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COMMONWEALTH OF PENNSYLVANIA
GOVERNOR'S OFFICE
HARRISBURG

January 17, 2003

ROBERT A. BITTENBENDER
SECRETARY
OFFICE OF THE BUDGET

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

We are pleased to present this Comprehensive Annual Financial Report (CAFR) of the Commonwealth of
Pennsylvania as of and for the fiscal year ended June 30, 2002. The Office of the Budget, Comptroller
Operations, prepared this report, which includes the Basic Financial Statements (BFS), pursuant to the power
vested in the Governor under Section 701 of the Administrative Code and delegated to the Secretary of the
Budget by Executive Order No. 1984-3, dated October 11, 1984.

The BFS were prepared in conformity with generally accepted accounting principles (GAAP) as
prescribed by the Governmental Accounting Standards Board (GASB). We believe the financial statements are
fairly stated in al material respects; that they are presented in a manner designed to fairly report the
Commonwealth’'s financial position, results of operations, and changes in net assets/fund balances; and that al
disclosures necessary to enable the Governor, the members of the General Assembly, the public, and the financia
community to fully understand the Commonwealth’s operations and financial affairs have been included.
Responsibility for the completeness and fairness of the presentation, including al disclosures, rests with the
Commonwealth of Pennsylvania, Office of the Budget.

The June 30, 2002 BFS follow Management’s Discussion and Anaysis (MD&A), which provides an
overview of the Commonwealth’s financial position and activities and helps readers to understand the content of
the government-wide statements. This new section immediately follows the auditors’ opinion in this CAFR. In
addition to the MD&A and BFS, this CAFR includes: combining fund financial statements; supporting
schedules; certain narrative information describing individual funds, and statistical tables presenting financial,
economic, and demographic data about the Commonwealth.

PROFILE OF THE GOVERNMENT

Recognized as the Keystone State, Pennsylvania's population is estimated at over 12 million citizens,
which is 4.36 percent of the United States' population. Pennsylvania is located in the Mid-Atlantic region and
consists of 45,333 square miles of wide valleys, narrow mountains, and winding rivers, ranking 32™ in land area
among all the states. The Commonwealth’s government system consists of three separate branches. The judicial
branch is composed of the Supreme Court, Superior Court, Commonwealth Court, and other Courts. The
legidlative branch consists of the Senate and the House of Representatives. The executive branch is headed by the
Governor and other elected officials. The following charts identify specific Commonwealth officials and staff
within Comptroller Operations, respectively, at June 30, 2002:
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THE GENERAL FUND

The Genera Fund, the Commonwealth’s largest operating fund, may be used to assess Pennsylvania's
financial position and activities for the fiscal year ended June 30, 2002. It accounts for al revenues and other
receipts that are not required by law to be accounted for or deposited in other specia funds and reflects a
significant portion of Commonwealth expenditures. Tax revenues, principally personal and corporate income and
sales and use taxes, congtitute approximately 56.5 percent of the General Fund budgetary basis revenues. The
functional assignments for General Fund expenditures are: direction and supportive services, protection of
persons and property, health and human services, public education, recreation and cultural enrichment, economic
development, transportation and transfers to debt service funds for all obligations except those incurred for
highway or other special revenue fund purposes.

BUDGET ADOPTION AND LEGAL COMPLIANCE/BUDGETARY RESULTS

A discussion of the Commonwealth’s annual budget process is included as Required Supplementary
Information (RSI) following the notes to the financial statements. The adopted budget provides legal control over
spending. Under Commonwealth law, expenditures cannot exceed amounts appropriated. Budgetary control is
exercised by specific, line-item appropriation. The Budgetary Comparison Schedule, included as RSl of this
CAFR, provides original budget, final budget and actual budgetary results for the fiscal year ended June 30, 2002.

During the fiscal year ended June 30, 2002, total General Fund expenditures and other uses exceeded
revenues and other sources by $193.6 and, at June 30, 2002, the Commonwealth reported an
unreserved/undesignated fund balance (budgetary basis) of $142.8 in the General Fund. This compares to a
budgetary basis fund balance of $336.4 (restated) at June 30, 2001. The budgetary basis results for the fiscal year
ended June 30, 2002 include revenue collections totaling $32,952.5 less appropriation authorizations totaling
$34,289.2, plus other net financing sources totaling $1,143. Included in the $34,289.2 appropriation
authorizations are $88.8 of state supplemental appropriations and $198.6 in Federa supplemental appropriations
authorized during the fiscal year ended June 30, 2002 (amounts in millions).

FUND BALANCE INCREASE/(DECREASE) —FIVE MOST RECENT FISCAL YEARS

The following table shows the Genera Fund's year end unreserved/undesignated fund balance and
increases or decreases (expressed in millions) on abudgetary basis at the end of the five most recent fiscal years:

Unreserved/

Undesignated Increase
At June 30 Fund Balance (Decr ease)
1998 (restated) $ 265.3 $ (137.0)
1999 4475 182.2
2000 610.5 163.0
2001 (restated) 336.4 (274.1)
2002 142.8 (193.6)



CASH MANAGEMENT

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

In addition, the Treasury Department is empowered to invest Commonwealth monies that are in excess of
daily needs of the various Commonwealth Funds. At June 30, 2002, the Treasury Investment Program includes
the following types of investments:

Per cent

United States Treasury and Government Agency Obligations 36.2
Repurchase Agreements 22,5
Domestic Equities 145
Corporate Bonds and Notes 99
PHEAA HelpStart 7.1
Money Market Funds 51
Commercia Paper (Moody's Prime One Rating or Equivalent) 2.6
Certificates of Deposits 12
Other 1.0

100.0

The Treasury Investment Program totaled $8.3 hillion at June 30, 2002. Because participating funds
purchase pool shares of the Treasury Investment Program, they report share balances as temporary investments.

RISK MANAGEMENT

The Commonwealth maintains ongoing training and information programs to reduce risks associated with
employee injury and negligence, contract compliance, tort liabilities and property losses. As more fully described
a Note M to the financial statements, the Commonwealth became self-insured for employe disability and medical
claims on July 1, 1983. The Commonwealth is also self-insured for annuitant medical/hospital benefits and tort
liabilities, including automobile, employe and transportation-related claims. Reserves have been established to
fund self-insured claims. Third-party coverage is obtained for property losses in excess of $1 million per
occurrence, to a limit of $100 million per occurrence. Coverage for property losses less than $1 million or more
than $100 million is maintained through the Commonwealth’ s self-insurance program.

INDEPENDENT AUDIT

The Commonwealth’s June 30, 2002 BFS have been jointly audited by the Department of the Auditor
General and Ernst & Young LLP, an independent public accounting firm. The independent auditors' opinion is
included in the beginning of the Financial Section of this CAFR. The auditors opinion provides a reasonable
basis for usersto rely on the information included in the BFS.



ECONOMIC OUTLOOK

The tenth recession of the postwar period began in March 2001. While economic growth resumed in
2002, the pace of economic growth so far has fluctuated widely and has weakened dlightly during the fourth
guarter of 2002. The recovery had been anticipated to be significantly slower in terms of economic growth than
experienced with a normal recession. During most past recovery periods, growth has averaged between five and
seven percent annually while the forecast for growth following the current recession isin the three to four percent
range.

The modest anticipated rate of economic growth reflects the uncertainty that currently exists about the
national recovery. While current economic growth appears to have slowed, the economic outlook for the
remainder of the fiscal year is good. Consumer and Federal spending have provided recent support to the
economy. As other sectors of the economy improve, the recovery will broaden and economic growth will
accelerate.

CERTIFICATE OF ACHIEVEMENT

The CAFR will be submitted to the Government Finance Officers Association of the United States and
Canada (GFOA) to determine its digibility for the GFOA’s Certificate of Achievement for Excellence in
Financial Reporting. The GFOA awarded a Certificate of Achievement for Excellence in Financial Reporting to
the Commonwealth of Pennsylvania for its Comprehensive Annual Financial Report as of and for the fiscal year
ended June 30, 2001. This represents the sixteenth consecutive year the Commonwealth of Pennsylvania has
received this award.

To merit a certificate of achievement, a government unit must publish an easily readable and efficiently
organized Comprehensive Annual Financia Report, which conforms to GFOA standards and satisfies both
generally accepted accounting principles and applicable legal requirements. A certificate of achievement is valid
for a period of one year only. We believe the Comprehensive Annual Financial Report of the Commonwealth of
Pennsylvania as of and for the fiscal year ended June 30, 2002 conforms to the GFOA’ s award criteria.

