, whether due to fraud or error. In making
those risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair
presentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal
control. Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made by management,
as well as evaluating the overall presentation of the financial statements.

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

KPMG LLP is a Delaware limited liability partnership,
the U.S. member firm of KPMG International Cooperative
(“KPMG International”), a Swiss entity.
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Opinions

In our opinion, based on our audit and the reports of other auditors, the financial statements referred to
above present fairly, in all material respects, the respective financial position of the governmental
activities, the business-type activities, the aggregate discretely presented component units, each major
fund, and the aggregate remaining fund information of the State of Delaware, as of June 30, 2013, and the
respective changes in financial position, and where applicable, cash flows thereof for the year then ended
in accordance with U.S. generally accepted accounting principles.

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

As discussed in Note 1 to the financial statements, effective July 1, 2012, the State adopted the provisions
of Governmental Accounting Standards Board (GASB) Statement No. 61, The Financial Reporting Entity:
Omnibus an amendment of GASB Statements No. 14 and No. 34. Our opinion is not modified with respect
to this matter.

Delaware State Housing Authority

As discussed in Notes 1 and 21 to the financial statements, the Delaware State Housing Authority, a
discretely presented component unit, restated its net position as of July 1, 2012 to correct a material
misstatement in the amount previously reported. Our opinion is not modified with respect to this matter.

Other Matters
Required Supplementary Information

U.S. generally accepted accounting principles require that the management’s discussion and analysis and
required supplementary information as listed in the accompanying table of contents (collectively referred
to as RSI) be presented to supplement the basic financial statements. Such information, although not a part
of the basic financial statements, is required by the GASB who considers it to be an essential part of
financial reporting for placing the basic financial statements in an appropriate operational, economic, or
historical context. We have applied certain limited procedures to the RSI in accordance with auditing
standards generally accepted in the United States of America, which consisted of inquiries of management
about the methods of preparing the information and comparing the information for consistency with
management’s responses to our inquiries, the basic financial statements, and other knowledge we obtained
during our audit of the basic financial statements. We do not express an opinion or provide any assurance
on the information because the limited procedures do not provide us with sufficient evidence to express an
opinion or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the State’s basic financial statements. The introductory section, supplementary information and
statistical section as listed in the accompanying table of contents are presented for purposes of additional
analysis and are not a required part of the basic financial statements.
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The supplementary information is the responsibility of management and was derived from and relate
directly to the underlying accounting and other records used to prepare the basic financial statements.
Such information has been subjected to the auditing procedures applied in the audit of the basic financial
statements and certain additional procedures, including comparing and reconciling such information
directly to the underlying accounting and other records used to prepare the basic financial statements or to
the basic financial statements themselves, and other additional procedures in accordance with auditing
standards generally accepted in the United States of America. In our opinion, the supplementary
information is fairly stated, in all material respects, in relation to the basic financial statements as a whole.

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

KPMe LIP

Philadelphia, Pennsylvania
February 6, 2014



STATE OF DELAWARE
Management’s Discussion and Analysis

The following is a discussion and analysis of the State of Delaware’s (the State’s) financial
activities as of and for the fiscal year ended June 30, 2013. 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-vi of this report, and the State’s financial
statements, which follow this section.

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
$4,877.2 million (net position). Component units reported a net position of $1,109.3
million, an increase of $27.4 million from the previous year as restated.

e As a result of its operations, the primary government’s total net position increased by
$68.9 million (1.4%) in fiscal year 2013 when compared to the previous year’s ending net
position as restated. Net position of governmental activities decreased by $74.1 million
(4.2%) from the previous year, while net position of the business-type activities increased
$143.1 million (4.7%) from the previous year.

e The State’s governmental funds reported combined ending fund balances of $1,902.9
million, an increase of $74.1 million (4.1%) in comparison with the restated prior year
balance.

e The general fund reported unassigned fund balance of $1,025.3 million which was 23.6%
of total general fund expenditures.

e The State’s total general obligation debt increased $58.4 million (3.5%) during fiscal year
2013 to $1,755.2 million. Of the State’s outstanding general obligation debt, $545.7
million (31.1%) has been issued on behalf of local school districts, which is supported by
the property tax revenues of those districts. In addition, the State has $1,063.3 million in
outstanding revenue bonds with $56.2 million for energy conservation projects and
$1,007.1 million for transportation projects.

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 additional required supplementary information and
other supplementary information, in addition to the basic financial statements.
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Government-Wide Financial Statements

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

The statement of net position reports the difference between the State’s assets, deferred outflows,
liabilities, and deferred inflows as net position. Over time, increases or decreases in net position
may serve as a useful indicator of whether the financial position of the State is improving or
deteriorating.

The statement of activities presents information showing how the State’s net position changed
during the most recent fiscal year. All changes in net position 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 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 Agricultural Lands Preservation Foundation and 22 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 19 - 20 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. The State’s funds 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
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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’s governmental funds include the general, federal, local school district, and capital
projects funds. Information is presented separately in the governmental funds balance sheet
and in the governmental funds statement of revenues, expenditures, and changes in fund
balance (deficit) for these funds.

The basic governmental funds financial statements can be found on pages 21 - 24 of this
report.

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 adopts an
annual appropriated budget for its budgetary general fund. A budgetary comparison schedule
has been provided for the budgetary general fund to demonstrate compliance with the budget.
The schedule can be found on page 117 of this report.

- Proprietary Funds Proprietary Funds charge customers for the services they provide —
whether they are provided to outside customers (enterprise funds) or other State agencies and
other governments (internal service funds). 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 Delaware Department of Transportation (DelDOT), all of
which are considered to be major funds of the State.

The basic proprietary fund financial statements can be found on pages 25 - 27 of this report.

- Fiduciary Funds The State acts as a fiduciary 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 of Delaware’s own programs. The accounting used for fiduciary funds is much like that
used for proprietary funds. These funds are used where the State holds assets in trust or as an
agent for others, including the pension trust funds and agency funds.
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The basic fiduciary fund financial statements can be found beginning on pages 28 — 29 of
this report. The combining fiduciary and agency fund statements can be found on pages 127
- 131.

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 32 - 113 of this report.

Required Supplementary 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 and OPEB trusts. The RSI can be found on pages 115 - 125 of this report.

Statewide Financial Analysis

As noted earlier, net position may serve over time as a useful indicator of a government’s
financial position. The State’s assets exceeded its liabilities by $4,877.2 million at the close of
the most recent fiscal year.

The largest portion of the State’s net position of 99.3% 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 position, comprising 11.7% of total net position,
represents resources that are subject to external restrictions, constitutional provisions, or enabling
legislation on how they can be used. The remaining portion of the State’s net position represents
the unrestricted deficit net position (11.0%).
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Condensed Financial Information - Primary Government
As of June 30, 2013

(Expressed in Thousands)

Governmental Activities Business-type Activities Total
2013 2012 2013 2012 2013 2012
Assets:
Non-capital Assets $ 3,091,193 $ 2930951 $ 492,035 $ 542,418 $ 3,583,228 $ 3,473,369
Capital Assets 3,548,331 3,630,903 4,155,114 4,034,852 7,703,445 7,665,755
Total Assets 6,639,524 6,561,854 4,647,149 4,577,270 11,286,673 11,139,124
Liabilities:
Long-Term Liabilities
Outstanding 4,039,786 3,734,563 1,171,349 1,232,755 5,211,135 4,967,318
Other Liabilities 906,117 845,643 292,250 304,045 1,198,367 1,149,688
Total Liabilities 4,945,903 4,580,206 1,463,599 1,536,800 6,409,502 6,117,006
Net Position:
Net Investment in
Capital Assets 1,701,366 1,851,218 3,142,841 2,956,316 4,844,207 4,807,534
Restricted 408,694 519,836 163,539 169,954 572,233 689,790
Unrestricted deficit (416,439) (389,406) (122,830) (85,800) (539,269) (475,206)

Total Net Position *$ 1693621 $ 1981648 $ 3183550 $ 3,040470 $ 4877171 § 5,022,118

*The State implemented GASB Statement No. 61 during fiscal 2013. The provisions of GASB Statement No. 61 required the State to reevaluate its component
units. The Delaware Agricultural Lands Preservation Foundation which was previously a blended component unit is now considered a discretely presented
component unit. Therefore, the State's governmental activities net position as of July 1, 2012 has been restated. Fiscal 2012 amounts for governmental
activities reported above have not been restated to reflect this change.

The capital assets of the governmental activities decreased by $82.6 million (2.3%) since
June 30, 2012. The decrease is the result of decreased land easements in the amount of $213.4
million due to a restatement of net position with the implementation of Governmental
Accounting Standards Board (GASB) Statement No. 61. The land easements are now recorded
by a discretely presented component unit, the Delaware Agricultural Lands Preservation
Foundation on page 30. These decreases are offset by increases in construction in progress and
other depreciable assets as a result of significant renovations to, and expansions of, existing
school buildings across all counties to accommodate the rise in student population.

The increase in governmental activities non-capital assets is due to an increase in cash and
investments due to an increase in business and real estate tax revenues along with increases in
charges for services.

The increase in governmental activities long-term liabilities outstanding of $305.2 million
(8.2%) is primarily due to an increase in the other post employment benefits liability and bonds
payable. At June 30, 2013, the long-term obligation for OPEB was $1,682.0 million, an increase
of $185.5 million (12.4%) from fiscal year 2012. The OPEB obligation will increase each year
as the State continues to defer full funding of its annual required contribution. Additional
information for the OPEB obligation can be found in Note 14 of the financial statements.

In addition, the general obligation long term debt increased by $58.6 million (3.5%) from fiscal
year 2012. The State’s debt as a percentage of the State’s personal income was 7.8% in fiscal
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year 2012 and 7.3% in fiscal year 2013. The State’s debt burden reflects its centralized role in
financing facilities, such as schools and prisons.

The following condensed financial information is derived from the government-wide Statement
of Activities and reflects the changes in net position during the fiscal year:

Changes in Net Position - Primary Government
For Year End June 30, 2013
(Expressed in Thousands)

Governmental Activities Business-type Activities Total Primary Government
2013 2012 2013 2012 2013 2012
Revenues:
Program Revenues:
Charges for Services $ 559213 $ 421594 $ 1,205519 $ 1,285907 $ 1,764,732 $ 1,707,501
Operating Grants and
Contributions 1,551,954 1,541,931 72,517 109,037 1,624,471 1,650,968
Capital Grants and
Contributions - - 211,245 199,214 211,245 199,214
General Revenues:
Taxes:
Personal Income Taxes 1,130,501 1,126,014 - - 1,130,501 1,126,014
Business Taxes 2,051,071 1,834,684 - - 2,051,071 1,834,684
Real Estate Taxes 504,620 473,351 - - 504,620 473,351
Other Taxes 217,880 241,525 - - 217,880 241,525
Investment Income (Loss) 11,636 32,849 (608) 4,029 11,028 36,878
Gain on Sale of Assets - - 1,018 308 1,018 308
Miscellaneous 25,244 24,103 - - 25,244 24,103
Total Revenues 6,052,119 5,696,051 1,489,691 1,598,495 7,541,810 7,294,546
Expenses:
General Government 543,931 654,311 - - 543,931 654,311
Health and Children's
Services 2,428,629 2,386,475 - - 2,428,629 2,386,475
Judicial and Public Safety 711,361 660,053 - - 711,361 660,053
Natural Resources and
Environmental Control 147,733 161,354 - - 147,733 161,354
Labor 69,226 79,706 - - 69,226 79,706
Education 2,408,647 2,372,080 - - 2,408,647 2,372,080
Interest Expense 54,969 61,111 - - 54,969 61,111
Lottery - - 358,467 386,241 358,467 386,241
Transportation/DelDOT - - 580,392 641,850 580,392 641,850
Unemployment - - 169,508 247,932 169,508 247,932
Total Expenses 6,364,496 6,375,090 1,108,367 1,276,023 7,472,863 7,651,113
Increase (Decrease) in Net Position
Before Transfers (312,377) (679,039) 381,324 322,472 68,947 (356,567)
Transfers 238,244 287,903 (238,244) (287,903) - -
Increase (Decrease) in Net Position (74,133) (391,136) 143,080 34,569 68,947 (356,567)
Net Position - Beginning of
Year As Restated * 1,767,754 2,372,784 3,040,470 3,005,901 4,808,224 5,378,685
Net Position - End of Year $ 1693621 $ 1981648 $ 3,183550 $ 3,040,470 $ 4,877,171 $ 5,022,118

*The State implemented GASB Statement No. 61 during fiscal 2013. The provisions of GASB Statement No. 61 required the State to reevaluate its
component units. The Delaware Agricultural Lands Preservation Foundation which was previously a blended component unit is now considered a
discretely presented component unit. Therefore, the State's governmental activities net position as of July 1, 2012 has been restated. Fiscal 2012
amounts for governmental activities reported above have not been restated to reflect this change.
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Governmental Activities

Since fiscal year 2012, the net position for governmental activities has decreased by $74.1
million. A comparison of the cost of services by function for the State’s governmental activities
is shown in the following chart, along with the revenues used to cover the net expenses of the
governmental activities. Key elements of the decrease in the State’s net position from
governmental activities are as follows:

Total general revenues of governmental activities increased overall by $208.4 million (5.6%)
relating to increases in business taxes of $216.4 million and real estate taxes of $31.3 million.
There was a decrease in investment income of $21.2 million (6.5%). The increases in tax
revenues were primarily attributable to overall improvements in the economy and successful tax
audits resulting in increased business tax revenue. The decrease in investment income is due to
decreased market gains in the current year.