ACKNOWLEDGMENTS

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

Sincerely,

Raobert A. Bittenbender Harvey C. Eckert

Secretary Deputy Secretary for Comptroller Operations
Office of the Budget Office of the Budget
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ot DI # Central Pennsylvania Practice
L aticy Deat e 17 Commerce Court, Suite 200
R Y 2601 Market Place

5 T . k! Har P . !
Department of the Auditor General arrisburg, Pennsylvania 17110-9359

Commonwealth of Pennsylvania
Harrisburg, Pennsylvania 17120-0018

Report of Independent Auditors

The Honorable Edward G. Rendell, Governor
Commonwealth of Pennsylvania
Harrisburg, Pennsylvania

We have jointly audited the accompanying financial statements of the governmental
activities, the business-type activities, the aggregate discretely presented component units,
each major fund, and the aggregate remaining fund information of the Commonwealth of
Pennsylvania (the “Commonwealth”), as of and for the year ended June 30, 2002, which
collectively comprise the Commonwealth’s basic financia statements as listed in the
table of contents. These financia statements are the responsibility of the
Commonwealth’s management. Our responsibility is to express opinions on these
financial statements based on our audit.

We did not jointly audit the financial statements of certain component units, which
represent 31 percent of total assets and 7 percent of total revenues of the aggregate
remaining fund information, 100 percent of the total assets and total revenues of the
Pension and Other Employee Benefits Trust Funds, and 99 percent of the assets and 99
percent of the revenues of the aggregate discretely presented component units. We also
did not jointly audit the financial statements of two enterprise funds, which represent 1
percent of total assets and 1 percent of total revenues of the aggregate remaining fund
information. The financial statements of these component units and enterprise funds
were audited by other auditors, including Ernst & Young LLP acting separately, whose
reports thereon have been furnished to us, and our opinion, insofar as it relates to the
amounts included for those component units and enterprise funds, is based solely on the
reports of the other auditors. Ernst & Young LLP has audited separately 6 percent of total
assets and 12 percent of operating revenues of the discretely presented component units.

Except as discussed in the following paragraph, we conducted our audit in accordance
with auditing standards generally accepted in the United States of America. Those
standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes
examining, on atest basis, evidence supporting the amounts and disclosures in the

14



The Honorable Edward G. Rendell, Governor
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financia statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overal financial
statement presentation. We believe that our audit and the reports of other auditors
provide areasonable basis for our opinions.

In our origina report dated January 17, 2003 on the Commonwedlth’s financial
statements at and for the year ended June 30, 2002, based on our audit and the reports of
other auditors, we issued an unmodified opinion on the aggregate discretely presented
component units. On October 22, 2003, the Commonwealth was informed that the
independent auditor for the State System of Higher Education (SSHE) would no longer
consent to the use of its previously issued report on the June 30, 2002 financial statements
of SSHE. Asaresult, the financial statements of SSHE as of and for the year ended June
30, 2002 have not been audited, and we were not engaged to audit the SSHE financial
statements as part of our audit of the Commonwealth’s basic financial statements.
SSHE's financia activities are included in the Commonwesalth’'s basic financia
statements as a discretely presented component unit and represent 10 percent, 9 percent,
and 40 percent of the fiscal year 2002 assets, net assets, and revenues, respectively, of the
Commonwealth’ s aggregate discretely presented component units.

In our opinion, based on our audit and the reports of other auditors, and except for the
effects of such adjustments, if any, as might have been determined to be necessary had
SSHE's financial statements been audited, the financial statements referred to above
present fairly, in al material respects, the financial position of the aggregate discretely
presented component units for the Commonwealth of Pennsylvania as of June 30, 2002
and the changes in financial position thereof for the year then ended, in conformity with
accounting principles generally accepted in the United States of America

In addition, 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,
each major fund, and the aggregate remaining fund information of the Commonwealth of
Pennsylvania as of June 30, 2002, and the respective changes in financial position and
cash flows, where applicable, thereof for the year then ended in conformity with
accounting principles generally accepted in the United States of America

As described in Note A to the financial statements, the Commonwealth has implemented
a new financial reporting model, as required by the provisions of GASB Statement No.
34, “Basic Financial Statements—and Management’s Discussion and Anaysis—for State
and Local Governments,” as of July 1, 2001.

As described in Note S to the financial statements, governmental activities' net assets and
genera fund fund-balance have been restated to report inheritance taxes receivable. In
addition, previously reported capital assets have been restated to include all capital assets

15



The Honorable Edward G. Rendell
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used by SSHE but titled in the name of the Commonwealth in the statement of net assets
as capital assets of the Commonwealth’s governmental activities. Such assets were
previoudy reported as SSHE assets included as part of the aggregate discretely presented
component units.

Management’s discussion and analysis and budgetary comparison information on pages
17 through 28 and 107 through 116 are not a required part of the basic financia
statements but are supplementary information required by the Governmental Accounting
Standards Board. We and the other auditors have applied certain limited procedures,
which consisted principally of inquiries of management regarding the methods of
measurement and presentation of the required supplementary information. However, we
did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements
that collectively comprise the Commonweath of Pennsylvania's basic financial
statements. The introductory section, combining non-major and individual fund financial
statements, and statistical section are presented for purposes of additional analysis and are
not a required part of the basic financial statements. The combining non-magor and
individual fund financial statements have been subjected to the auditing procedures
applied by us and the other auditors in the audit of the basic financial statements and, in
our opinion, based on our audit and the reports of other auditors, are fairly stated in all
material respects in relation to the basic financial statements taken as a whole. The
introductory and statistical sections have not been subjected to the auditing procedures
applied in the audit of the basic financia statements and, accordingly, we express no
opinion on them.

Aot R Gsery, g, MfMLLP

January 17, 2003, except for Note S,
as to which the date is February 19, 2004
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MANAGEMENT’S DISCUSSION AND ANALYSIS (Restated)

Overview and discussion of basic financial statements

For the fiscal year ended June 30, 2002, the Commonwealth of Pennsylvaniais presenting “Basic Financial Statements’ (BFS)
as required by the Governmental Accounting Standards Board' s Statement No. 34. BFS replace what were formerly General-
Purpose Financial Statements and retain part of what was formerly presented in our financia statements. The
Commonwealth’s BFS consist of its government-wide and fund financial statements which are supplemented by note
disclosures and required supplementary information (such as this Management’ s Discussion and Analysis). Government-wide
statements are being presented for the very first time and will be discussed first.

Government-wide financial statements

Government-wide financial statements portray the Commonwealth’s overal financia position at June 30, 2002 and its
aggregate revenues and expenses for the fiscal year ended June 30, 2002. Government-wide statements do not report
information fund-by-fund (as in General Fund, Motor License Fund, State Lottery Fund, etc.); rather, they reveal information
for al governmental activities in a separate column and all business-type activities in a separate column. Governmental
activities include those traditionally provided by practically all states: public cash, medica and other assistance, public
education, correction and rehabilitation, public works projects, issuing and then retiring general obligation debt, etc. Business-
type activities, on the other hand, include activities where individuals and organizations provide resources to the government in
exchange for a product or service. Typical examples would be customers paying for wine or liquor, parents or others
purchasing tuition credits for school-age children or lottery players purchasing instant or other game tickets.  In government-
wide statements, for both governmental and business-type activities, the economic resources measurement focus and accrual
basis of accounting are used, meaning revenues and expenses are recognized when they occur, not when cash is received or
paid.

Government-wide statements include a Statement of Net Assets and a Statement of Activities. Whereas the Statement of Net
Assets includes an estimate of the total amount of receivables due at June 30, 2002 that are expected to be collected in the
future, fund financial statements only include certain receivables collected within 60 days after the fiscal year end. Capital
assets, such as highways, bridges, heavy equipment and buildings, are reported on the Statement of Net Assets with acquisition
or construction costs being reported when the assets are placed in service. To recognize the cost of using up each capital asset,
we report annual depreciation expense over future fiscal years instead of reporting the entire asset cost as a current-year
expenditure. In other words, in government-wide statements, we assign a specific portion of capital asset cost (annual
depreciation expense) to a specific accounting period, or fiscal year.

The Statement of Net Assets also includes all liabilities regardless of when payment is due. Examples include bond principal
payments which may not be due for several years and an employee disability claims liability, much of which will not be
payable until years after fiscal year end. Likewise, employee compensated absence liabilities (such as vacation leave) are
reported based on the predicted or actual cash payment value at fiscal year-end. In actual practice, however, employees often
take accrued leave as “time off work” instead of receiving cash payment.

On the Statement of Activities, both revenues and expenses are reported without considering when the related cash is received
or disbursed. The Statement of Activities reports the “whole cost” of operating the entire government during the fiscal year.
The reported change in net assets reveals whether the overall financial position improved or deteriorated during the fiscal year,
the key word being overall. Government-wide statements do not report fund-specific information; rather, they include
aggregated information that has been adjusted for specific eliminations and reclassifications. The Statement of Activitiesisthe
“whole government,” segregated between governmental activities and business-type activities.
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Condensed financial statement infor mation — gover nment-wide financial statements

The following condensed financial statement information is derived from the Commonwealth’s government-wide June 30,
2002 financial statements and includes amounts for the “primary government” only. The government-wide statements include
information for “component units,” which are organizations that are legally separate from the Commonwealth's primary
government. Information related to component units is not included in Management’s Discussion and Analysis. Each
component unit is identified and described in Note A to the financial statements. Audited financial statements for component
units are available through the Deputy Secretary for Comptroller Operations. The following presents condensed financial
statement information from the Statement of Net Assets at June 30, 2002 (amountsin billions):

Governmental Business-Type
Activities Activities Total
Assets:

Cash and iNVeStMENtS...........ccervreeererenrenereeenens $ 81 $ 51 $ 132
Capital assetS (NEL) .ocvevvevveveceeeeeee e 185 - 185
All Other @SSEtS......oveiviereree e 4.7 9 5.6
Total @SSELS.....ccvvveeirierieerereee e 31.3 6.0 37.3

Liabilities:
Accounts payable.........ccoeieiininieieneee 3.0 4 34
All other current liabilities.........c.ccccooeveenennen. 2.6 .6 3.2
Total current liabilities.........ccceveeveeneee. 5.6 1.0 6.6
Bonds payable........ccceeevevinieneneeeree e 5.6 - 5.6
All other long-term liabilities........cccccevvrvrennnne 24 15 3.9
Total long-term liabilities..........cccouu...... 8.0 15 9.5
Total liabilitieS.....ccoeveireceee 13.6 2.5 16.1

Net assets:
Invested in capital assets, net of related debt....  14.8 - 14.8
RESINCE ..o 1.6 35 5.1
UNrestricted........oovvveeveeveece e 13 - 13
Total NEt ASSELS....vovvvverereeeeeeeeeereeere s $ 177 $__35 $_21.2
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The following presents condensed financial statement information from the Statement of Activities for the fiscal year ended
June 30, 2002 (amountsin billions):

Governmental Business-Type
Activities Activities Total
Revenues:
Program revenues:

Charges for sales and services...........c.cuneee. $ 42 $ 51 $ 93

Operating grants and contributions............... 131 5 13.6

Capital grants and contributions.................... A - A
Total program revenues.........c.cceceeeeevereeneenne 174 5.6 23.0
General revenues.

TAKES ... ceeveeeeeieseee et 20.6 - 20.6
Total general revenues........ccccveveevenccnienne 20.6 - 20.6
Total FEeVENUES.......cevieeeeeereese e 38.0 __ 56 43.6
Expenses:

Governmental activities:

Direction and supportive Services..........c.ceeuee.e. 13 - 13

Protection of persons and property ..........cce..... 38 - 3.8

Public education..........ccocoevireenineinenecniees 9.7 - 9.7

Health and human Services..........ccoeeveveenieneee 18.9 - 189

Economic development.........ccccoveeeeveerernneenne, 14 - 1.4

Transportation........ccceeeereveseseeeesees e 25 - 25

Recreation and cultural enrichment .................. .5 - 5

INTEMESt .o 3 - 3

Business-type activities:

StAte IOtErY .. - 1.7 1.7

Unemployment.........ccoeoereneneneneereee e - 2.8 2.8

Liquor CONrol ......ceeeeeeeerrcece e - .9 .9

Workmen's COmpensation...........cccueeerererennenas - 2 2

TUItioN PAYMENE ....c.eoveeere e - 2 2
Total EXPENSES...cvvvveeeeeeeereere e e see e e 38.4 5.8 2
Deficiency before special item and transfers........ (.4 (-2 (.6)
Special item - component unit revenues............... 3 - 3
TraNSFErS oo .5 (.5) -
Increase (decrease) in Net assets........cccevvvvreennnne 4 (.7 (.3)
Net assets, July 1, 2001 ......ccoceveerennenereenieeae 17.3 4.2 21.5
Net assets, June 30, 2002.........ccccevevrerererererenrnnns $ 177 $__35 $ 212
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Overall analysisand discussion of condensed financial statements

During the fiscal year ended June 30, 2002, the overall financial position (net assets) of the Commonwealth, including both
governmental and business-type activities, deteriorated by $.3 billion from $21.5 billion at June 30, 2001 to $21.2 hillion at
June 30, 2002. This represents around 1.4 percent of total beginning net assets. For al governmental activities, the net
increase in net assets was $.4 hillion or 2.3 percent of beginning net assets of $17.3 billion.  Total governmental assets and
liabilities were $31.3 billion and $13.6 billion, respectively, at June 30, 2002, leaving total governmental net assets of $17.7
billion. Current accounts payable were $3.0 billion for governmental activities; tax refunds payable were $.6 billion; general
obligation bonds outstanding were $6.1 billion. Total investments, not counting the State Employees Retirement Fund or other
fiduciary funds, were over $10.6 billion and total cash balances were over $2.6 billion. These amounts represent considerable
liquidity for the current and future fiscal years. The $.3 billion decrease in total net assets during the fiscal year demonstrates
that the Commonwealth operated on essentially a break-even basis during the fiscal year. Remarkably, the slowing national
economy, while causing lower tax revenues than expected, did not lead to a significant deterioration in the overall financial
position of the Commonwealth. Total net assets for governmental activities actually increased by $.4 billion and total net
assets for business-type activities decreased by $.7 billion during the fiscal year. Total governmental activities revenues
were $38.0 hillion, almost 99 percent of total governmental activities expenses of $38.4 billion. Total governmental activities
revenues, special item and transfers exceeded total governmental activities expenses by $.4 billion, the same amount by which
governmental activities net assets increased during the fiscal year ended June 30, 2002. On a fund-specific basis, the fund
balance for the General Fund decreased by $1.622 hillion, fund balance for the Motor License Fund decreased almost $40
million, fund balance for the Tobacco Settlement Fund increased by $935 million and fund balance for aggregated nonmajor
funds increased by amost $65 million; on a net basis, total governmental fund balance decreased by $661 million during the
fisca year. The Statement of Revenues, Expenditures, and Changes in Fund Balances — Governmental Funds and the
accompanying reconciliation to the Statement of Activities provide more details about the changes in fund-specific fund
balances and details on over $1 billion (net) in reporting differences between governmental fund statements changes in fund
balances and governmental activities change in net assets during the fiscal year ended June 30, 2002. The following section
also describes some of the differences between fund financial statements and government-wide financial statements. Business-
type activities operating revenues were over $239 million less than operating expenses; including net non-operating revenues
and transfers, business-type activities net assets decreased by almost $692 million. The primary reason for this decrease was
that Unemployment Compensation Fund expenses exceeded revenues by almost $560 million. A $600 million increase in
revenues was far less than a $1.1 billion increase in expenses during the fiscal year ended June 30, 2002. We will provide a
more in-depth discussion of activities when we begin to issue comparative government-wide statement information for the
fiscal year ending June 30, 2003.

Fund financial statements— gover nmental funds

Governmental fund financial statements provide fund-specific information about the General Fund, the Motor License Fund,
and the Tobacco Settlement Fund, which are treated as major funds. Fund statements for governmental funds include an
aggregated nonmajor column and continue to report what was formerly reported in governmental funds in the General Purpose
Financial Statements, which the Commonwealth had been presenting since the fisca year ended June 30, 1986. Fund
statements differ from government-wide statements in a few fundamental ways. 1) While the government-wide statements
focus on the government taken as a whole (including governmental and business type activities), the fund statements reveal
fund-specific information for major governmental and proprietary funds and aggregated nonmgjor funds. 2) Unlike the
aggregated columns for governmental and business-type activities (in government-wide statements), individual funds are
established by state law and are used to account for specific, mandated activities. Two examples of specific funds are the
Motor License Fund, a specia revenue fund where gasoline taxes and motor vehicle registration fees are collected and used to
repair and build highways, and the Unemployment Compensation Fund, an enterprise fund, used to collect amounts from
employers to pay for unemployment compensation to workers. 3) For governmental fund statements, the current financial
resources measurement focus is used, along with the modified accrual basis of accounting. This means that balances and
transactions are reported as cash is received and paid, plus certain accrued revenues received within 60 days of fiscal year end,
minus amounts representing accrued expenditures, which are paid for with currently available revenues. Long-term
receivables, for amounts earned or billed but not available at fiscal year end, and capital assets are not reported in the
governmental fund financial statements. Nor are long-term liabilities reported. The governmental fund balance sheets report
far fewer assets and liabilities than the government-wide Statement of Net Assets. The Statement of Revenues and
Expenditures for governmental funds reports only those cash transactions that occurred during the fiscal year or specific cash
transactions that occurred within 60 days of fiscal year end. 4) Both governmental and proprietary fund financial statements
provide information about cash flows and liquidity. Government-wide financia statements do not provide such information.
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Budgetary Comparison Schedules are included as required supplementary information immediately following the Notes to the
Financial Statements; they provide a measurement of compliance with legally adopted budgets.