Program revenues increased by $147.6 million (7.5%) from the prior year due to an increase in
charges for services of $137.6 million (32.6%) resulting from increases in licenses, fees, permits
and fines and rentals and sales from the Department of Natural Resources and Environmental
Control and the Department of Agriculture. Also, operating grants increased by $10.0 million
(0.6%) compared to the prior fiscal year, since Health and Social Services received additional
funding of $103.8 million (9.9%) due largely to increased Medicaid funds and Education
received $65.5 million (20.5%) less in operating grants due mainly to the end of ARRA funding.

Revenues by Source — Governmental Activities

Investment Earnings .
o Charges for Services . .
Real Estate Taxes 2% 9.3% Operating and Capital Grants

8.4% and Contributions
25.7%

Other Taxes
4.7%

e

Business Taxes
33.3% Personal Income Taxes
18.4%

Expenses for governmental activities decreased during fiscal year 2013 by $10.6 million
(0.2%). The decrease in governmental activities is due in part to the decreased spending of
$110.4 million (16.9%) for the general government due to organizations identifying
alternative funding sources for expenditures. This is offset by increased spending of $42.1
million (1.8%) at Health and Children’s Services as a result of a general increase in the
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population served and rising health care costs and in educational expenses of $36.5 million
(1.5%) due to the continued increase in student population resulting in additional personnel
and other operating costs.

Expenses and Program Revenues- Governmental Activities

(Expressed in Thousands)
$3,000,000

$2,500,000 - ®Expenses 2013

DOExpenses 2012

$2,000,000 -
@Program Revenues 2013

OProgram Revenues 2012

$1,500,000 -
$1,000,000 -

- & [Lj
$0 | [ -]

General Government  Health and Children's  Judicial and Public ~ Natural Resources and Labor Education Interest on Long-Term
Services Safety Environmental Control Debt

Business-type Activities

The net position for business-type activities increased by $143.1 million (413.6%) in fiscal
year 2013. This increase is comprised of a $130.3 million (273.2%) increase in net position
for DelDOT plus a $12.8 (197.7%) million increase in the Unemployment Insurance Trust
Fund.

The increase of $12.8 million in Delaware Unemployment Insurance Trust Fund net
position is due to a decreased demand in benefits paid by the Trust Fund. The operating
revenues (charges for services and operating grants) and operating expenses decreased by
$51.3 million (22.2%) and $78.3 million (31.9%), respectively due to decreases in the
benefits paid with improvements in the economy and less individuals unemployed and
collecting benefits. Change in net position increased from a decrease of $13.1 million in
2012 to the increase of $12.8 million in 2013.

DelDOT’s net position at June 30, 2013 was $130.3 million higher than at June 30, 2012.
Change in net position increased from $47.7 million in 2012 to $130.3 million in 2013.
DelDOT’s total operating revenues increased by $13.3 million (2.9%) while operating
expenses decreased by $58.6 million (9.8%). The change is primarily attributable to an
increase in toll revenues and an increase in motor vehicle and related revenues as a result of
increased auto sales. The decrease in operating expenditures is primarily due to decreased
capital preservation. In addition, capital contributions increased by $12.0 million (6.0%)
due to increased federal capital grants.

There was no change in the Lottery’s net assets. By law, the Lottery’s net assets cannot

exceed $1.0 million. Revenue for the Lottery decreased by $79.0 million (11.1%) over last
year mainly due to increased competition from casinos operating in Maryland and

11
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Pennsylvania. The Lottery transferred $276.8 million in gaming revenues to the State, a
decrease from fiscal year 2012 of $51.3 million (15.6%). The total costs of games and
prizes decreased by $27.8 million (7.4%) over the previous year due to the decrease in
video lottery activity.

Operating and Capital
Grants and Contributions

18.4%

Revenues by Source — Business-type Activities

Charges for Services
81.6%

Expenses and Program Revenues — Business-type Activities

$800,000
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OProgram Revenues 2013
@Program Revenues 2012

DelDOT

Unemployment Lottery

Financial Analysis of the State’s Funds

As noted earlier, the State uses fund accounting to ensure and demonstrate compliance with

finance-related legal requirements.

Governmental Funds

The focus of the State’s governmental funds is to provide information on near-term inflows,
outflows, and balances of available resources. Such information is useful in assessing the State’s
financing requirements. Unassigned fund balances may serve as a useful measure of a
government’s net resources at the end of the fiscal year.
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Fund balance classifications comprise a hierarchy based primarily on the extent to which a
government is bound to observe constraints imposed upon the use of the resources reported in
the governmental funds. This is further described in note 1 and note 16 of the basic financial
statements.

As of the end of the current fiscal year, the State’s governmental funds reported combined
ending fund balances of $1,902.9 million, an increase of $74.1 million over the prior year fund
balance as restated.

Of this amount, $7.7 million is nonspendable (.4%), either due to its form or legal constraints,
$569.7 million (29.9%) is restricted for specific programs by external constraints and $209.5
million (11.0%) is committed for specific purposes pursuant to constraints imposed by a formal
action of the Delaware Legislature. An additional $91.6 million (4.8%) has been assigned to
specific purposes by management. The remaining $1,024.4 million (53.9%) of fund balance is
unassigned.

General Fund

The General Fund accounts for the operation and administration of the State. Total general fund
balance increased by $52.1 million for the fiscal year.

Total General Fund revenues increased by $258.4 million (6.7%) due to several factors. The
main increases were in personal taxes, which increased by $35.0 million and business taxes,
which increased by $239.6 million. This was partially due to increased effort with enforcement
efforts and an increase in business profits. These increases were offset by a decrease in
investment income of $20.6 million due to decreased market gains.

Total General Fund expenditures increased by $96.0 million (2.3%). This was primarily due to
increases in Health and Children’s Services of $12.3 million, Department of Natural Resources
and Environmental Control of $27.6 million, Public Safety of $58.1 million, Education of $125.3
million and debt services costs of $21.2 million offset by a decrease of expenditures in the
General Government of $150.9 million due to organizations identifying alternative funding
sources for expenditures. The increase in expenditures for Health and Children’s Services,
Public Safety, Education, and Natural Resources and Environmental Control, were attributable to
an increase in services and for Health and Children’s Services a decrease in federal coverage for
the Medicaid program.

At the end of the current fiscal year, unassigned fund balance of the general fund was $1,025.3
million, while total fund balance reached $1,448.5 million.

Federal Funds
Federal Funds represent pass through grants used for designated purposes. These funds report
federal grant revenues and the related expenditures to support the State’s grant programs. Total

federal fund expenditures increased by $19.3 million. Expenditures increased for Health and
Children’s Service by $82.2 million due largely to increased Medicaid expenditures and
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decreased for General Government and Education by $14.3 million and $40.3 million,
respectively. The General Government decrease is due to decreased funding for agricultural and
energy related programs and the Education decrease is due to decreased funding for Title | and
Special Education programs.

Local School District Funds

These funds are used to account for activities relating to the State’s local school districts, which
are funded by locally raised real estate taxes and other revenues. The fund balance decreased by
$12.1 million to $294.3 million due to an increase of expenditures to serve the increasing
population.

Capital Project Funds

Capital Project Funds are used to account for the construction and acquisition of capital assets of
the primary government. Capital outlay expenditures totaled $226.1 million in fiscal year 2013,
an increase of $38.4 million.

Proprietary Funds

The State’s Proprietary Funds provide the same type of information found in 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
Fund, all of which are considered to be part of the primary government and major funds of the
State.

Total Proprietary Fund net position increased in fiscal year 2013 by $143.1 million as a result of
operations. Page 11 discusses the changes in net position of the business-type activities.

General Fund Budgetary Highlights

The Budgetary General Fund is the chief operating fund of the State. At the end of the fiscal
year, total fund balance increased by $71.2 million.

Revenues were $370.5 million (11.0%) more than the previous fiscal year. This was primarily
due to increases in the corporate income tax of $68.8 million (57.7%), abandoned property of
$252.7 million (84.1%), corporate and partnership fees of $20.3 million (8.1%) and realty
transfer tax of $10.7 million (33.7%). The $252.7 million increase in abandoned property was
the result of increased enforcement efforts and an audit of transfer agents to ensure inactive
accounts are timely reported to the State. Offsetting these revenue increases were decreases in
gross receipts tax of $10.8 million (4.7%) bank franchise tax of $8.4 million (7.7%), and
insurance tax of $8.0 million (14.2%).

Expenditures were $66.3 million (1.8%) more than the previous fiscal year. Salaries and wages
increased by $8.2 million (0.6%) and pension costs increased by $19.1 million (7.5%). Grants-
in-Aid increased by $8.7 million (2.4%), contractual services increased by $28.9 million (6.3%)
and capital outlays increased by $3.3 million (20.0%).
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The original budget authorizes current fiscal year operating and administrative expenditures.
Included in the final budget are the original budget, prior year encumbrances, multi-year project
budgetary carry-forwards from the prior fiscal years, and all modifications to the original budget.
The most significant components are the original budget and carry-forwards of prior fiscal year.
The unused appropriations from a prior year will carry forward to the final budget for authorized
capital projects and grants until the funds are spent.

Where actual expenditures were within the final budget in departments, the significant budget
variance was $25.4 million in the Executive Department for funds budgeted, but not spent on
ongoing capital improvement projects, technology projects, and contingency items. Business
taxes were $35.9 million less than budgeted due in large part to refunds that were in excess of
budgeted amounts. Other revenues, which are mainly licenses and fees, were $34.6 million more
than budgeted as the budgeted refunds for these revenues were less than expected.

Funded projects, which are not completed by year-end, may carry over unspent funds into fiscal
year 2014. Unspent funds are reflected in the final budget which may cause variances from
original budget.

Capital Assets and Debt Administration

Capital Assets

The State’s investment in capital assets for its governmental and business-type activities, as of
June 30, 2013, amounted to $7,703.4 million (net of accumulated depreciation). This investment
in capital assets includes land, land improvements, buildings, vehicles and equipment,
easements, roads, highways, and bridges. The total decrease in capital assets for governmental
activities was $82.6 million (2.3%) and the increase for business-type activities was $120.3
million (3.0%).

Major capital asset changes during the current fiscal year included the following:

e The decrease in governmental activities is due to the implementation of GASB 61
which decreased easements reported by a newly identified discretely presented
component unit that was previously blended, offset by increases for the continued
completion of school renovations,

e The increase in business-type activities is due to increased spending at DelDOT for the
Turnpike/SR-1 interchange and the US 301 projects.

As allowed by GASB, the State has adopted an alternative process for recording expense related
to selected infrastructure assets. Under this alternative method, referred to as the modified
approach, the State expenses certain maintenance and preservation costs and does not report
depreciation expense. Assets accounted for under the modified approach include 4,378 center
line miles of roads and 1,601 bridges that the State is responsible to maintain.

DelDOT performs condition assessments of eligible infrastructure assets at least every three

years. Currently, road condition assessments are conducted every two years. Historically, road
condition assessments were conducted every year. The Department’s assessment plan will
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ensure that all infrastructure assets are assessed and evaluated within the three-year period, as
required. Due to timing of these conditions assessments, information for the fiscal year ended
June 30, 2013 is not available for all assessments.

It is the State’s policy to maintain at least 85% of its highways at a fair or better condition level
and 75% of its bridge systems at a good or better condition level. No more than 10% of bridges
and 15% of roads should be in substandard condition.

Of the State’s 1,601 bridges that were rated in fiscal year 2013, 71.9% received a good or better
Bridge Condition Rating (BCR) rating, 20.9% were rated fair, and 7.2% received a substandard
rating. Of the 7,614,980 square feet of bridge deck that was rated, 91.4% or 6,956,457 square
feet received an Overall Pavement Condition (OPC) condition rating of good or better, 8.5%
received a fair rating, and 0.1% received a substandard deck rating. In 2011, 4,378 center line
miles were rated; 95.8% received a fair or better OPC rating and 4.2% received a poor rating.

The fiscal year 2013 estimate to maintain and preserve DelDOT’s infrastructure was $185.4
million, but the actual expenditures were $233.8 million, which is $48.4 million over the
estimate. The estimated expenditures represent annual budget or bond bill authorizations and the
actual expenditures represent the current year spending, which includes cumulative
authorizations.

Additional information on the State’s capital assets can be found in Note 1 on pages 46 - 47,
Note 12 on pages 86 - 88 and starting on page 120 in the Required Supplementary Information.

A summary of the State’s primary government’s capital assets, net of depreciation is provided
below:
State of Delaware Capital Assets as of June 30, 2013
Net of Depreciation
(Expressed in Thousands)

Governmental Activities Business-type Activities Total

2013 2012 2013 2012 2013 2012
Land $ 459,587 $ 447812  $ 283876 $ 276,761 $ 743,463 $ 724,573
Land Improvements 153,346 155,604 - - 153,346 155,604
Buildings 2,422,593 2,416,856 75,271 73,724 2,497,864 2,490,580
Easements 79,750 291,105 - - 79,750 291,105
Equipment, Vehicles

and Computer Software 73,869 74,743 122,577 117,533 196,446 192,276

Infrastructure - 3,670,250 3,564,347 3,670,250 3,564,347
Construction-In-Progress 359,186 244,783 3,140 2,487 362,326 247,270
Total $ 3548331 $ 3630903 $ 4155114 $ 4034852 $ 7,703,445 $ 7,665,755

Long-Term Debt
The State uses general obligation debt to finance capital projects. At the end of the current fiscal

year, the State had total general obligation bond debt outstanding of $1,755.2 million backed by
the full faith and credit of the State. The State’s debt burden reflects its centralized role in
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financing school construction projects. As of June 30, 2013, $545.7 million, or 31.1%, of the
State’s outstanding debt was issued on behalf of local school districts. Local school districts
transferred $64.3 million of property tax revenue to the State to cover related debt service during
fiscal year 2013.

The State has no constitutional debt limits. However, in 1991, the State enacted legislation that
limits debt issuance with a three-part test as follows:

o A 5% test restricts new debt authorization to 5% of budgetary general fund revenue as
projected by DEFAC in June for the next fiscal year. Should actual revenue collections
increase during the year, no additional authorizations are made. For fiscal year 2013,
debt issuance was limited to $187.0 million.

e A 15% test restricts debt issuance if the annual payments on all outstanding debt exceed
15% of estimated budgetary general fund and Transportation Trust Fund Revenue for the
next fiscal year. Currently, these annual payments represent approximately 8% of
estimated general fund and Transportation Trust Fund revenues.

e Finally, a cash balance test restricts debt issuance if the debt service payment in any year
exceeds the estimated cumulative cash balance for the following fiscal year. For fiscal
year 2013, the projected cash balance exceeded debt service.

Due to the State’s statutory debt limits and its fiscal management, three principal rating agencies,
Moody’s Investor’s Service, Fitch Ratings and Standard & Poor’s, reaffirmed their triple-A
ratings on the State’s general obligation bonds during fiscal year 2013. On February 28, 2013,
the State issued $336.3 million of its general obligation bonds maturing between February 1,
2014 and February 1, 2033. Of the $336.3 million issued as Series 2013, $111.3 million was
issued to refund higher priced bonds resulting in a net present value savings of $14.4 million, or
11.7% of the principal refunded.

In addition, the Sustainable Energy Utility, Inc. had $56.2 million of Revenue Bonds, Series
2011 outstanding as of June 30, 2013. These bonds were used to support general government
initiatives and have been used to finance construction on energy efficient upgrades to facilities in
the State. As such, that debt is reflected in the primary government statements as governmental
activities. The bonds are secured by appropriations of the state agencies that are participating in
the SEU program.

Debt issued by the Delaware Transportation Authority does not constitute a debt of the State or a
pledge of its general taxing power or of its full faith and credit. Rather, the outstanding revenue
bonds are obligations of the Authority payable solely from and secured by a pledge and
assignment of certain tolls and revenues such as motor fuel tax revenues, motor vehicle
document fees and motor vehicle registrations. The Delaware Transportation Authority has
revenue bonds outstanding of $923.8 million to support its ongoing capital transportation
program and $99.7 million in Grant Anticipation Vehicle Bonds (GARVEES), to finance a
portion of the costs of completing the final design and right-of-way acquisition for a new U.S.
301.
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Additional information on the State of Delaware’s long-term debt can be found in Notes 5, 6 and
7 on pages 69 - 83 of this report.

Financial Management

The State’s 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 financial management
practices that have become institutionalized within the State:

e expenditure budgeting of 98% of available budgetary general fund revenue;

e Dbudgetary general fund revenue forecasts that are frequent, objective and often
conservative;

e three-part debt affordability test that limits debt authorization to 5% of budgetary general
fund; revenue and debt service to 15% of tax supported revenue; and cash balance test;

e consistent satisfaction of the State’s budget reserve requirement — the State’s rainy day
fund has never fallen below its mandated 5% of general fund revenue; and

e full funding of its pension plan.

Economic Factors and Next Year’s Budgets and Rates

DEFAC met on June 17, 2013 to prepare the final revenue and expenditure estimates upon which
the fiscal year 2014 operating and capital budgets would be based. The most recent employment
data for the State of Delaware has indicated improvement in the labor market; therefore, the FY
2014 forecast anticipates small growth. There is an assumption in the forecast that the scheduled
expiration of tax cuts in 2014 will occur.

The fiscal year 2014 operating and capital budgets meet budgetary spending limitations imposed
by law. The fiscal year 2014 operating budget is $3,718.2 million, 5.0% more than fiscal year
2013. The fiscal year 2014 operating budget included $60.9 million in supplemental
appropriations (historically in the form of cash allocated to the capital budget), a decrease of
53.7% over the fiscal year 2013 budget.

Requests for Information

This financial report is designed to provide a general overview of the State’s finances for all
those with an interest in the government’s finances. Questions concerning any of the information
provided in this report or requests for additional financial information should be directed to the
Department of Finance, Division of Accounting, 820 Silver Lake Boulevard, Suite 200, Silver
Lake Plaza, Dover, Delaware 19904 or visit our website at http://accounting.delaware.gov.

The State’s component units publish their own separately issued audited financial statements.
These statements may be obtained from their respective administrative offices.
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STATE OF DELAWARE
STATEMENT OF NET POSITION
JUNE 30, 2013
(Expressed in Thousands)

Primary Government Discretely
Presented
Governmental Business-type Component
Activities Activities Total Units
ASSETS
Cash and Cash Equivalents (Note 2) $ 42,200 $ 101,122 $ 143,322 $ 52,741
Cash and Pooled Investments (Note 2) 1,798,727 6,353 1,805,080 71,115
Receivables, Net (Note 3) 642,990 98,408 741,398 333,448
Interfund Balances (Note 4) (2,201) 2,201 - -
Deferred Bond Issuance Costs 5,796 2,381 8,177 9,544
Inventories 7,681 18,425 26,106 867
Prepaid Items - 4,356 4,356 5,067
Escrow Insurance Deposits - 182 182 -
Investments 158,909 78,455 237,364 724,065
Other Assets - 2,447 2,447 1,019
Restricted Assets:
Cash and Pooled Investments (Note 2) 408,694 - 408,694 51,130
Deposit on Hold with Trustee (Note 6) 28,397 - 28,397 -
Restricted Investments - 177,705 177,705 -
Other Restricted Assets - - - 6,465
Capital Assets: (Note 12)
Non-Depreciable Assets 898,523 3,957,266 4,855,789 286,225
Depreciable Capital Assets, Net 2,649,808 197,848 2,847,656 526,930
Total Capital Assets, Net 3,548,331 4,155,114 7,703,445 813,155
Total Assets 6,639,524 4,647,149 11,286,673 2,068,616
DEFERRED OUTFLOWS OF RESOURCES
Derivative Instrument - Interest Rate Swap - - - 1,206
Total Deferred Outflow of Resources - - - 1,206
LIABILITIES
Accounts Payable 519,586 54,276 573,862 12,243
Accrued Liabilities 81,912 41,280 123,192 21,702
Accrued Interest Payable 30,299 25,220 55,519 -
Unearned Revenues 1,024 - 1,024 3,458
Escrow Deposits - 6,122 6,122 -
Advances From Federal Government 20,062 72,132 92,194 -
Due Within One Year (Note 10) 253,234 93,220 346,454 23,932
Due In More Than One Year (Note 10) 4,039,786 1,171,349 5,211,135 897,404
Total Liabilities 4,945,903 1,463,599 6,409,502 958,739
DEFERRED INFLOWS OF RESOURCES
Derivative Instrument - Interest Rate Swap - - - 1,823
Total Deferred Inflow of Resources - - - 1,823
NET POSITION
Net Investment in Capital Assets 1,701,366 3,142,841 4,844,207 592,612
Restricted For:
Debt Service - 163,539 163,539 -
Federal and State Regulations 408,694 - 408,694 313,237
Bond Covenants - - - 53,788
Other Purposes - - - 14,131
Unrestricted (Deficit) (416,439) (122,830) (539,269) 135,492
Total Net Position $ 1,693,621 $ 3,183,550 $ 4,877,171 $ 1,109,260

See Accompanying Notes to Basic Financial Statements
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STATE OF DELAWARE
STATEMENT OF ACTIVITIES

FOR THE FISCAL YEAR ENDED JUNE 30, 2013

(Expressed in Thousands)

Program Revenues

Net (Expense) Revenues and
Changes in Net Position

Grants and Contributions Primary Government Discretely
Presented
Charges for Governmental Component
Functions/Programs Expenses Services Operating Activities Total Units
Primary Government:
Governmental Activities:
General Governmental Services $ 543931 $ 287,709 $ 25,141 $ (231,081) $ (231,081) -
Health and Children Services 2,428,629 73,522 1,150,434 (1,204,673) (1,204,673) -
Judicial and Public Safety 711,361 126,052 42,198 (543,111) (543,111) -
Natural Resources and Environmental Control 147,733 59,262 36,994 (51,477) (51,477) -
Labor 69,226 7,103 43,247 (18,876) (18,876) -
Education 2,408,647 5,565 253,940 (2,149,142) (2,149,142) -
Interest on Long-term Debt 54,969 - - (54,969) (54,969) -
Total Governmental Activities 6,364,496 559,213 (4,253,329) (4,253,329) -
Business-type Activities:
Lottery 358,467 635,264 - 276,797 -
DelDot 580,392 462,609 - 93,462 -
Unemployment 169,508 107,646 - 10,655 -
Total Business-type Activities 1,108,367 1,205,519 - 380,914 -
Total Primary Government $ 7,472,863 1,764,732 211245 $  (4,253,329) (3,872,415) -
Component Units:
Delaware State Housing Authority $ 105,677 $ 49,745 $ 79,963 - - 24,909
Diamond State Port Corporation 37,764 36,750 - - - 11,075
Riverfront Development Corporation 10,046 1,668 200 - - (2,054)
Delaware State University 123,295 55,802 31,445 - - (28,708)
Delaware Charter Schools 117,904 13,216 4,712 - - (96,890)
Delaware Agricultural Lands Preservation Foundation 966 - 5,075 - - 7,373
Total Component Units $ 395,652 $ 157,181 $ 121,395 - - (84,295)
General Revenues:
Taxes:
Personal Income 1,130,501 1,130,501 -
Business 2,051,071 2,051,071 -
Real Estate 504,620 504,620 -
Other 217,880 217,880 -
Unrestricted Payments from Primary Government - - 141,700
Investment Income (Loss) 11,636 (608) 11,028 (33,750)
Gain on Disposal of Assets - 1,018 1,018 (1,060)
Miscellaneous 25,244 - 25,244 4,750
Transfers In (Out) 238,244 (238,244) - -
Total General Revenues 4,179,196 (237,834) 3,941,362 111,640
Changes in Net Position (74,133) 143,080 68,947 27,345
Net Position - Beginning As Restated (Note 1) 1,767,754 3,040,470 4,808,224 1,081,915
Net Position - Ending $ 1,693,621 $ 3,183,550 $ 4,877,171 1,109,260

See Accompanying Notes to Basic Financial Statements
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STATE OF DELAWARE
BALANCE SHEET
GOVERNMENTAL FUNDS
JUNE 30, 2013
(Expressed in Thousands)

Total
Local School Capital Governmental
General Federal Districts Projects Funds
ASSETS
Cash and Cash Equivalents $ 27,089 $ 2,745 $ 12,366 $ - $ 42,200
Cash and Pooled Investments 1,729,807 6,621 297,924 173,069 2,207,421
Deposit on Hold with Trustee 28,397 - - - 28,397
Investments 158,340 - 569 - 158,909
Accounts Receivable, Net 73,891 11,655 171 - 85,717
Taxes Receivable, Net 91,211 - 34,859 - 126,070
Intergovernmental
Receivables, Net - 120,628 - - 120,628
Loans and Notes Receivable, Net 49,004 261,571 - - 310,575
Due from Other Funds 20,922 16,833 - - 37,755
Inventories 7,681 - - - 7,681
Total Assets 2,186,342 420,053 345,889 173,069 3,125,353
LIABILITIES AND FUND BALANCES
Liabilities
Accounts Payable 380,929 108,344 18,226 12,087 519,586
Accrued Liabilities 81,912 - - - 81,912
Claims and Judgments 1,304 - - - 1,304
Escheat Liability 95,000 - - - 95,000
Due to Other Funds 19,034 20,922 - - 39,956
Unearned Revenues 159,626 291,701 33,387 - 484,714
Total Liabilities 737,805 420,967 51,613 12,087 1,222,472
Fund Balances
Nonspendable 7,681 - - - 7,681
Restricted 114,418 - 294,276 160,982 569,676
Committed 209,557 - - - 209,557
Assigned 91,597 - - - 91,597
Unassigned (Deficit) 1,025,284 (914) - - 1,024,370
Total Fund Balances 1,448,537 (914) 294,276 160,982 1,902,881
Total Liabilities and Fund Balances $ 2,186,342 $ 420,053 $ 345,889 $ 173,069 $ 3,125,353

See Accompanying Notes to Basic Financial Statements
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STATE OF DELAWARE

RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET

TO THE STATEMENT OF NET POSITION
June 30, 2013
(Expressed in Thousands)

Total Fund Balances - Governmental Funds

Amounts reported for governmental activities in the statement of
net position are different because:

Net capital assets used in governmental activities are not
financial resources and therefore are not reported in the
funds. These assets consist of:

Land

Land Improvements

Buildings

Easements

Equipment, Vehicles and Software

Construction-In Progress

Certain revenues are earned, but are not available to pay for the
current period's expenditures and are reported as unearned in the
funds balance sheet.