General Fund — economic factorsduring the fiscal year ended June 30, 2002

The General Fund results reflect the effects of a slowing national economy. The 2001-02 fiscal year General Fund budget was
adopted with a revenue estimate that assumed the economic recession that began in March 2001 would end and economic
growth would resume for the fiscal year. Real gross domestic product during fiscal year 2001-02 was expected to increase by
2.8 percent on a quarter-to-quarter basis. In line with that expectation for economic growth, the unemployment rate was
expected to be around 5 percent and gains in personal income were expected. Although statistics show the national recession
ended by the first quarter of the 2001-02 fiscal year, the recovery has been modest compared to past recovery periods. Actual
growth of gross domestic product during the 2001-02 fiscal year was 2.1 percent and was concentrated in the first quarter of
2002. That rate of growth was not sufficient to support expected employment and income gains. As a consequence of these
trends, receipts for state tax revenues, especially those based on income, fell short of budget estimates. Aggravated further by a
declining stock market, personal income tax receipts for the fiscal year actually declined from their previous fiscal year level.
Total receipts for persona income tax fell by 4.7 percent from the fiscal year 2000-01 total. Income taxes paid by corporations
declined by an even larger percentage, 11.5 percent. The Budgetary Comparison Schedule reveals that actual tax revenue
receipts amounted to over $1 billion less than the June 2001 Official Estimate.

General Fund —budgetary basis- comparison between original budget and final budget

The Budgetary Comparison Schedule for the General Fund for the fiscal year ended June 30, 2002 is presented immediately
following the Notes to the Financial Statements. Final budgeted revenues for departmental services exceed the original budget
by $697 million. This difference resulted primarily from transfers of $340 million in augmenting revenues from the Mator
License Fund for State Police protection of Commonwealth highways that were not reflected in the original budget for
departmental services revenues and net intergovernmental transfers of $335 million that were not reflected in the original
budget for departmental services revenues. The General Fund Schedule also discloses that the final budget included $1.1
billion more expenditures than the origina budget. The $1.1 billion increase includes $789 million in state program
expenditure increases and $326 million in increased Federal participation related to the specific state program expenditure
increases. Of the $789 million state program difference, $337 million (43%) relates to increased spending authority for State
Police protection of Commonwealth highways and nearly $400 million (51%) relates to increased spending authority for
medical assistance and other human services benefits.

General Fund —budgetary basis - comparison between final budget and actual budgetary results

Actual budgetary results included tax collection revenues, which were lower than the final budgeted revenue estimate (from
June 2001) by $1.1 billion. Also, during the fiscal year, budgetary lapses, for a variety of specific appropriations and
amounting to $353 million, were posted to reduce state program spending authority. Actua Federa revenues were $933
million lower than budget because of lower Federal participation than origina estimates. Actual Federal revenues were lower
than budgeted for the following departments: Public Welfare, $292 million; Education, $203 million; Labor and Industry, $95
million; Health, $76 million; Transportation and Executive Offices, $58 million each; Community and Economic
Development, $49 million; Environmental Protection, $39 million; and all other affected departments, $63 million.
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M easurement focus and basis of accounting — gover nmental funds

The General Fund, specia revenue, debt service and capital projects funds are reported using the current financial resources
measurement focus and modified accrua basis of accounting. Under this measurement focus, only current assets and current
liahilities are normally included on the balance sheet. Operating statements of these funds present increases (i.e., revenues and
other financing sources) and decreases (i.e., expenditures and other financing uses) in net current assets. Unreserved fund
balance represents a measure of available, spendable resources. Under the modified accrual basis of accounting, governmental
funds recognize revenue in the year that it becomes susceptible to accrual (both measurable and available) to pay current fiscal
year liabilities. Grant revenues, including Federal government grant revenues, are recognized when earned. Revenue
recognition from most other sources occurs at receipt. Recognition of expenditures generally occurs in the fiscal year the goods
or services are received and the related fund liability is incurred. Debt service expenditures for principal and interest on
genera long-term obligations are recognized when due. Prepaid items and inventory purchases are reported as current fiscal
year expenditures, rather than allocating a portion of related cost to the fiscal year when the items are actually used.

Expenditures for claims, judgments, compensated absences and employer pension contributions are reported as the amount
accrued during the fiscal year that normally would be liquidated with expendable available financia resources.

Discussion of individual funds, balances, and transactions

General Fund

At June 30, 2002, the Commonwealth’s General Fund reported a fund balance of $3,022.8 million, a decrease of $1,622.1
million from the reported $4,644.9 million fund balance at June 30, 2001. On a net basis, total assets decreased by $206.2
million to $8,136.9 million. Cash and investments decreased due to a decline in tax revenues and receivables increased
because of a mandatory change in how taxes receivable are financially reported. Liabilities increased by $1,415.9 million to
$5,114.1 million largely because of a mandatory offsetting change in deferred revenues related to how taxes receivable are
reported. These changes and others are provided in the General Fund summary comparative balance sheet that follows:

General Fund
Summary Compar ative Balance Sheet (M odified Accrual Basis)

(amountsin millions)

Increase
June 30, 2002 June 30,2001 (Decrease)
(asrestated)
Assets:
Cash and investments .........cccceveeeieveeesereee e $ 4,088.0 $ 57611 $(1,673.1)
ReCEIVADIES, NEL......ccoveieirieeee e 2,675.7 1,281.5 1,394.2
Due from other funds/component units/governments 1,373.2 1,300.5 72.7
TOtAl ASSELS....cvvieireeeiriereeese et $_8,136.9 $_ 83431 $_(206.2)
Liabilities:
Accounts payable and tax refunds payable................ $ 2,935.0 $ 28103 $ 1247
Due to other funds/component units/governments.... 764.3 800.5 (36.2)
Deferred reVENUE ..o 1414.8 87.4 13274
Total @i ltES.......ceevieiieeee e 5,114.1 3,698.2 14159
Fund Balance:
RESEIVED ...t 795.1 1,881.1 (1,086.0)
Unreserved:
DeSIgNAEd .....cceveviereeenereee s 623.9 1,079.1 (455.2)
UNAESIGNALED .......ocvveeeeeeeeeeeeece et 1,603.8 1,689.7 (80.9)
Total fund balanCe..........ccevvveecvererersceeee e 3,022.8 4,644.9 (1,622.1)
Totd liahilities and fund balance ........ccoceevevveerericennnne. $ 8,136.9 $_83431 $_(206.2)

As previously mentioned, the slowing national economy led to lower tax revenue collections during the fiscal year ended June
30, 2002. Total tax revenue collections actually declined during the fiscal year, compared to the prior year, and actual tax
collections were $1 hillion below the final budgeted revenue estimate. Executive controls over budgetary spending helped
overcome the tax revenue shortfall during the fiscal year ended June 30, 2002.
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The Genera Fund, the Commonwealth’s main operating fund, reported a $1.6 billion decrease in total fund balance during the
fiscal year. While avery large number in absolute terms, the General Fund total fund balance decrease includes the transfer of
$853.9 million to the new Tobacco Settlement Fund. In addition, on a net basis, the General Fund transferred $461 million to
other Funds and provided almost $787 million to component units. Before transfers, the General Fund reported revenues over
expenditures of almost $475.5 million. General Fund unreserved, undesignated fund balance decreased during the fiscal year
by $80.9 million. During the fiscal year, total fund balance reservations decreased principally because of legislation closing
the former Tax Stabilization Reserve Fund, the fund balance of which was financially reported as a General Fund fund balance
reservation at June 30, 2001. On a net basis, fund balance designations declined by $455.2 million because prior year receipts
from the Tobacco Master Settlement Agreement and related investment income totaling $851.4 million through June 30, 2001
were previously reported as a General Fund fund balance designation at June 30, 2001; those amounts were transferred to the
newly-established Tobacco Settlement Fund during the fiscal year ended June 30, 2002. General Fund fund balance
designations increased because of a new $300 million designation for the newly established Budget Stabilization Reserve
Fund. Other fund balance designations increased by $96.2 million on a net basis during the fiscal year, principally a $78.7
million increase for group medica and life insurance, an $8.2 million increase for a judicial computer system and a $9.2
million increase for agency construction projects.

Motor License Fund

At June 30, 2002, the Motor License Fund reported total cash and investments of $898.7, a decrease from the prior year
balances of $949.2. Total reported assets at June 30, 2002 amounted to $1,271 compared to $1,308 in the prior year. Both
decreases, respectively $50.5 and $37, result from expenditures exceeding revenues by $40 during the fiscal year ended June
30, 2002. During the fiscal year the Fund reported total tax revenues of $1,694 and license and fee revenues of $839.
Reported Federal revenues, received principally from the Federal Highway Administration, amounted to $1,402 during the
fiscal year. The Commonwealth uses tax, license and Federal revenues to maintain and construct highways and bridges in the
Commonwealth. At fiscal year-end, total fund balance of the Fund amounted to $712, compared to the prior year's balance of
$752 (amounts in millions).