Certain liabilities net of related assets are not due and payable in the
current period and are not reported in the fund balance sheet. These
liabilities consist of:

Interest Payable

Claims and Judgments (Current and Long-term)

Compensated Absences (Current and Long-term)

Other Post Employment Benefits

Pollution Remediation Obligations (Current and Long-term)

Notes Payable

Net Pension Obligation

General Obligation Long-term Debt and

Related Accounts
Other Long-term Obligations

Total Net Position of Governmental Activities

See Accompanying Notes to Basic Financial Statements
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(28,550)
(119,088)

(1,991,484)
(2,271)
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$

1,902,881
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STATE OF DELAWARE

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES
IN FUND BALANCES (DEFICITS)
GOVERNMENTAL FUNDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2013

(Expressed in Thousands)

Total
Local School Capital Governmental
General Federal District Fund Projects Funds
Revenues
Personal Taxes $ 1,130,501 $ - $ - $ - $ 1,130,501
Business Taxes 2,051,071 - - - 2,051,071
Other Tax Revenue 217,880 - 504,620 - 722,500
Licenses, Fees, Permits and Fines 335,566 - 502 - 336,068
Rentals and Sales 125,033 205 10,292 - 135,530
Grants 36,882 1,490,891 2,148 - 1,529,921
Interest and Other Investment Income 9,425 22 2,190 - 11,637
Other 186,877 5,770 25,529 - 218,176
Total Revenues 4,093,235 1,496,888 545,281 - 6,135,404
Expenditures
Current:
General Government 447,339 12,126 - - 459,465
Health and Children's Services 1,325,368 1,127,398 - - 2,452,766
Judicial and Public Safety 620,644 43,217 - - 663,861
Natural Resources and
Environmental Control 137,122 35,399 - - 172,521
Labor 29,988 38,566 - - 68,554
Education 1,451,323 233,886 473,936 - 2,159,145
Unrestricted Payments to
Component Unit - Education 109,003 - 32,697 - 141,700
Capital Outlay - - - 226,123 226,123
Debt service:
Principal 155,096 - - - 155,096
Interest and Other Charges 77,136 - - - 77,136
Costs of Issuance of Debt 1,118 - - - 1,118
Total Expenditures 4,354,137 1,490,592 506,633 226,123 6,577,485
Excess (Deficiency) of
of Revenues Over
(Under) Expenditures (260,902) 6,296 38,648 (226,123) (442,081)
Other Sources (Uses) of
Financial Resources
Transfers In 520,883 16,833 51,553 - 589,269
Transfers Out (75,734) (39,673) (102,322) (133,296) (351,025)
Issuance of General
Obligation Bonds - - - 336,330 336,330
Issuance of Advanced
Refundings (132,178) - - - (132,178)
Premiums on Bond Sales - - - 44,635 44,635
Other Financing Sources - - - 29,134 29,134
Total Other Sources
(Uses) of Financial
Resources 312,971 (22,840) (50,769) 276,803 516,165
Net Change in Fund
Balances 52,069 (16,544) (12,121) 50,680 74,084
Fund Balances - Beginning as Restated
(Note 1) 1,396,468 15,630 306,397 110,302 1,828,797
Fund Balances (Deficits) - Ending $ 1,448,537 $ (914) $ 294,276 $ 160,982 $ 1,902,881

See Accompanying Notes to Basic Financial Statements

23



STATE OF DELAWARE
RECONCILIATION OF THE NET CHANGES IN FUND BALANCES -
TOTAL GOVERNMENT FUNDS TO CHANGE IN NET POSITION
OF GOVERNMENTAL ACTIVITIES
FOR THE FISCAL YEAR ENDED JUNE 30, 2013
(Expressed in Thousands)

Net Changes in Fund Balances $ 74,084

Amounts reported for governmental activities in the
statement of activities are different because:

Governmental funds report capital outlays as
expenditures. However, in the statement of
activities, the cost of those assets is allocated over
their estimated useful lives as depreciation expense.
In the current period, these amounts are:

Capital Outlays 242,499
Depreciation Expense (111,701)
130,798
Revenues in the statement of activities that do not
provide current financial resources are not reported
as revenues in the funds. 26,301
Bond proceeds provide current financial resources
to governmental funds, but 1ssuing debt increases
long-term liabilities in the statement of net position.
Repayment of bond principal is an expenditure in
the governmental funds, but the repayment reduces
long-term liabilities in the statement of net position.
Components of the debt related adjustments consist of:
Debt Service Principal Repayments 155,096
Advanced Refunding Payments 132,178
New Debt Issued (Face Value) (336,330)
Premium Received (44,635)
Issuance costs 1,118
Amortization of Premium/Issuance Costs 15,383
(77,190)
Some expenses reported in the statement of activities
do not require the use of current financial resources and
therefore, the changes in these liabilities are not
reported as expenditures in the governmental funds:
Accrued Interest Expense 2,943
Claims and Judgments (8,795)
Compensated Absences (5,868)
Other Post Employment Benefits (185,495)
Pollution Remediation Obligation 2,228
Pension Obligation (1,091)
Notes Payable (29,134)
Other Liabilities (2,914)
Change in Net Position in the Statement of Activities $ (74,133)

See Accompanying Notes to Basic Financial Statements
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STATE OF DELAWARE
STATEMENT OF NET POSITION
PROPRIETARY FUNDS
JUNE 30, 2013
(Expressed in Thousands)

Unemployment Lottery DelDOT Total
ASSETS
Cash and Cash Equivalents $ 22,877 $ 1,743 $ 76,502 $ 101,122
Cash and Pooled Investments - 1,756 4,597 6,353
Accounts Receivable, Net 17,810 11,070 17,449 46,329
Taxes Receivable, Net 24,484 - - 24,484
Intergovernmental Receivables, Net 1 - 27,058 27,059
Interest Receivable - - 536 536
Inventories - - 18,425 18,425
Prepaid Items - - 4,356 4,356
Escrow Insurance Deposits - - 182 182
Due from Other Funds 1,524 677 - 2,201
Bond Issuance Costs - - 2,381 2,381
Investments:
Unrestricted - - 78,455 78,455
Restricted - 209 177,496 177,705
Other Assets - 2,447 - 2,447
Capital Assets:
Capital Assets, Non-depreciable - - 3,957,266 3,957,266
Capital Assets, Depreciable, Net - - 197,848 197,848
Total Capital Assets, Net - - 4,155,114 4,155,114
Total Assets 66,696 17,902 4,562,551 4,647,149
LIABILITIES
Accounts Payable - 7,042 47,234 54,276
Accrued Liabilities 30,564 4,714 6,002 41,280
Escrow Deposits - - 6,122 6,122
Interest Payable 1,524 - 23,696 25,220
Advances from Federal Government 71,539 - 593 72,132
Due Within One Year (Note 10) - - 93,220 93,220
Due in More Than Within One Year (Note 10) - 5,146 1,166,203 1,171,349
Total Liabilities 103,627 16,902 1,343,070 1,463,599
NET POSITION
Net Investment in Capital Assets - - 3,142,841 3,142,841
Restricted for:
Debt Service - - 163,539 163,539
Unrestricted (deficit) (36,931) 1,000 (86,899) (122,830)
Total Net Position $ (36,931) $ 1,000 $ 3,219,481 $ 3,183,550

See Accompanying Notes to Basic Financial Statements
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STATE OF DELAWARE
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN FUND NET POSITION
PROPRIETARY FUNDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2013
(Expressed in Thousands)

Unemployment Lottery DelDOT Total
Operating Revenues:
Unemployment Taxes-State Funded $ 107,646  $ - -3 107,646
Gaming Revenue - 635,264 - 635,264
Pledged Revenues:
Turnpike Revenue - - 120,089 120,089
Motor Vehicle and Related Revenue - - 265,609 265,609
Turnpike Revenue - - 46,224 46,224
Passenger Fares - - 14,589 14,589
Miscellaneous - - 16,098 16,098
Total Operating Revenues 107,646 635,264 462,609 1,205,519
Operating Expenses:
Unemployment Benefits - State Funded 106,213 - - 106,213
Unemployment Benefits - Federal Funded 61,194 - - 61,194
Cost of Sales - 246,843 - 246,843
Prizes - 99,264 - 99,264
Transportation - - 499,386 499,386
Depreciation - - 25,332 25,332
General and Administrative - 11,360 16,450 27,810
Total Operating Expenses 167,407 357,467 541,168 1,066,042
Operating Income (Loss) (59,761) 277,197 (78,559) 139,477
Nonoperating Revenues (Expenses):
Investment Loss - - (608) (608)
Interest Expense (2,101) - (39,224) (41,325)
Unemployment Taxes-Federal Funded 65,194 - - 65,194
Other Revenue 7,323 - - 7,323
Contributions to Thoroughbred Program - (1,000) - (1,000)
Gain on Disposal of Assets - - 1,018 1,018
Total Nonoperating
Revenues (Expenses) 70,416 (1,000) (38,814) 30,602
Income (Loss) Before Transfers
and Capital Contributions 10,655 276,797 (117,373) 170,079
Capital Contributions - - 211,245 211,245
Transfers In 2,089 - 43,257 45,346
Transfers Out - (276,797) (6,793) (283,590)
Increase in Net Position 12,744 - 130,336 143,080
Net Position - Beginning of Year (49,675) 1,000 3,089,145 3,040,470
Net Position - End of Year $ (36,931) § 1,000 3,219,481 $ 3,183,550

See Accompanying Notes to Basic Financial Statements
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STATE OF DELAWARE
STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2013
(Expressed in Thousands)

Cash Flows from Operating Activities:
Receipts from Employers
Payments for Insurance Claims
Receipts from Customers and Users
Other Operating Receipts
Payments to Suppliers for Goods and Services
Payments to Employees for Services
Payments for Prizes
Payment for Commissions

Net Cash Provided (Used) by Operating Activities

Cash Flows from Noncapital Financing Activities:
Advances from Federal Government
Receipts from Federal Government
Interest paid on Advances
Transfers In
Transfers Out

Net Cash Provided (Used) by Noncapital Financing Activities

Cash Flows from Capital and Related Financing Activities:
Capital Grants
Purchases of Capital Assets
Principal Paid on Capital Debt
Interest Paid on Capital Debt
Proceeds from Sale of Land and Equipment
Bond issuance Costs
Federal Reimbursement of Debt Service

Net Cash Used by Capital and Related Financing Activities

Cash Flows from Investing Activities:
Interest and Investment Revenues
Repayment on Loan Receivable
Escrow Deposits Received
Purchase of Investments
Proceeds from Sales and Maturities of Investments

Net Cash Provided by Investing Activities

Net Increase (Decrease) in Cash, Cash Equivalents and Pooled Investments

Cash, Cash Equivalents and Pooled Investments- Beginning of Year
Cash, Cash Equivalents and Pooled Investments - End of Year

Reconciliation of Operating Income (Loss) to Net Cash
Provided (Used) by Operating Activities:
Operating Income (Loss)
Adjustments to Reconcile Operating Income (Loss) to Net Cash
Provided (Used) by Operating Activities:
Depreciation Expense
Decrease (Increase) in Assets:
Receivables, Net
Inventories
Prepaid Items
Increase (Decrease) in Liabilities:
Accounts and Other Payables
Accrued Liabilities
Accrued Expenses
Accrued Payroll and Related Expenses
Post-Employment Benefits
Due To/From Government

Net Cash Provided (Used) by Operating Activities

Schedule of Noncash Noncapital Financing Activities
Forgiveness of Advances from Federal Government

Unemployment Lottery DelDOT Total

$ 101,878 $ - - $ 101,878
(169,035) - (3.848) (172,883)
- 634,702 459,188 1,093,890

R - 2,435 2,435
- (37,798) (375,216) (413,014)
- (5,723) (119,724) (125,447)
- (99,020) - (99,020)
- (213,495) - (213,495)
(67,157) 278,666 (37,165) 174,344
2,449 - - 2,449
65,103 - - 65,103
(2,266) - - (2,266)
2,255 - 43,257 45,512
- (282,389) (6,793) (289,182)
67,541 (282,389) 36,464 (178,384)

- - 194,853 194,853
- - (146,610) (146,610)
. - (83,425) (83,425)
- - (48,115) (48,115)

- - 2,036 2,036
- - (®) ®)

- - 10,880 10,880
- - (70,389) (70,389)

- - 2,392 2,392

- - 853 853

- - 135 135

- - (369,265) (369,265)

- 271 465,570 465,841

- 271 99,685 99,956

384 (3,452) 28,595 25,527
22,493 6,951 52,504 81,948
22,877 3,499 81,099 107,475
(59,761) 271,797 (78,559) 139,477
- - 25,332 25,332
(5,770) (562) (930) (7,262)

- - 103 103

- - (550) (550)

- - 451 451
(1,628) 9) (1,390) (3,027)

- 243 1,458 1,701

- 1,197 (3,161) (1,964)

R - 24,607 24,607

2 - (4,526) (4,524)

S  (67,157) $ 278,666 (37,165) $ 174344
$ 7,323 $ - - $ 7,323

See Accompanying Notes to Basic Financial Statements
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STATE OF DELAWARE
STATEMENT OF FIDUCIARY NET POSITION
FIDUCIARY FUNDS
JUNE 30, 2013
(Expressed in Thousands)

Investment
Pension Trust OPEB Trust Trust Agency
Assets:
Cash and Cash Equivalents $ 432315 $ 3899 $ 2521 $ 28,694
Cash and Pooled Investments 687 35,095 - 25,002
Receivables:
Accrued Interest 15,090 - 74 -
Investment Sales Pending 17,193 - 91 -
Employer Contributions 9,438 6,576 - -
Member Contributions 2,655 74 - -
Other Receivables - - - 46,172
Investments, at Fair Value:
Domestic Fixed Income 266,599 76,172 6,065 -
Domestic Equities 1,871,050 75,610 14,543 -
Pooled Equity and Fixed Income 2,860,837 - 15,101 -
Alternative Investments 1,520,018 - 8,065 -
Short Term Investments - - - 2,772
Foreign Fixed Income 145,425 - 770 -
Foreign Equities 953,246 35,831 7,246 -
Total Assets 8,094,553 233,257 54,476 102,640
Liabilities:
Accounts Payable - - - 102,640
Investment Purchase Payable 27,908 - 148 -
Benefits/Claims Payable 1,429 11,556 - -
Accrued Investment Expense 4,921 6 26 -
Accrued Administrative Expenses 497 5 - -
Total Liabilities 34,755 11,567 174 102,640
Net Position:
Assets Held in Trust for
Benefits and Pool Participants $ 8,059,798 $ 221690 $ 54302 % -

See Accompanying Notes to Basic Financial Statements
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STATE OF DELAWARE

STATEMENT OF CHANGES IN FIDUCIARY NET POSITION
FIDUCIARY FUNDS

FOR THE FISCAL YEAR ENDED JUNE 30, 2013
(Expressed in Thousands)

Additions:
Contributions:
Employer Contributions

Transfer of Contributions from Post-Retirement Increase Fund

Transfer of Assets from Outside the System
Member Contributions
Other
Total Contributions
Investments:
Investment Earnings
Net Increase in Fair Value of Investments

Total Investment Earnings

Less Investment Manager/Advisor/Custody Fees
Less Investment Administrative Expenses

Net Investment Earnings
Total Additions
Deductions:

Transfer of Assets from Post-Retirement Increase Fund
Transfer of Assets from Outside the System
Pension/Claim Payments
Refunds of Contributions to Members
Group Life Payments
Administrative Expenses

Total Deductions

Change in Net Position

Net Position - Beginning of Year

Net Position - End of Year

See Accompanying Notes to Basic Financial Statements
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Investment
Pension Trust OPEB Trust Trust

$ 236,140 $ 193,089 $ -
26,585 - -

3,018 14,897 661

59,798 7,390 -

9 - -

325,550 215,376 661
140,245 4,647 1,035
680,885 11,760 4,339
821,130 16,407 5,374
(21,008) (74) (116)

(697) - -

799,425 16,333 5,258
1,124,975 231,709 5,919
26,585 - -

1,954 - 630

519,075 173,034 -

4,028 - -

5,361 - -

5,930 72 1

562,933 173,106 631
562,042 58,603 5,288
7,497,756 163,087 49,014

$ 8,059,798 $ 221,690 $ 54,302




STATE OF DELAWARE
COMBINING STATEMENT OF NET POSITION
DISCRETELY PRESENTED COMPONENT UNITS
JUNE 30, 2013
(Expressed in Thousands)

Delaware
Delaware Agricultural
State Diamond Riverfront Delaware Delaware Land
Housing State Port Development State Charter Preservation
Authority Corporation  Corporation  University Schools Foundation Total
ASSETS
Cash and Cash Equivalents $ 43,870 $ 5,582 $ 1191 $ 2098 % -3 - $ 52741
Cash and Pooled Investments 10,736 - 28 16,526 35,868 7,957 71,115
Accounts and Other Receivables, Net 51,217 2,923 64 15,338 2,828 - 72,370
Loans and Notes Receivable, Net 258,048 - 2,978 - - 52 261,078
Inventories - 867 - - - - 867
Prepaid Items 3,530 1,237 138 - 162 - 5,067
Deferred Bond Issuance Costs 7,081 - - 1,726 737 - 9,544
Investments 700,970 - - 23,095 - - 724,065
Other Assets 3 - 879 47 90 - 1,019
Restricted Assets:
Cash and Cash Equivalents 965 19,890 2,000 22,404 5,871 - 51,130
Other Restricted Assets - - - 6,445 20 - 6,465
Capital Assets:
Capital Assets - Non-Depreciable 4,346 26,733 13,664 4,532 23,581 213,369 286,225
Capital Assets - Depreciable, Net 14,139 140,205 99,118 210,733 62,735 - 526,930
Total Capital Assets, Net 18,485 166,938 112,782 215,265 86,316 213,369 813,155
Total Assets 1,094,905 197,437 120,060 302,944 131,892 221,378 2,068,616
DEFERRED OUTFLOWS OF RESOURCES
Derivative Instrument - Interest Rate Swap - - - - 1,206 - 1,206
Total Deferred Outflow of Resources - - - - 1,206 - 1,206
LIABILITIES
Accounts Payable 1,057 149 892 6,047 4,072 26 12,243
Accrued Liabilities 18 7,617 100 4,876 9,085 6 21,702
Unearned Revenue - 39 58 3,280 81 - 3,458
Due Within One Year (Note 10) 14,540 1,324 1,320 4,186 2,555 7 23,932
Due in More Than Within One Year (Note 10) 660,621 25,383 13,214 114,395 83,791 - 897,404
Total Liabilities 676,236 34,512 15,584 132,784 99,584 39 958,739
DEFERRED INFLOWS OF RESOURCES
Derivative Instrument - Interest Rate Swap - - - - 1,823 - 1,823
Total Deferred Inflow of Resources - - - - 1,823 - 1,823
Net Position
Net Investment in Capital Assets 18,484 140,231 100,248 114,776 5,504 213,369 592,612
Restricted for:
Federal and State Regulations 304,832 - - 435 - 7,970 313,237
Bond Covenants 53,788 - - - - - 53,788
Other Purposes - - - 14,131 - - 14,131
Unrestricted 41,565 22,694 4,228 40,818 26,187 - 135,492
Total Net Position $ 418,669 $ 162,925 $ 104476  $170,160 $ 31691 $ 221,339  $1,109,260

See Accompanying Notes to Basic Financial Statements
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STATE OF DELAWARE
COMBINING STATEMENT OF ACTIVITIES
DISCRETELY PRESENTED COMPONENT UNITS
FOR THE FISCAL YEAR ENDED JUNE 30, 2013
(Expressed in Thousands)

Net (Expenses) Revenues and
Changes in Net Position

Program Income Delaware Diamond Delaware
Grants and Contributions State State Riverfront  Delaware  Delaware Agricultural
Charges for Housing Port Development State Charter Lands Preservation
Expenses Services Operating Capital Authority  Corporation Corporation University Schools Foundation Total

Components Units
Delaware State Housing Authority $ 105677 $ 49745 $ 79,963 $ 878 $ 24909 $ - $ - 3 - $ - % - $ 24,909
Diamond State Port Corporation 37,764 36,750 - 12,089 - 11,075 - - - - 11,075

Riverfront Business
Improvement District 10,046 1,668 200 6,124 - - (2,054) - - - (2,054)
Delaware State University 123,295 55,802 31,445 7,340 - - - (28,708) - - (28,708)
Delaware Charter Schools 117,904 13,216 4,712 3,086 - - - - (96,890) - (96,890)
Delaware Agricultural Lands Preservation Foundation 966 - 5,075 3,264 - - - - - 7,373 7,373
$ 395652 $ 157,181 $ 121395 $ 32,781 24,909 11,075 (2,054) (28,708) (96,890) 7,373 (84,295)

General Revenues

Unrestricted Payments from Primary Government - - - 33,943 107,757 - 141,700
Investment Income (Loss) (31,161) (1,132) 147 (1,762) 157 1 (33,750)
Gain on Disposal of Assets - - (1,060) - - - (1,060)
Miscellaneous - - - 185 4,494 71 4,750
Total General Revenues (31,161) (1,132) (913) 32,366 112,408 72 111,640
Change in Net Position (6,252) 9,943 (2,967) 3,658 15,518 7,445 27,345
Net Position - Beginning of Year as Restated (Note 1) 424,921 152,982 107,443 166,502 16,173 213,894 1,081,915
Net Position - Ending of Year $ 418669 $ 162925 $ 104476 $ 170,160 $ 31691 $ 221,339 $ 1,109,260

See Accompanying Notes to Basic Financial Statements
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State of Delaware Notes to the Financial Statements, June 30, 2013

NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying financial statements of the State of Delaware (the State) have been prepared
in conformity with accounting principles generally accepted in the United States (GAAP) as
prescribed by the Governmental Accounting Standards Board (GASB).

(a) Reporting Entity

The accompanying financial statements present the State’s primary government and include
all funds, elected officials, departments and organizations, bureaus, boards, commissions, and
authorities that comprise the State’s legal entity. Also included in the State’s primary
government are the State’s 16 local school districts and 3 vo-tech schools (collectively
referred to as the local school districts). The local school districts have separately elected
boards, but they have not been specifically granted power by legislation to be legally
separate. Based on the powers and authority granted in Title 14 of the State of Delaware
code, the primary government holds sufficient power and responsibility that the local school
districts have been accounted for as not being legally separate and as a result have been
reported in the primary government. The financial activity of the local school districts is
reported in the General Fund, Local School District Fund (for real estate taxes levied by the
Schools), Federal Fund, and the Capital Projects Fund.

The DelDOT enterprise fund is also included in the reporting entity of the primary
government. DelDOT has the overall responsibility for coordinating and developing
transportation polices for the state along with the maintenance and operation of roadways and
bridges that fall under its jurisdiction. To assist DelDOT in their mission, the State and
DelDOT created the Delaware Transportation Authority (the Authority), which includes the
activities of the Transportation Trust Fund (the Trust Fund) and the Delaware Transit
Corporation (DTC). The Authority is a body politic and corporate whose actions are
overseen by the Secretary of Transportation, the Director of the Office of Financial
Management and Budget, and the Administrator of the Trust Fund. The Authority’s
principal role is to provide financing to DelDOT and as a result is a blended component unit
of DelDOT.

Fiduciary funds, although legally separate entities, are in substance part of the State’s
operations. The State’s reporting entity also comprises its component units, entities for which
the State is considered either financially accountable or the nature and the significance of
their relationship with the State is such that exclusion would cause the State’s financial
statements to be misleading. Blended component units are reported within the primary
government. Discretely presented component units are reported in a separate column in the
government-wide financial statements (see note below for description) to emphasize that
such are legally separate from the State.

The decision to include and how to report a component unit in the State’s reporting entity is
based on several criteria, including legal standing, debt responsibility, fiscal dependency, and
financial accountability. The State is financially accountable for legally separate
organizations if it appoints a voting majority of the organization’s board and (1) it is able to
impose its will on that organization or (2) there is a potential for the organization to provide
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State of Delaware Notes to the Financial Statements, June 30, 2013

specific financial benefits to, or impose specific financial burdens on, the State. The State
may also be financially accountable if an organization is fiscally dependent on the State and
there is a potential for the organization to provide specific benefits to or impose specific
financial burdens on the State, regardless of whether the organization has a separately elected
governing board, a governing board appointed by a higher level of government, or a jointly
appointed board.