Tobacco Settlement Fund

At June 30, 2002, the Tobacco Settlement Fund reported total investments of $1,053 and total assets of $1,127. The Fund was
established during the fiscal year ended June 30, 2002 and reported a transfer from the General Fund of $854. This transfer
consisted of previous year receipts from the Tobacco Master Settlement Agreement (MSA) and related investment income,
which had been deposited in a separate account in the General Fund. During the fiscal year, the Fund received MSA payments
of $434 and reported investment income of $8. During the fiscal year, the Fund reported expenditures of $331. At June 30,
2002, the Fund reported total fund balance of $935, reflecting revenues over expenditures of $185.6, plus the General Fund
transfer of $854, less other transfers out of $104.1 (amounts in millions).

M easurement focus and basis of accounting —proprietary funds

The enterprise funds and internal service funds (proprietary funds) are reported using the economic resources measurement
focus and the accrual basis of accounting. Under this measurement focus all assets and liabilities associated with the
operations of these funds are included on the statement of net assets. Under the accrual basis of accounting, revenues are
recognized in the fiscal year earned and expenses are recognized in the fiscal year incurred. Enterprise funds that report loan,
insurance and tuition payment programs report all revenues as operating revenues; non-operating revenues are reported for
other programs and include investment income and grant revenues. Under the Governmental Accounting Standards Board's
(GASB) Statement 20, “Accounting and Financial Reporting for Proprietary Funds and Other Governmental Entities That Use
Proprietary Fund Accounting,” the Commonwealth has elected not to adopt the Financial Accounting Standards Board
pronouncements issued after November 30, 1989. Four enterprise funds are reported as major funds and are discussed below.

Unemployment Compensation Fund

The Unemployment Compensation Fund cash and investments, when compared to the June 30, 2001 balance, decreased by
$548 to $2,351 and total assets decreased by $454 to $2,753 as of June 30, 2002. Total revenues for the fiscal year ended June
30, 2002 increased by $617 to $2,260 while total expenses increased by $1,098 to $2,820. Fund net assets at year-end totaled
$2,591 — adecrease of almost $560 from June 30, 2001 restated balance of $3,151. Because the Fund, under the new reporting
standards, was reclassified from an expendable trust fund to an enterprise fund, related accruals, reclassifications and
eliminations produced a change in June 30, 2001 net asset balance of $52.2 (amountsin millions).
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During the fiscal year, federal legidation increased the number of weeks Unemployment Compensation claimants could collect
benefits. This increase in benefits — Temporary Extended Unemployment Compensation (TEUC) — began in March 2002.
This Federal program extended UC benefits to claimants for an additional 13 weeks. If a claimant exhausted the additional
benefits during a period of high unemployment, the program made available another 13 weeks of benefits. Additional
expenses for the fiscal year related to the TEUC program amounted to $313.2 million.

State Workmen'’s I nsurance Fund

The State Workmen's Insurance Fund cash and investments as of December 31, 2001 amounted to $1,771, an increase of $80
during the year then ended. Total assets of $1,805 represent an increase of $91 during the year. Total revenue of nearly $150
decreased by $50 during the fiscal year ended December 31, 2001. The net revenue decrease was caused by a $90 decrease in
investment income and an increase of $40 in premiums collected from subscribing employers. Fund expenses increased by
$53t0 $175. At December 31, 2001, Fund net assets totaled $246 — a decrease of $25 from the previous year-end (amountsin
millions).

State L ottery Fund

At June 30, 2002, the State Lottery Fund reported cash and investments of $354 and total assets of $376 compared to $387 and
$408, respectively, at June 30, 2001. During the fiscal year, the Fund reported total revenues of $1,998 and total expenses of
$1,683, an increase of $113 and $46, respectively, over the prior fiscal year. The transfer for the payment of benefits to the
elderly that the Fund subsidizes amounted to $359, an increase of $69 over the prior fiscal year. Net assets of the Fund at June
30, 2002 amounted to $181, a decrease of $20 from the prior year-end. Because the Fund, under the new reporting standards,
was reclassified from a specia revenue fund to an enterprise fund, related accruals, reclassifications and eliminations produced
achange in June 30, 2001 net asset balance of $.2 (amounts in millions).

Tuition Payment Fund

At June 30, 2002, the Tuition Payment Fund cash and investments, when compared to June 30, 2001 balances, increased by
$161 to $411. Total assets increased $160 to $412. During the fiscal year ended June 30, 2002, total revenues increased by
$100 to $151 and expenses increased $129 to $191. Fund net assets decreased by $40 during the fiscal year, resulting in total
net assets of $(26) at June 30, 2002. Tuition cost inflation and a $6 negative return on investments caused the decline in net
assets (amounts in millions).

Capital asset activity during thefiscal year ended June 30, 2002

Throughout the fiscal year, Commonwealth agencies acquire or construct capital assets. In governmental fund statements,
expenditures for capital assets are typically reported as capital outlay. Funding for a significant portion of capital asset
acquisition is provided by proceeds of general obligation bonds issued; such proceeds are generally accounted for in the capital
projects funds in the funds financial statements as an other financing source. In the government-wide statements, bond
proceeds are reported as additions to long-term bond liabilities and completed project expenditures and construction in progress
at fiscal year end are reported as part of general capital assets. Construction in progress for Department of General Services and
Transportation projects at June 30, 2002 amounted to $1.1 and $1.5 hillion, respectively. Authorized but unissued general
obligation bonds at June 30, 2002 totaled $28.3 billion.

General capital assets of the Commonwealth are those used in the performance of specific governmental functions during more
than one fiscal year. Capital assets of the proprietary funds are reported in both fund statements and in government-wide
statements. Fiduciary fund capital assets are reported in fund statements; fiduciary funds are not included in government-wide
statements. General capital assets as of June 30, 2002 amounted to $18.5 billion at actual or estimated historical cost, net of
accumulated depreciation of $8.4 billion. In the government-wide statements, depreciation expense for all capita assets is
reported to recognize the cost of “ using up” capital assets over their estimated useful lives. This treatment differs from
reporting capital outlay as a current year expenditure in governmental funds. Highway and bridge infrastructure assets are
typically funded by Motor License Fund taxes, license and registration fees and Federal revenues. The Motor License Fund
reports transportation and capital outlay expendituresin fund statements; a portion of such expendituresis reported as additions
to capital assetsin government-wide statements. Depreciation of highway and bridge infrastructure assets is not related to the
quality or relative value of these assets; rather, it is a specific accounting treatment to recognize the cost of “using up” the
assets over long periods of time (25 years for highways and 50 years for bridges.) Depreciation is an allocation of an asset’s
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cost over its estimated useful life and is reported in government-wide statements. Note E to the financial statements provides
more information on capital asset activities during the fiscal year ended June 30, 2002.

L ong-term debt activity during the fiscal year ended June 30, 2002

The constitution of the Commonwealth of Pennsylvania permits the incurrence of debt, without approval of the electorate, for
capital projects specifically authorized in a capital budget. Capital project debt outstanding cannot exceed one and three
guarters (1.75) times the average of the annual tax revenues deposited in all funds during the previous five fiscal years. The
certified constitutional debt limit at August 31, 2002 was $41.4 billion. Outstanding capital project debt at August 31, 2002
amounted to $5.3 billion. In addition to constitutionally authorized capital project debt, the Commonwealth may incur debt for
electorate-approved programs, such as economic revitalization, land and water development, and water facilities restoration;
and for special purposes approved by the General Assembly, such as disaster relief.

The total general obligation bond indebtedness outstanding at June 30, 2002 was $6,072 million. Total debt service transfers
paid from General Fund and Motor License Fund appropriations to make principal and interest payments to bondholders during
the fiscal year ended June 30, 2002 amounted to $635 million. The table that follows shows total outstanding long-term
indebtedness for general obligation bonds (expressed in millions) at the end of the seven most recent fiscal years.

Outstanding
At June 30 Bond I ndebtedness

1996 $ 5,062
1997 4,842
1998 4,841
1999 5,254
2000 5,367
2001 5,545
2002 6,072

Note K to the financial statements provides more specific details on long-term debt balances and activity during the fiscal year
ended June 30, 2002.

Debt administration —fiscal year ending June 30, 2003

During the fiscal year ending June 30, 2003 the Office of the Budget currently plans general obligation bond issuances
amounting to $709 million, a decrease of $646 million as compared to actual bond issuances of $1,355 million during the fiscal
year ended June 30, 2002. This plan reflects the need to make investments in the Commonwealth’s capital infrastructure,
particularly prisons, highways, bridges, mass transportation and water supply systems. Debt principal retirements of $486
million are currently planned for the fiscal year ending June 30, 2003.

In addition to genera obligation bonds, the Commonwealth may issue tax anticipation notes to meet operating cash needs
during certain months of the fiscal year. Tax anticipation notes may be issued only for the General Fund and the Motor License
Fund. They may not exceed 20 percent of the funds' estimated revenues for the year, and must mature during the fiscal year in
which they are issued. Cash shortages may occur during the fiscal year because tax receipts, unlike cash disbursements, are
concentrated in the last four months of the fiscal year. The Commonwealth has not issued tax anticipation notes during the past
four fiscal years and has no plansto issue any during the 2003 fiscal year. There were no changesin credit ratings and there
were no debt limitations during the fiscal year ended June 30, 2002 that may affect the Commonwealth’s plans during the fiscal
year ending June 30, 2003.
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MANAGEMENT’S DISCUSSION AND ANALYSIS (Restated)

L egidative changes during fiscal year 2002-2003

During the fiscal year that began July 1, 2002, the legislature passed several laws that are expected to have an effect on
financial position or changes in financial position: Act 130 of 2002 (October 28, 2002) increases the outstanding debt
authorization for redevelopment assistance capital projects by $250 million. If all potential new bonds were issued before July
1, 2003, fiscal year 2003-2004 debt service costs could be increased over current estimates by $28 million; Act 217 of 2002
(December 9, 2002) permits additional Keystone Opportunity Zones to receive tax-exemption that could result in $20 million
(estimated) of tax relief to businesses in these zones in fiscal year 2003-2004; and Act 212 of 2002 (December 9, 2002) permits
atrial opening of certain State Stores on Sundays. Incremental administration costs for those open stores may exceed sales
revenue increases. If no sales revenue increase occurs, increased costs could approximate $17 million and reduce amounts
available to transfer from the State Stores Fund to the General Fund.

Fiscal year 2002-2003 tax collections

Through December 2002, economic growth in the nation and the Commonwealth has not achieved the projections used to
estimate fiscal year 2003 revenues. Consequently, actual General Fund revenues (budgetary basis) for the fiscal year through
December 2002 are $184 million below estimate for that period, a shortfall of 2 percent. Most major revenue sources show
receipts below estimate for the fiscal year-to-date period. Recent assessments of the national economy now expect slower
economic growth rates for the balance of fiscal year 2003 than was used for the fiscal year 2003 revenue estimates. The
Commonwealth now anticipates, based on these revised assessments, that General Fund revenues may be $433 million below
budget estimates, a 1.2 percent reduction from the official budget estimate for the fiscal year ending June 30, 2003.

Responding to slower than anticipated growth in the national economy and Commonwealth revenues, the Governor has
directed that $270 million of fiscal year 2003 General Fund appropriations from Commonwealth revenues be placed in
budgetary reserve and be unavailable for encumbrance or expenditure. In addition to placing a portion of appropriated funds
into budgetary reserve, the Commonwealth currently estimates that $95 million in various appropriation lapses will also be
available to offset revenue shortfalls. Finally, the Governor has proposed that the General Assembly approve the transfer of
$50 million from the Budget Stabilization Reserve Fund to the General Fund as a partial offset of revenue shortfalls. The
actions proposed by the Governor are intended to permit the Commonwealth to avoid an unappropriated General Fund fund
balance deficit for the fiscal year ending June 30, 2003 based on current revised revenue and expenditure projections.

Management’s discussion and analysis is intended to enhance the reader’s understanding of the basic financial statements,
which immediately follow. This supplementary information should be read in conjunction with the government-wide financial
statements, the fund financial statements and the notes to financial statements.
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STATEMENT OF NET ASSETS

June 30, 2002 (Restated)

COMMONWEALTH OF PENNSYLVANIA
(Expressed in Thousands)

Primary Government

Governmental Business-type Component
Activities Activities Total Units
ASSETS
Cash—NOtE D.....c.coeiiecire s $ 224,609 $ 18,879 243,488 $ 263,295
Cash with fiscal agents—NoteD........c.cooeoieiiirciciiee - 2,351,285 2,351,285 -
Temporary investments—NOte D.......c.ccveevvvenienenenienennens 6,418,047 1,234,789 7,652,836 2,152,100
Receivables (net):
TaXES—NOLE G.....oveeeiiriereecre e 2,748,654 - 2,748,654 -
Unemployment aSSeSSMENtS........coerveereerererierereenesiesieennes - 319,254 319,254 -
ACCOUNES. ...ttt sttt 156,464 51,534 207,998 31,827
22,527 17,286 39,813 102,101
50,060 238,253 288,313 7,915,943
1,487 - 1,487 17,966
11,385 25 11,410 51,381
21,057 5,155 26,212 -
Due from fiduciary funds—Note H 845 28 873 -
Due from primary government—Note H...........cccccoeeerenene. - - - 6,738
Due from component units—Note H..........ccocveevienienieniennnns 33,405 459 33,864 146
Due from Federal government............... 1,564,319 42,219 1,606,538 8,823
Due from political subdivisions..... 543 7,000 7,543 5,284
Due from other governments............. 3,806 16,687 20,493 7,315
Long-term investments—Note D 1,454,519 1,515,948 2,970,467 1,952,426
Advances to other funds—Note H.........ccceeeevcieicee e, 5,300 - 5,300 -
INVENLONY ... 82,151 139,639 221,790 25,019
Prepaid and deferred expenses. - - - 49,085
Non-depreciable capital assets—Note E:
LANG. ..t 1,227,310 - 1,227,310 135,494
Construction in progress.... 2,623,565 - 2,623,565 430,736
Depreciable capital assets—Note E:
Internal service/proprietary capital assets.........ocvevrierivnienne 98,821 88,048 186,869 -
Land improvementS.........coeoeeereerieeresereee e eeas 386,556 - 386,556 198,906
Buildings and building improvements.... 3,693,636 - 3,693,636 1,376,138
Machinery and equipmMeNt........c.ccoeeereieeienerernese s 538,067 - 538,067 470,002
Library books and Other..........cccoeviiieninininineseseseenn - - - 138,131
Turnpike infrastructure...... - - - 3,649,109
Highway infrastructure...... 13,025,900 - 13,025,900 -
Bridge infrastructure...........cccocoereiencicnennns 5,369,900 - 5,369,900 -
Waterway infrastruCture.........cococveceenenininieneseseseesie s 9,412 - 9,412 -
Less: accumulated depreciation............ccoceveeeeereecreenenncns (8,424,318) (57,622) (8,481,940) (2,803,893)
Net depreciable capital assets 14,697,974 30,426 14,728,400 3,028,393
Other @SSELS.....ceeeeeeieeie e 19,482 4,846 24,328 173,557
TOTAL ASSETS.....o it $ 31,367,509 $ 5,993,712 $ 37,361,221 $ 16,357,629

- The notes to the financial statements are an integral part of this statement. -
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STATEMENT OF NET ASSETS

June 30, 2002 (Restated)

COMMONWEALTH OF PENNSYLVANIA
(Expressed in Thousands)

LIABILITIES
Current liabilities:
Accounts payable and accrued liahilities...........cc.ccovennnene
Tax refunds payable.........ccovrveieinniennns
Securities lending obligations.
Internal balances—Note H...............
Dueto fiduciary funds—Note H..........cccccoriininiininnnns
Due to primary government—Note H..........c.ccocvcvrcennnenne
Due to component units—Note H
Due to political sSUbdiVISIONS.........ccccvviereneneniniesenie e
Due to other gOVErNMENLS..........covierererieieriereeesieeseereeeens
Interest payable..........cocovviieiinin e
Deferred revenue................... ettt e e nene
Notes payable—Note J.......... e ——————————————————
Bonds payable—Note K.........cccoeeiinrieiieee e
Revenue bonds payable—Note K..........cccovevevenenenenenns
Compensated absence liability—Note K........c.ccoeererene.
Other [1abilities.... ..o
Total current liabilities........cooeireriieeeee e
Noncurrent liabilities:
Tuition benefits payable—Note F...........coooeiiiiniicicns
Deferred revenue...........cccveeeerencennens
Advances from other funds—Note H
Demand revenue bonds payable—Note J..........c.ccocvvvnnennnn
Insurance loss liability—Note F..........cooooioienneicinee
Notes payable—Note J.........cccovevrerveieniinininenins
General obligation bonds payable—Note K
Bonds payable—Note K........ccoeririininininene e
Revenue bonds payable—Note K.........cccooveeiieiencccnieene
Capital lease/installment purchase obligations—Note K....
Compensated absence liability—Note K.........ccoeererenee.
Self insurance liabilities—Note M..........ccccceveviinciencne
Other liabilities—Note K....................
Total non-current liabilities.........ccoovveveininciiee
TOTAL LIABILITIES. ..ot
NET ASSETS—Note C
Invested in capital assets, net of related debt......................
Restricted for:
TraNSPOItaLiON.....c.eeeeeeeeeeeieeeee e
Capital ProjECES.....ccveiiriiiieie s
Dbt SErVICE. ..o
Unemployment/worker's compensation....
Elderly programs..........coceeeoeneneinenerene e
Environmental and conservation programs............cc.ceeeee.
Other PUIMPOSES......ecueeeereeieeeueseeseeeeneseesee e see e e seeneens
Unrestricted (deficit)
TOTAL NET ASSETS.....ooiiieeeeee e