Blended Component Units

The Delaware Public Employees’ Retirement System (DPERS) is a public employee
retirement system, which covers substantially all State employees. The DPERS is a legally
separate entity, which includes its blended component unit, the First State Independence
Fund I, LLC, a hedge fund-of-funds which DPERS is considered to be financially
accountable. DPERS’ Board is comprised of five members appointed by the Governor and
confirmed by the State Senate, plus two ex-officio members. It provides services and
benefits almost exclusively to the primary government, and it is considered a blended
fiduciary funds component unit and is shown in the financial statements as part of the
primary government as a pension trust fund. The financial report of DPERS for the fiscal
year ended June 30, 2013 may be obtained in writing to the State Board of Pension Trustees
and Office of Pensions, McArdle Building, Suite 1, 860 Silver Lake Boulevard, Dover,
Delaware 19904-2402.

The Delaware Other Post Employment Benefit Fund Trust (OPEB Trust) is a trust, which
provides retirement medical coverage to pensioners and their eligible dependents in the
State’s Employees’, Judiciary, New State Police, and Closed State Police Pension Plans. The
OPEB Trust is a legally separate entity and by legislative code the Board of DPERS serves as
the Board of the OPEB Trust. It provides services and benefits almost exclusively to the
primary government. The OPEB Trust is considered a blended fiduciary funds component
unit and is shown in the financial statements as part of the primary government as the OPEB
Trust Fund.

The Delaware Economic Development Authority (DEDA) was established by 29 Del. C. 50,
Subchapter 1V as a legally separate entity to assist the State in the financing of citizens and
activities of exempt persons in order to contribute to the prosperity, health, and general
welfare of the citizens of the State by acting as the financing vehicle. DEDA is considered
to be a blended component unit due to the board being the same as the primary government
and is reported as part of the General Government in the General Fund of the primary
government.

The Sustainable Energy Utility, Inc. (SEU) is a legally separate 501(c)(3) nonprofit
organization, which was established to reduce energy waste and foster a sustainable energy
future for the State. The Governor appoints seven of the eleven members. It provides
benefits almost exclusively to the primary government by developing and coordinating
programs for the purpose of promoting sustainable use of energy by State departments and
agencies. The SEU is considered a blended component unit and is shown as part of the
Natural Resources and Environmental Control function in the General Fund of the primary
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government.
Discretely Presented Component Units

The following component units are entities that are legally separate from the State, but are
financially accountable to the State for reporting purposes or whose relationship with the
State is such that exclusion would cause the State’s financial statements to be misleading.
The component units’ column of the basic financial statements includes the financial data of
these entities. Each discretely presented component unit has a June 30, 2013 fiscal year-end.

Complete financial statements for each of the discretely presented component units may be
obtained from their respective administrative offices.

Delaware State Housing Authority (DSHA)

The Delaware State Housing Authority is a public corporation whose Director is appointed
by the Governor with the consent of the State Senate and serves at the Governor’s pleasure.
The DSHA is governed by the Council on Housing whose eleven members are appointed by
the Governor. The DSHA administers the role of providing affordable housing as a key
aspect of State policy. The State provides both General Fund appropriations and capital
funding to assist DSHA in its mission. Certain transactions of the DSHA require the
approval of the primary government. The DSHA is authorized, among other things, to (1)
make mortgage, construction and other loans to not-for-profit and limited for-profit housing
sponsors; (2) make loans to mortgage lenders, requiring the proceeds thereof to be used for
making newly qualified residential mortgage loans; (3) purchase qualified mortgage loans
from mortgage lenders; and (4) apply for and receive assistance and subsidies under
programs from the federal government and others.

Diamond State Port Corporation (DSPC)

The Diamond State Port Corporation was organized as a body corporate and politic
constituting a public instrumentality of the State. The DSPC is empowered to operate,
improve and maintain the Port of Wilmington and related facilities. The Governor appoints
eight of the fifteen members of the board of directors, with the advice and consent of the
Senate. Certain transactions of the DSPC require the approval of the primary government.

Riverfront Development Corporation (RDC)

The Riverfront Development Corporation was formed to plan, develop and manage programs
and projects intended to foster economic development along the Brandywine and Christina
Rivers. The Governor appoints seven of the eighteen board members; however, seven of the
remaining eleven directors consist of the Governor and six State officials. Authorization by
the State’s Budget Director and Controller General is required before funds of the RDC may
be expended, which indicates imposition of will.
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Delaware State University (DSU or the University)

Delaware State University is a public institution of higher education. Funding is primarily
through State appropriations. State appropriations, without restrictions as to use by the
University, are reported in general revenue. Additional funding is derived from tuition,
federal grants, private donations and grants. The Board of Trustees is comprised of fifteen
members, eight appointed by the Governor of Delaware and seven elected by the Trustees.
The President of the University and the Governor of the State of Delaware serve as ex-officio
members of the Board. Delaware State University financial data includes its two component
units, the Delaware State University Student Housing Foundation and the Delaware State
University Foundation, Inc. The State annually appropriates funding for the University,
which totaled more than $33 million in fiscal year ending June 30, 2013, which is twenty
eight percent of the University’s total revenues.

Delaware Charter Schools

The State’s 22 Charter Schools are public schools funded primarily through State
appropriations. Additional funding is derived from federal grants passed through from the
primary government, private donations and funds received from local school districts on a tax
portion per child basis. State funding for the Charter Schools totaled $107.8 million for fiscal
year ending June 30, 2013 which represents over eighty percent of the Charter Schools’ total
revenues. Each Charter School is a separate legal entity managed by their own separate
board of directors and operate independently under a charter granted by the State Department
of Education with the approval of the State Board of Education. Charters are granted for an
initial period of three years and renewable every five years thereafter. Charter Schools issue
their own debt but are dependent on the State for their primary funding. Financial
information for Delaware Charter Schools is presented in the aggregate as they are
individually immaterial to the State’s basic financial statements.

Delaware Agricultural Lands Preservation Foundation (DALPF)

The Delaware Agricultural Lands Preservation Foundation was established to provide
comprehensive agricultural lands preservation programs to serve the long-term needs of the
agriculture community and the citizens of Delaware. State appropriations fund DALPF for
their specific programs. DALPF is comprised of twelve trustees and the Governor of the
State of Delaware appoints ten of them. DALPF shall continue until its existence is
terminated by law, whereby all of its rights, properties and liabilities shall pass to and be
assumed by the State.

Related Organizations

Organizations in which the State appoints the voting majority of the board but the State is not
financially accountable for the organizations are considered related organizations.

The Delaware Solid Waste Authority (DSWA) is a legally separate entity and the primary

government appoints all seven members of its governing board. The primary government’s
accountability for DSWA does not extend beyond making the appointments. The DSWA is
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responsible for implementing solid waste disposal, recycling, and resource recovery systems,
facilities and services for the State of Delaware. The financial activities of DSWA are not
included in the State’s financial statements.

The Delaware Health Facilities Authority (DHFA) was established by 16 Del. C.92 for the
benefit of the people of the State, the increase of their commerce, welfare and prosperity and
the improvement of their health and living conditions and provides a measure of assistance
and an alternative method to enable facilities to provides structures needed to accomplish this
purpose. All of the seven members of the board are appointed by the Governor. The primary
government’s accountability for DHFA does not extend beyond making the appointments.
The financial activities of DHFA are not included in the State’s financial statements.

Complete financial statements for each of the related organizations may be obtained from
their respective administrative offices.

Jointly Governed Organization

The Delaware River and Bay Authority (DRBA), a body politic, was created with the
intention of advancing the economic growth and development of those areas in the State of
Delaware and the State of New Jersey, which border the Delaware River and Delaware Bay.
DRBA is governed by twelve commissioners: six appointed by the State of Delaware and six
appointed by the State of New Jersey. DRBA is autonomous from a day-to-day operations
perspective and neither State is obligated for the DRBA’s debt. DRBA is not included in the
basic financial statements as the State of Delaware has no ongoing financial interest or
financial responsibility. Complete financial statements for the DRBA may be obtained from
its administrative office.

Other Organization

The Governor appoints eight members of the governing board of the University of Delaware
(the University). The remaining twenty members are elected separately. Since the primary
government’s accountability does not extend beyond State grants to the University and there
is a lack of fiscal dependency, the financial activities of the University are not included in the
State’s basic financial statements.

Government-Wide and Fund Financial Statements

The government-wide financial statements (i.e., the statement of net position and the
statement of activities) report information on all of the non-fiduciary activities of the primary
government and its component units. For the most part, the effect of interfund activity has
been removed from these statements. Governmental activities, which normally are supported
by taxes and intergovernmental revenues, are reported separately from business-type
activities, which rely to a significant extent on fees and charges for support. Likewise, the
primary government is separately presented from certain legally separate component units for
which the State is financially accountable.
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The statement of net position measures not just current assets and liabilities, but also long-
term assets and liabilities such as capital assets (including infrastructure assets) and general
long-term debt. The difference between the State’s assets and its liabilities is its net position.
Net position is displayed in three components — net investment in capital assets (capital
assets, net of accumulated depreciation and related debt); restricted; and unrestricted. Net
position is restricted when constraints are placed that are either externally imposed or are
imposed by constitutional provisions or enabling legislation. When both restricted and
unrestricted resources are available for use, generally it is the State’s policy to use restricted
resources first, then unrestricted resources as they are needed.

The statement of activities demonstrates the degree to which the direct expenses of a given
function or segments are offset by program revenues. Direct expenses are those that are
clearly identifiable with a specific function or segment. Program revenues include 1) charges
to customers or applicants who purchase, use, or directly benefit from goods, services, or
privileges provided by a given function or segment and 2) grants and contributions that are
restricted to meeting the operational or capital requirements of a particular function or
segment. Taxes and other items properly excluded among program revenues are reported as
general revenues.

Separate fund financial statements are provided for governmental funds, proprietary funds,
and fiduciary funds, even though the latter are excluded from the government-wide financial
statements. Major individual governmental funds and major individual proprietary funds are
reported in separate columns in the fund financial statements.

(b) Measurement Focus, Basis of Accounting, and Financial Statement Presentation

The government-wide financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting, as are the proprietary fund and
fiduciary fund financial statements. Agency funds reported as part of the fiduciary fund
financial statements are custodial in nature and do not present results of operations and,
therefore, do not have a measurement focus. Revenues are recorded when earned and
expenses are recorded when a liability is incurred, regardless of the timing of related cash
flows. Property taxes are recognized as revenues in the year for which they are levied and
other taxes are recognized when the transaction occurs. Grants and similar items are
recognized as revenue as soon as all eligibility requirements have been met.

As a general rule, the effect of interfund activity has been eliminated from the government-
wide financial statements. Exceptions to this general rule are charges between the State’s
enterprise operations and various other functions of the government. Elimination of these
charges would distort the direct costs and program revenues reported for the various
functions concerned.

Intrafund non-exchange transactions between the primary government and component units

are reported as operating or capital grants as appropriate for restricted amounts. Unrestricted
amounts are reported as general revenue.
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Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are recognized as
soon as they are both measurable and available. Revenues are considered to be available
when they are collectible within the current period or soon enough thereafter to pay liabilities
of the current period. For this purpose, the State considers all revenues to be available if they
are collected within 60 days of the end of the current fiscal period. Expenditures generally
are recorded when a liability is incurred, as under accrual accounting. However, debt service
expenditures, as well as expenditures related to other long term liabilities including
compensated absences and claims and judgments, are recorded only when payment is due.

Taxes, grants, fees, sales, rents, and interest income associated with the current fiscal period
are all considered to be susceptible to accrual and have been recognized as revenues of the
current fiscal period to the extent earned and available. All other revenue items are
considered to be measurable and available only when cash is received by the State. Revenue
related to expenditure driven grants is recognized when the qualifying expenditures have
been incurred and all other requirements for recognition have been met.

Governmental Funds
The State reports the following major governmental funds:

General Fund — The General Fund is the State’s primary operating fund. It accounts for all
financial resources obtained and used for those services traditionally provided by a state
government, which are not required to be accounted for in other funds. These services
include, among others, education, and health and social services.

Federal Fund — The Federal Fund accounts for all activities relating to the State’s federal
grant programs.

Local School District Fund — The Local School District Fund is used to account for
aggregate financial activity of the State’s local school districts that is funded by locally-
raised real estate taxes, interest, and minor miscellaneous revenue. All other financial activity
that is funded from sources, such as federal grant programs, major and minor capital project
programs, and subsidized government programs are accounted for in the General Fund,
Federal Fund, and Capital Projects Fund.

Capital Projects Fund — Transactions related to resources obtained and used for the
acquisition or construction of major capital facilities (other than those financed by
Proprietary and Fiduciary Funds), are accounted for in the Capital Projects Fund. Such
resources are derived principally from proceeds of general obligation bond issues, federal
grants, and transfers from the General Fund.

Proprietary Funds

Proprietary funds are used to account for those activities which are financed and operated in
a manner similar to private business enterprises. The costs of providing services to the public
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on a continuing basis are financed by or recovered primarily through user charges.

Proprietary funds distinguish operating revenues and expenses from non-operating items.
Operating revenues and expenses generally result from providing services and producing and
delivering goods in connection with a proprietary fund’s principal ongoing operations. The
principal operating revenues of the unemployment fund are charges to employers for taxes
against wages. The principal operating revenues of the lottery fund and DelDOT fund are
charges to customers for sales and services.

The Lottery fund recognizes revenue from online games on the day of the drawing. Revenue
from the sale of instant tickets is recognized when the book has been activated and 85% of
the related prizes of an activated book are paid, 90 days from the date of activation, or when
the next pack of the same game is activated. Revenue from the video lottery and table games
is recognized, net of prizes paid, at the time the public plays the game. Revenue from the
sports lottery is also recognized at the time the public plays the game.

Operating expenses for proprietary funds include the cost of sales and services,
administrative expenses, and depreciation on capital assets. For the unemployment fund,
expenses are payments of benefits to recipients. All expenses not meeting this definition are
reported as non-operating expenses.

The State reports the following major proprietary funds:

DelDOT Fund — The DelDOT Fund accounts for the activities relating to the operation of the
State’s Department of Transportation, including the Delaware Transportation Trust
(Authority), which is comprised of the Transportation Trust Fund and Delaware Transit
Corporation.

Unemployment Fund — The Unemployment Fund accounts for the activities relating to the
State’s Unemployment Insurance Trust Fund.

Lottery Fund — The Lottery Fund accounts for the activities relating to the State’s Lottery
program.

Fiduciary Funds

The fiduciary funds account for assets held by the State in a trustee capacity or as an agency
for other individuals or organizations. The fiduciary fund statements are reported using the
economic resources measurement focus and the accrual basis of accounting.

The State reports the following fiduciary funds:

Agency Funds — Agency funds are custodial in nature and do not involve measurement of the
results of operations. They account for the receipt of various taxes, deposits, deductions, and

certain property collected by the State, acting in the capacity of an agent, and for the
distribution to other governmental units or designated beneficiaries.
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Pension Trust Funds — The Delaware Public Employees’' Retirement System (DPERS) is a
public employee retirement system, which covers substantially all State employees. It
provides services and benefits almost exclusively to the primary government and it is
considered a fiduciary fund and is shown in the financial statements as part of the primary
government as a pension trust fund. Pension trust funds account for transactions, assets,
liabilities and net position available for plan benefits (Note 15). For pension trust funds,
employee contributions are recognized as revenue in the period in which the employee
services are performed. Employer contributions are recognized when due and the employer
has made a formal commitment to provide the contributions. Benefits and refunds are
recognized when due and payable in accordance with the terms of each plan.

Investment Trust Funds — Investment Trust Funds are used to account for external investment
pools where a government commingles the monies of more than one legally separate entity
and invests, on the participants’ behalf, in an investment portfolio; one or more of the
participants is not part of the sponsor’s reporting entity. The Investment Trust Fund accounts
for the transactions, assets, liabilities and fund equity for the DPERS’s external investment
pool and for the OPEB Fund Investment Trust Fund.

OPEB Trust Fund — The OPEB Trust Fund is a trust administered by DPERS. In addition to
providing pension benefits, the State is statutorily required to provide health insurance
coverage and survivor benefits for retired employees and their survivors. Substantially all of
the State’s employees may become eligible for these benefits if they reach normal retirement
age while working for the State. Health care benefits are provided through plans whose
premiums are based on the benefits paid during the year. The cost of providing post-
retirement benefits is shared between the State and the retired employee.

New Accounting Pronouncements

During fiscal year ending June 30, 2013, the state adopted GASB Statement No. 61, The
Financial Reporting Entity: Omnibus and amendment GASB Statements No. 14 and No. 34.
The objective of this Statement is to improve financial reporting for a governmental financial
reporting entity and to better meet user needs and to address reporting entity issues that have
arisen since the issuance of Statements No. 14 and No. 34.

This Statement modifies certain requirements for inclusion of component units in the
financial reporting entity. For organizations that previously were required to be included as
component units by meeting the fiscal dependency criterion, a financial benefit or burden
relationship also would need to be present between the primary government and that
organization for it to be included in the reporting entity as a component unit. Further, for
organizations that do not meet the financial accountability criteria for inclusion as component
units but that, nevertheless, should be included because the primary government's
management determines that it would be misleading to exclude them, this Statement clarifies
the manner in which that determination should be made and the types of relationships that
generally should be considered in making the determination. This Statement also amends the
criteria for reporting component units as if they were part of the primary government (that is,
blending) in certain circumstances. This Statement also clarifies the reporting of equity
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interests in legally separate organizations and amends certain note disclosure requirements.
The adoption of Statement No. 61 in 2013 resulted in the State decreasing net position of the
governmental activities as of June 30, 2012 in the amount of $213.9 million for the change of
DAPLF from blended with the governmental activities to a discretely presented component
unit and a related $525 thousand decrease in the General Fund balance as of June 30, 2012 on
the Governmental Funds Balance Sheet as follows:

Government Wide Statement of Net Position
(Expressed in Thousands)

Discretely
Presented
Governmental Business-Type Component
Activities Activities Total Units
Net Position as previously reported at June 30, 2012 $ 1,981,648 $ 3,040,470 $ 5,022,118 $ 828,792
Apply GASB 61:
DAPLF (213,894) - (213,894) 213,894
1,767,754 3,040,470 4,808,224 1,042,686
Other:
DSHA (Note 21) - - - 58,931
Other - - - (19,702)
Net Position as restated at July 1, 2012 $ 1,767,754 $ 3,040,470 $ 4,808,224 $1,081,915
Governmental Funds Balance Sheet
(Expressed in Thousands)
Local School  Capital
General Federal District Projects Total

Net Position as previously reported at June 30, 2012 $ 1396993 $ 15,630 $ 306,397 $ 110,302 $1,829,322
Restatement for GASB 61 Adjustment (525) - - - (525)

Net Position as restated at July 1, 2012 $ 1396468 $ 15630 $ 306,397 $ 110,302 $1,828,797

During fiscal year ending June 30, 2013 the State adopted GASB Statement No. 63 Financial
Reporting of Deferred Outflows of Resources, Deferred Inflows of Resources, and Net
Position. This Statement provides financial reporting guidance for deferred outflows of
resources and deferred inflows of resources. GASB Concepts Statement No. 4, Elements of
Financial Statements, introduced and defined those elements as a consumption of net assets
by the government that is applicable to a future reporting period, and an acquisition of net
assets by the government that is applicable to a future reporting period, respectively. GASB
Concepts Statement No. 4 also identifies net position as the residual of all other elements
presented in a statement of financial position. Statement No. 63 amends the net asset
reporting requirements in Statement No. 34, Basic Financial Statements—and Management's
Discussion and Analysis—for State and Local Governments, and other pronouncements by
incorporating deferred outflows of resources and deferred inflows of resources into the
definitions of the required components of the residual measure and by renaming that measure
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as net position, rather than net assets. The adoption of Statement No. 63 resulted only in the
State renaming net assets to net position.

Impact of Future Accounting Pronouncements

In 2012, the GASB issued No. 65 Items Previously Reported as Assets and Liabilities. This
Statement establishes accounting and financial reporting standards that reclassify, as deferred
outflows of resources or deferred inflows of resources, certain items that were previously
reported as assets and liabilities and recognizes, as outflows of resources or inflows of
resources, certain items that were previously reported as assets and liabilities. GASB
Concepts Statement No. 4, Elements of Financial Statements, introduced and defined the
elements included in financial statements, including deferred outflows of resources and
deferred inflows of resources. Statement No. 65 amends the financial statement element
classification of certain items previously reported as assets and liabilities to be consistent
with the definitions in GASB Concepts Statement No. 4. This Statement also provides other
financial reporting guidance related to the impact of the financial statement elements deferred
outflows of resources and deferred inflows of resources, such as changes in the determination
of the major fund calculations and limiting the use of the term deferred in financial statement
presentations. The provisions of this Statement are effective for financial statements for
periods beginning after December 15, 2012. Earlier application is encouraged. The State is
currently evaluating the future impact of this statement.

In 2012, the GASB issued No. 66 Technical Corrections—2012— an amendment of GASB
Statements No. 10 and No. 62. The objective of this Statement is to improve accounting and
financial reporting for a governmental financial reporting entity by resolving conflicting
guidance that resulted from the issuance of two pronouncements, Statements No. 54 Fund
Balance Reporting and Governmental Fund Type Definitions, and No. 62 Codification of
Accounting and Financial Reporting Guidance Contained in Pre-November 30, 1989 FASB
and AICPA Pronouncements. This Statement amends Statement No. 10 Accounting and
Financial Reporting for Risk Financing and Related Insurance Issues, by removing the
provision that limits fund-based reporting of an entity's risk financing activities to the general
fund and the internal service fund type. This Statement also amends Statement No. 62 by
modifying the specific guidance on accounting for (1) operating lease payments that vary
from a straight-line basis, (2) the difference between the initial investment (purchase price)
and the principal amount of a purchased loan or group of loans, and (3) servicing fees related
to mortgage loans that are sold when the stated service fee rate differs significantly from a
current (normal) servicing fee rate. The provisions of this Statement are effective for periods
beginning after December 15, 2012. The State is currently evaluating the future impact of
this statement.

In June of 2012, the GASB issued No. 67 Financial Reporting for Pension Plans—an
amendment of GASB Statement No. 25. The objective of this Statement is to improve
financial reporting by state and local governmental pension plans. This Statement results
from a comprehensive review of the effectiveness of existing standards of accounting and
financial reporting for pensions with regard to providing decision-useful information,
supporting assessments of accountability and inter-period equity, and creating additional
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transparency. This Statement will replace the requirements of Statements No. 25 Financial
Reporting for Defined Benefit Pension Plans and Note Disclosures for Defined Contribution
Plans, and No. 50 Pension Disclosures, as they relate to pension plans that are administered
through trusts or equivalent arrangements (hereafter jointly referred to as trusts) that meet
certain criteria. The requirements of Statements No. 25 and 50 remain applicable to pension
plans that are not administered through trusts covered by the scope of this Statement and to
defined contribution plans that provide postemployment benefits other than pensions. This
Statement and Statement No. 68 establish a definition of a pension plan that reflects the
primary activities associated with the pension arrangement—determining pensions,
accumulating and managing assets dedicated for pensions, and paying benefits to plan
members as they come due. The provisions of this Statement are effective for fiscal years
beginning after June 15, 2013. The State is currently evaluating the future impact of this
statement.

In June of 2012, the GASB issued No. 68 Accounting and Financial Reporting for Pensions
— An Amendment to GASB Statement No. 27. The primary objective of this Statement is to
improve accounting and financial reporting by state and local governments for pensions. It
also improves information provided by state and local governmental employers about
financial support for pensions that is provided by other entities. This Statement results from a
comprehensive review of the effectiveness of existing standards of accounting and financial
reporting for pensions with regard to providing decision-useful information, supporting
assessments of accountability and inter-period equity, and creating additional transparency.
This Statement and Statement No. 67 establish a definition of a pension plan that reflects the
primary activities associated with the pension arrangement — determining pensions,
accumulating and managing assets dedicated for pensions, and paying benefits to plan
members as they come due. In addition, this Statement details the recognition and disclosure
requirements for employers with liabilities (payables) to a defined benefit pension plan and
for employers whose employees are provided with defined contribution pensions. This
Statement also addresses circumstances in which a non-employer entity has a legal
requirement to make contributions directly to a pension plan. This Statement is effective for
fiscal years beginning after June 15, 2014. This will result in the liability being included on
the statement of net position.

In 2013, the GASB issued No. 69 Government Combinations and Disposals of Government
Operations. This Statement establishes accounting and financial reporting standards related
to government combinations and disposals of government operations. As used in this
Statement, the term government combinations includes a variety of transactions referred to as
mergers, acquisitions, and transfers of operations. The requirements of this Statement are
effective for government combinations and disposals of government operations occurring in
financial reporting periods beginning after December 15, 2013, and should be applied on a
prospective basis. Earlier application is encouraged. The State is currently evaluating the
future impact of this statement.

In 2013, the GASB issued No. 70 Accounting and Reporting for Non-exchange Financial

Guarantees. Some governments extend financial guarantees for the obligations of another
government, a not-for-profit organization, a private entity, or individual without directly
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receiving equal or approximately equal value in exchange (a non-exchange transaction). As a
part of this non-exchange financial guarantee, a government commits to indemnify the holder
of the obligation if the entity or individual that issued the obligation does not fulfill its
payment requirements. Also, some governments issue obligations that are guaranteed by
other entities in a non-exchange transaction. The objective of this Statement is to improve
accounting and financial reporting by state and local governments that extend and receive
non-exchange financial guarantees. The provisions of this Statement are effective for
reporting periods beginning after June 15, 2013. Earlier application is encouraged. Except for
disclosures related to cumulative amounts paid or received in relation to a non-exchange
financial guarantee, the provisions of this Statement are required to be applied retroactively.
Disclosures related to cumulative amounts paid or received in relation to a non-exchange
financial guarantee may be applied prospectively. The State is currently evaluating the future
impact of this statement.

(c) Assets, Liabilities, and Net Assets or Equity
Cash Equivalents, Cash and Pooled Investments, and Investments

Cash equivalents consists of demand deposits, short-term money market securities, and other
deposits held by financial institutions, generally with original maturities of three months or
less.

Cash and Pooled Investments consist of cash equivalents, commercial paper, certificates of
deposit, short-term (12 to 18 months) and long-term investments, which comprise corporate,
municipal and U.S. government obligations, held and managed by the State Treasurer.

Investment securities are stated at quoted market prices, except that investment securities
with a remaining maturity at time of purchase of one year or less are stated at cost or
amortized cost.

All of the investment assets of the Pension and Investment Trust Funds, with the exception of
the Closed State Police Pension Plan (which is a pay-as-you-go plan) and the Delaware
Volunteer Fireman’s Fund (which is a length of service award plan), are pooled and invested
in a common Master Trust. Investments are presented at fair value. Fair values for fixed
income and equity securities are determined by quoted market prices based on national
exchanges when available. Pooled investments are funds wherein the System owns units or
shares of commingled equity, bond, and cash funds. Pooled investments are redeemable with
the underlying funds at net asset values under the original terms of the partnership
agreements and/or subscription agreements. Alternative investments include nontraditional
investments, some of which may be illiquid, such as limited partnerships, venture capital
funds, or private LLCs.

DPERS or management generally uses net asset value as reported by investment managers as
a practical expedient to fair value for its investments in pooled and alternative investment
funds. Net asset values provided by pooled and alternative investment managers are based
on quoted prices for the funds’ underlying securities (most of which are marketable), as well
as estimates, appraisals, assumptions, and methods that are established by valuation

44



State of Delaware Notes to the Financial Statements, June 30, 2013

committees and reviewed by DPERS or management. Net asset value may differ from fair
value, and under some circumstances, DPERS or management may determine, based on
other information available, that an underlying investment’s reported valuation does not
represent fair value. These net asset values are review by DPERS or management and its
investment advisor; both management and the custodian receive periodic and audited annual
financial reports from the alternative fund managers.

Receivables and Payables

Activities between funds that are representative of lending/borrowing arrangements
outstanding at the end of the fiscal year are referred to as “due to/from other funds” (i.e., the
current portion of interfund loans). All trade and property tax receivables, including those
for the component units, are shown net of an allowance for uncollectibles and refunds.

Inventories and Prepaid Items

All inventories are valued at cost using the first-in/first-out (FIFO) method. Inventories of
governmental funds are recorded as expenditures when consumed, rather than when
purchased. Certain payments to vendors reflect costs applicable to future accounting periods
and are recorded as prepaid items in both government-wide and fund financial statements.

Restricted Assets

When both restricted and unrestricted resources are available for use, it is the State’s policy
to use restricted resources first, and then unrestricted resources as needed. In the government-
wide financial statements, restricted net assets represent balances that are subject to external
restrictions or were created by enabling legislation.

The State has the following restricted assets:

e The Delaware Transportation Authority restricts revenue bond proceeds that are
accounted for in the Transportation Fund.

e The governmental activities have funds that are required to be restricted as disclosed
in Note 16.

The discretely presented component units have the following restricted assets:

e Diamond State Port Corporation has restricted investments for capital project outlays.

e Delaware State University has restricted assets for capital project outlays, grants, and
college endowment funds.

e Charter schools have restricted assets to cover debt service payments, capital
improvements and donor imposed restrictions.

e Delaware State Housing Authority has restricted assets used for the specific purpose
of housing development fund activities per enabling legislation.
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Capital Assets

Capital assets, which include property, plant, equipment, and infrastructure assets (which are
normally immovable and of value only to the State, such as roads, bridges, sidewalks, and
similar items), are reported in the applicable governmental or business-type activities
columns in the government-wide financial statements, the proprietary funds and discretely
presented component units.

Capital assets are defined by the State as assets with estimated useful lives in excess of one
year at the date of acquisition. Such assets are recorded at historical cost if purchased or
constructed, or estimated historical cost if the original cost is not determinable. Donated
capital assets are recorded at estimated fair market value at the date of donation.

All land and buildings are capitalized, regardless of cost. Equipment and vehicles are
capitalized when the cost of individual items exceeds $25,000. Building and land
improvements are capitalized when the cost of the project exceeds $100,000. Infrastructure
and software are capitalized when the costs of individual items or projects exceed $1.0
million. The costs of normal maintenance and repairs that do not add to the value of the asset
or materially extend assets lives are not capitalized, but rather expenses as incurred.

The State possesses certain capital assets that have not been capitalized and depreciated,
because the assets cannot be reasonably valued and/or the assets have inexhaustible useful
lives. These assets include works of art and historical treasures, such as statues, monuments,
historical documents, paintings, forts, miscellaneous State capitol-related artifacts and
furnishings. These assets are held for public exhibition, education or research in the
furtherance of public service rather than for financial gain; they are protected, kept
unencumbered, cared for and preserved; and they are subject to an organizational policy that
requires the proceeds from sales of collection items to be used to acquire other items for
collections.

Major outlays for capital assets and improvements are capitalized as projects are constructed.
Interest incurred during the construction phase of capital assets of business-type activities is
included as part of the capitalized value of the assets constructed. Property, plant, equipment,
and software of the primary government and component units is depreciated using the
straight line method over the following estimated useful lives:

Primary Component
Government Unit
Asset Years Years
Buildings and Building Improvements 10 - 40 15-75
Land Improvements 20 N/A
Furniture and Equipment 3-12 3-40
Vehicles 7 N/A

Software 5 N/A
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The State has elected to use the modified approach to account for certain infrastructure
assets. Under this process, the State does not record depreciation expense nor are amounts
capitalized in connection with improvements to these assets, unless the improvements expand
the capacity or efficiency of an asset. Utilization of this approach requires the State to: 1)
commit to maintaining and preserving affected assets at or above a condition level
established by the State, 2) maintain an inventory of the assets and perform periodic
condition assessments to ensure that the condition level is being maintained, and 3) make
annual estimates of the amounts that must be expended to maintain and preserve assets at the
predetermined condition levels. Roads and bridges maintained by the Department of
Transportation are accounted for using the modified approach.

Advances from Federal Government

During the fiscal year ended June 30, 2013, the amount of unemployment insurance taxes
collected by the Division of Unemployment Insurance from Delaware employers was not
sufficient to cover the amount of benefits paid to Delaware residents. As a result, the
unemployment fund received advances from the federal government to be used for benefit
payments. Pursuant to Subchapter XII — Advances to State Unemployment Funds, 42 U.S.C.
81321, advances are made to the unemployment fund once all funds in the trust have been
extinguished, and amounts borrowed must be no more than the aggregate amount necessary
to provide benefit payments in any three-month period, as certified by the Federal Secretary
of Labor. These advances must be repaid when funds become available in the
Unemployment Fund. Interest accrues daily, and the interest rate varies, based upon the
outstanding balance of the loan. Interest is due annually on September 30 and is to be paid
using appropriations from the State General Fund. Total accrued interest was $1.5 million as
of June 30, 2013 and a corresponding receivable due from the State General Fund has been
accrued accordingly. The outstanding advance balance totaled $71.5 million as of June 30,
2013.

For the year ended June 30, 2013, $20.1 million was received in advance largely for Health
and Human Services and Education programs and is recorded in the Federal Fund.

Compensated Absences

It is the State’s policy to permit employees to accumulate earned, but unused vacation and
sick pay benefits. In the governmental fund financial statements, liabilities for compensated
absences are accrued when they are considered “due and payable” and recorded in the fund
only for separations or transfers that occur before year-end. In the government-wide and
proprietary fund financial statements, the State has accrued a liability for compensated
absences, recognizing the obligation to make future payments.

Long-Term Obligations
In the government-wide financial statements and proprietary fund financial statements, long-

term debt and other long-term obligations are reported as liabilities in the applicable
governmental activities, business-type activities, or proprietary fund statement of net assets.
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Bond premiums and discounts, as well as issuance costs, are deferred and amortized over the
life of the bonds using the effective interest method. Bond issuance costs are reported as
deferred charges and amortized over the term of the related debt.

In the fund financial statements, governmental funds recognize bond premiums and
discounts, as well as bond issuance costs, during the current period. The face amount of debt
issued is reported as other financing sources. Premiums received on debt issuances are
reported as other financing sources while discounts on debt issuances are reported as other
financing uses. Issuance costs, whether or not withheld from the actual debt proceeds
received, are reported as expenditures.

Fund Equity

In governmental fund types, fund equity is called “fund balance.” Fund balances are reported
as nonspendable, restricted, committed, assigned, or unassigned as described in note 16.

The State Constitution provides that certain excess unencumbered budgetary general funds at
the end of a fiscal year must be placed in a reserve account (the Budgetary Reserve Account).
This account, designed to mitigate the operational impact of any future unanticipated deficits
may not exceed 5% of the estimated general fund revenue for the ensuing fiscal year. Total
funding of the budgetary reserve account was $198.9 million at June 30, 2013.

When resources meeting more than one of the classifications (excluding nonspendable) are
commingled in an account, assuming that expenditure meets the constraints of the
classification, the assumed order of spending is restricted first, committed second, assigned
third and finally unassigned.

In proprietary funds, fund equity is called net position. Net position is comprised of three
components: net investment in capital assets; restricted; and unrestricted.

(d) Grants

(€)

Federal grants and assistance awards made on the basis of entitlement periods are recorded as
intergovernmental receivables when entitlement occurs. All other federal reimbursement type
grants are recorded as accounts receivable when the related expenditures or expenses are
recognized. Related revenue is recorded subject to availability in the governmental funds.
Amounts not collected within 60 days of fiscal year-end are recorded as deferred revenue in
the governmental funds.

Litigation Revenue

In 1997, several states began litigation against defendant tobacco product manufacturers to
recover certain amounts the states expended to provide health care to the users of tobacco
products. In 1998, a settlement was reached which provided that the states cease litigation
against the manufacturers. As part of the Master Settlement Agreement, certain
manufacturers agreed to remit periodic payments to the states until 2025. The State’s share of
the estimated $200 billion settlement amounted to $774.5 million. Amounts to be remitted
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are calculated based on a variety of specific settlement provisions. Future tobacco product
sales are one key factor used in determining periodic payment amounts. A receivable of
$13.5 million has been recorded pursuant to the settlement. The Master Settlement agreement
receipts of $26.3 million are recorded in the general fund as part of other revenue and as
miscellaneous general revenue on the government-wide statement of activities. Expenditures
of monies received under the Master Settlement Agreement are authorized by legislation and
are dedicated to health care and related programs.

() Management Estimates

The preparation of the basic financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make estimates
and assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the basic financial statements. Estimates also
affect the reported amounts of revenues and expenditures during the reporting period. Actual
results could differ from those estimates.

NOTE 2 CASH, INVESTMENTS AND RESTRICTED ASSETS
Cash Management Policy and Investment Guidelines

The State Treasurer maintains the majority of the deposits and investments of the primary
government and uses professional money managers to invest the State's deposits according to
guidelines set in the Statement of Objectives and Guidelines for the Investment of State of
Delaware Funds (the Policy) by the State’s Cash Management Policy Board (the Board). The
Board, created by State law, establishes policies for, and the terms, conditions, and other matters
relating to, the investment of all money belonging to the State except money in DPERS, the
OPEB Trust and money held under the State deferred compensation program. By law, all
deposits and investments belonging to the State are under the control of the State Treasurer in
various pooled investment funds (State Investment Pool) except for those that, by specific
authority, are under the control of other agencies or component units, as determined by the
Board. The deposit and investment policies of those entities may differ from those of the State
Treasurer. Typically, these agencies follow the deposit and investment policies of the State
Treasurer in an effort to minimize deposit and investment risks.

As mandated by State statutes, the State’s funds shall be invested pursuant to the prudent person
standard as defined in the Policy. The prudent person standard allows the Board to establish
investment policies based on investment criteria that it defines, and it allows the Board to
delegate investment authority to investment professionals. This standard of care not only permits,
but also encourages diversifying investments across various asset classes.

The objectives and guidelines, as outlined in the Policy, apply to all cash and special purpose
funds for which the State is financially accountable. These funds are categorized as outlined
below:

e Cash Accounts. Cash accounts divide the State's available cash into three parts:
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Collection and Disbursement Accounts: The State maintains an amount of cash in
its general collection and disbursement accounts sufficient to meet its outstanding
obligations.

Cash and Liquidity Accounts: The majority of the State's cash balance available
for investment is maintained in the cash and liquidity accounts. These accounts
are managed and invested by investment managers, selected by the Board through
competitive bid, in order to maximize the return to the State while, at the same
time, providing for safety of principal and sufficient liquidity for the State to meet
its cash needs. The State manages its short-term investments to ensure sufficient
liquidity and prevent their premature sale for the purpose of covering
expenditures. Short-term investments should mature at face value in sufficient
amounts to meet any needs.

Reserve Cash (Intermediate) Account: To the extent cash is not expected to be
needed on short notice, the Board directs the funding of a third part. This account
is managed and invested by an in