Primary Government

Governmental Business-type Component
Activities Activities Total Units

$ 2981531 $ 446,691 $ 3428222 $ 243,528

638,458 - 638,458 -

395,466 505,317 900,783 -

5,213 23,490 28,703 -

10,015 85 10,100 -

- - - 31,341

8,250 - 8,250 146

674,485 4,954 679,439 -

77,271 6,543 83,814 6

71,569 - 71,569 119,717

70,283 38,569 108,852 43,649

- - - 234,053

483,871 - 483,871 18,315

- - - 164,157

109,332 11,737 121,069 14,490

22,225 10,853 33,078 89,283

5,547,969 1,048,239 6,596,208 958,685

- 399,091 399,091 -

- - - 242

- 4,853 4,853 -

- - - 2,061,000

- 1,032,506 1,032,506 -

- - - 735,978

5,650,890 - 5,650,890 -

- - - 421,345

- - - 6,242,300

629,437 - 629,437 106,211

626,165 23,835 650,000 64,568

696,700 10,577 707,277 -

480,715 - 480,715 980,699

8,083,907 1,470,862 9,554,769 10,612,343

13,631,876 2,519,101 16,150,977 11,571,028

14,806,435 30,426 14,836,861 930,114

605,606 30,336 635,942 -

3,937 - 3,937 761,457

- - - 288,141

141,678 2,836,069 2,977,747 -

1,434 180,814 182,248 -

480,182 - 480,182 -

384,027 422,971 806,998 2,523,271

1,312,334 (26,005) 1,286,329 283,618

$ 17,735,633 $ 3474611 $ 21,210,244 $ 4,786,601

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

STATEMENT OF ACTIVITIES

For the Fiscal Year Ended June 30, 2002 (Restated)

COMMONWEALTH OF PENNSYLVANIA
(Expressed in Thousands)

Program Revenues

Net (Expense) Revenue and
Changes in Net Assets

Charges for Operating Capital Primary Government
Sales and Grants and Grants and Governmental Business-Type Component
Functions/Programs Expenses Services Contributions  Contributions Activities Activities Total Units
Primary government:
Governmental activities:
Direction and SUPPOItiVE SEIVICES.......covururererirerereeeerereeneieeeens $ 1,262,359 $ 393856 $ 64,622 $ - % (803,881) $ - % (803,881 $ -
Protection of persons and Property..........ccceeeeeeerererseieneseenens 3,758,867 373,329 294,509 25,349 (3,065,680) - (3,065,680) -
PUBIIC €JUCALION. ...t 9,642,272 6,043 1,103,848 - (8,532,381) - (8,532,381) -
Health and human SEIVICES.........ccucueueverevevcee e 18,893,434 2,095,669 9,865,193 - (6,932,572) - (6,932,572) -
Economic development... 1,416,557 145,119 354,817 95,749 (820,872) - (820,872) -
Transportation, 2,581,898 956,406 1,417,109 4,404 (203,979) - (203,979) -
Recreation and cultural enrichment............ccoeveveiecicciieciieiens 481,948 188,829 22,510 - (270,609) - (270,609) -
L1 =S SRS 344,482 - - - (344,482) - (344,482) -
Total governmental actiVities..........oovvvvveeeeeeeiiicerererceeenas 38,381,817 4,159,251 13,122,608 125,502 (20,974,456) - (20,974,456) -
Business-type activities:
SEALE TOLENY ....vvivivieeeiie sttt 1,682,675 1,955,820 65,388 - - 338,533 338,533 -
State WOrKmMEN'S iNSUMANCE. .......cueeeviiereeeireereerieeesreeseeereseesseeseas 174,929 149,688 - - - (25,241) (25,241) -
TUILION PAYMENL.....cviieieiiiietiiieiee e ees 191,188 151,149 - - - (40,039) (40,039) -
Unemployment COMPENSatioN..........ooveveeeirreeeninieieenesieeneeeniens 2,819,878 1,862,530 397,524 - - (559,824) (559,824) -
Liquor control..........cccccveeerenenne. 907,261 975,300 - - - 68,039 68,039 -
Economic development and other. 16,820 24,031 642 - - 7,853 7,853 -
Total busiNess-type aCtiVities........ccccvveeeriecienisieeeeeenes 5,792,751 5,118,518 463,554 - - (210,679) (210,679) -
Total primary gQoOVEIMMENL..........cceevevieeererereeeeeseresee e $ 44,174,568 $ 9,277,769 $ 13586162 $ 125,502 (20,974,456) (210,679) (21,185,135) -
Component units:
Total COMPONENE UNItS......vveerereriirieeeeeieesisieieieeeesee s eeeeseseseeenes $ 3270707 $ 1818548 $ 567,295 $ 140,745 - - - (744,119)
Genera revenues:
Taxes:
Personal iNCOME..........ccveivieieeeeeiecee et 6,713,861 - 6,713,861 -
SAES AN USE.....covviiiieiieeeieieie et 7,419,373 - 7,419,373 -
COMPOTAiON.....cvveieeirieieseet ettt 3,160,714 - 3,160,714 -
LiqUId FUBIS.....oveeeeceeeeeecc s 1,696,418 - 1,696,418 45,512
(@141 PRSI 1,642,731 - 1,642,731 -
TOtAl TAXES. vttt 20,633,097 - 20,633,097 45,512
INVESEMENE INCOME.......oiveeeeeeieie ettt 15,394 - 15,394 -
(14T TSRS - - - 9,371
Component unit subsidies—Note H.........cccoeeevrnieciirnnnns - - - 983,448
Total general reVENUES...........covveirireeeinieeesesie s 20,648,491 - 20,648,491 1,038,331
Specia item-revenues from component unit—Note H......... 256,206 - 256,206 (256,206)
TransferS—NOE H.....ccoooveeieeieerecte e 481,022 (481,022) - -
Net general revenues, specia items and tranfers........ 21,385,719 (481,022) 20,904,697 782,125
Change in NEt @SSELS........cuvveeeererererieereresiseeeeenenens 411,263 (691,701) (280,438) 38,006
Net assets, July 1, 2001 (restated)—Note B...........c........ 17,324,370 4,166,312 21,490,682 4,748,595
Net assets, June 30, 2002—Note C........ccoovvvvvevervrerirrirennns $ 17735633 $ 3474611 $ 21,210244 $ 4,786,601

- The notes to the financial statements are an integral part of this statement. -
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BALANCE SHEET
Governmental Funds

June 30, 2002 (Restated)

COMMONWEALTH OF PENNSYLVANIA
(Expressed in Thousands)

Motor Tobacco
General License Settlement Nonmajor
Fund Fund Fund Funds Total
ASSETS
Assets:
Cash—Note D $ 185455 $ 37,876 $ - $ 950 $ 224281
Temporary investments—Note D.. 3,308,927 559,559 941,192 1,576,075 6,385,753
Long-term investments—Note D.. 593,602 301,308 111,891 447,718 1,454,519
Receivables, net:
Taxes—Note G 2,571,151 149,425 - 28,078 2,748,654
Accounts. 79,820 - 32 20,559 100,411
Accrued interest. 14,653 1,892 - 5,982 22,527
Loans—Note G. 10,097 - - 39,963 50,060
Lease rentals—Note G - - - 1,487 1,487
Other - 9,960 - 4 9,964
Due from other funds—Note H.........c.cccoeeveeerececnnnene 49,109 4,985 - 48,238 102,332
Due from component units—Note H...........ccccoeruene. 7,043 2,054 - 21,849 30,946
Due from Federal government............. 1,281,134 203,222 73,948 3,051 1,561,355
Due from political subdivisions. 18 335 - - 353
Due from other governments. 3,806 - - - 3,806
Advances to other funds—Note H............ccccecveueneee. 29,108 - - 3,000 32,108
Other assets. 3,000 - - - 3,000
TOTAL ASSETS....ccooivrrreeeeinininns $ 8,136,923 $ 1,270,616 $ 1,127,063 $ 2,196,954 $ 12,731,556
LIABILITIESAND FUND BALANCES
Liabilities:
Accounts payable and accrued liabilities............c.c..... $ 2,038,073 $ 422,763 $ 191,640 $ 304,382 $ 2,956,858
Tax refunds payable. 637,524 934 - - 638,458
Securities lending obligations..........cccvveccevennieccienns 255,228 57,916 - 82,322 395,466
Due to other funds—Note H 72,999 40,215 4 20,362 133,580
Due to component units—Note H. 134 8,116 - 8,250
Dueto political subdiviSions...........ccccevevnicecreenenenee 655,429 11,435 - 7,621 674,485
Due to other government; 35,726 12,328 - 29,175 77,229
Deferred revenue...... 1,414,827 2,307 - 31,345 1,448,479
Advances from other funds—Note H.............c.ccc........ - 2,175 - 10,333 12,508
Other liabilities. 4,141 - - 3,784 7,925
TOTAL LIABILITIES. 5,114,081 558,189 191,644 489,324 6,353,238
Fund balances:
Reserved for:
Encumbrances. 479,314 389,942 25,011 921,274 1,815,541
Advances—Note C.. 29,111 - - 3,000 32,111
Loans receivable. - - - 39,963 39,963
Other—Note C 286,711 - 355,505 51,524 693,740
Unreserved:
Designated for:
Budget Stabilization Reserve Fund..............c........ 300,000 - - - 300,000
Capital projects. - - - 79,286 79,286
Debt service:

Retirement of general obligation bonds............... - - - 21,887 21,887
Highways..... s - 175,249 - - 175,249
Other—Note C 323,884 - - 12 323,896

Undesignated (deficit)-reported in:
Genera Fund....... 1,603,822 - - - 1,603,822
Special Revenue FUNGS...........cccvecerenenencceennes - 147,236 554,903 1,089,261 1,791,400
Debt Service Funds. - - - (3,782) (3,782)
Capital Projects Funds. - - - (494,795) (494,795)
TOTAL FUND BALANCES.......cocoeneeeneirecinenas 3,022,842 712,427 935,419 1,707,630 6,378,318
TOTAL LIABILITIESAND FUND BALANCES........ $ 8,136,923 $ 1,270,616 $ 1,127,063 $ 2,196,954 $ 12,731,556

- The notes to the financial statements are an integral part of this statement. -
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RECONCILIATION OF THE BALANCE SHEET
GOVERNMENTAL FUNDSTO THE STATEMENT OF NET ASSETS  June 30, 2002 (Restated)

COMMONWEALTH OF PENNSYLVANIA
(Expressed in Thousands)

The governmental funds balance sheet reports total fund balance for all governmental funds. In the governmental
activities column in the Statement of Net Assets, amounts are reported for al governmental funds and are adjusted
to account for specific itemsthat are treated differently on the Statement of Net Assets than on the governmental
funds Balance Sheet. Under the modified accrual basis of accounting, numerous governmental assets are not
reported because they may not be "available," (that is, they are not current financial resources) and, similarly,
numerous governmental liabilities are not reported because they are not due and payable until after fiscal year end.
The following reconciliation begins with total governmental funds fund balance and ends with total net assets for
governmental activities. It includesal of the adjustments made to "convert" governmental fund information in the
fund financial statements to governmental activities information in the Statement of Net Assets.

Total Fund Balances--Gover NMENtaAl FUNGS.........c.oiiiiiiiiiiiiieeestst sttt $ 6,378,318
General capital assets used in governmental activities are not financial

resources and are therefore not reported in the governmental
funds balance sheet. (Refer to Note E.)

These assets consist of:
LAN0. o $ 1,227,310
Land improvVemMENES..........ocureeereieerieineeneee e s eseeneens 386,556
Buildings and building improvements............cccoceevenvennensennnens 3,693,636
Machinery and eqUIPMENL.........covoireereirireereeee e 538,067
INFFASIIUCTUNE. ...t 18,405,212
CONSLIUCLION IN PIrOGIESS.....c.veueeiieeeeierieneeie st seenee st seesesnes 2,623,565
Accumulated depreCiation............ccuveeererreneinese e (8,374,164)
Net general CaPItal SSELS........ciueirireirire ettt sttt st et eene 18,500,182

Certain revenues are earned but not available at fiscal year-end and therefore
are reported as deferred revenues in the governmental funds balance Sheet............cvveivericcrc e, 1,054,684

Certain receivables are not reported as governmental fund assets because they
are not collected during the availability period under the modified accrual
LoT= STy To oo 11 1] o RSOSSN 425,117

Interna service funds are proprietary in nature and charge the costs of certain goods
and servicesto governmental funds. Therefore, the assets and liabilities of the
internal service funds are included in the Statement of Net Assets as governmental activities..........coooceeveiiveirernieees 55,706

The Statement of Net Assets includes inventories that are not reported in the
governmental funds balance sheet because they are not current finanCial reSOUICES..........ooviriririeireiirereeere e 70,504

Certain general long-term liabilities are not due and payable at fiscal year-end and
therefore are not reported in the governmental funds balance sheet. (Refer to Note K.)

These liabilities are:
BONdS Payabl€.......c.cceeiiiieiisiees e $ (6,134,761)
Accrued bond interest payable.........cccevverineinennee e (71,569)
Capital lease and installment purchase obligations............cc.cccveune. (629,437)
Compensated absence l1aDility........cccovivernincivereseeeee (735,497)
Self-insurance ligbilities............ (696,700)
Other liahilities............... (480,715)
ACCOUNS PAYADIE......coeieeeiiriee s (199)
(8,748,878)
Total Net Assets---Gover NMeNntal ACLIVITIES........ccoiiiiiiiee e $ 17,735,633

- The notes to the financia statements are an integral part of this statement. -
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STATEMENT OF REVENUES, EXPENDITURES, AND CHANGESIN FUND BALANCES

Governmental Funds

For the Fiscal Year Ended June 30, 2002 (Restated)

COMMONWEALTH OF PENNSYLVANIA
(Expressed in Thousands)

General
Fund
REVENUES:
Taxes, net of refunds. $ 18,649,928
Licensesand fees, 201,388
Intergovernmental 11,652,199
Charges for sales and services 2,272,105
Investment income. 14,157
Lease rental principal and interest -
Other 253009
TOTAL REVENUES 33,042,786
EXPENDITURES:
Current:
Direction and supportive services 910,399
Protection of persons and property..........ccveveeneennennees 3,104,079
Health and human services, 18,221,987
Public education. 8,813,198
Recreation and cultural enrichment............coovvivcneiiniinn 326,361
Economic development 824,830
Transportation. 315,591
Capital outlay. 50,818
Debt service:
Principal retirement -
Interest and fiscal charges. -
TOTAL EXPENDITURES 32,567,263
REVENUES OVER (UNDER)
EXPENDITURES 475,523
OTHER FINANCING SOURCES (USES):
Bonds issued -
Refunding bonds issued. -
Transfersin—Note H 213,419
Transfers out—Note H (1,528,451)
Transfers from component unit—Note H... 256,206
Tranfers to component units—Note H.... (1,043,197)
Payment to refunded bond escrow agent..............ccccviccenies -
Capital lease and installment purchase
obligations. 4,428
NET OTHER FINANCING
SOURCES (USES) (2,097,595)
NET CHANGE IN FUND BALANCES........cccooerninenens (1,622,072)
FUND BALANCES, JULY 1, 2001 (restated)—NoteB..... 4,644,914

FUND BALANCES, JUNE 30, 2002.........ccocvmrmimmmerrerninnns $ 3,022,842

Motor

License
Fund

$ 1,694,421

34,117
4,029,687

3,959,741

(109,480

751,961
712,427

$

838,525
1,402,468
62,237
(2,081)

48,579
492,504

1,075
1,927

3,369,240
46,416

69,946

3,937
(86,756)

(28,000)

1,339

(39,534)

Tobacco
Settlement

Fund

$ -

75,829

7,565

433,529
516,923

90
331,243

331,333

185,590

853,938
(96,109)

(8,000)

749,829

935,419

$ 935419

Nonmajor
Funds

$ 292413
206,319
128,967
201,433

9,974
334
34,237

873,677

9,585
279,776
437,572
151,957
420,462
318,460
596,985

479,395
278,428

2,972,620

(2,098,943

1,042,813
376,854

1,201,120
(80,076)

(376,854)

2,163,857

64,914
1,642,716

$ 1,707,630

- The notesto the financial statements are an integral part of this statement. -
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Total

$ 20,636,762
1,246,232
13,259,463
2,535,775
29,615

334

754,892

38,463,073

968,563
3,876,449
18,990,802
8,814,273
480,245
1,245,292
4,003,291
694,219

479,395
278,428

39,830,957

(1,367,884

1,042,813
376,854
2,272,414
(1,791,392)
256,206
(1,079,197)
(376,854)

5,767

706,611

(661,273)
7,039,591

$ 6,378,318



RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES, AND CHANGESIN FUND
BALANCES-GOVERNMENTAL FUNDSTO THE STATEMENT OF ACTIVITIES
For theFiscal Year Ended June 30, 2002 (Restated)

COMMONWEALTH OF PENNSYLVANIA
(Expressed in Thousands)

The governmental funds Statement of Revenues, Expenditures and Changes in Fund Balances reports events and activities
that affect, on a current financial resources basis, fund balance changes during the fiscal year. The governmental activities
column on the government-wide Statement of Activities conveysinformation on an economic basis. In effect, the
government-wide statement demonstrates all expenses and revenues related to the operation of the government for
thefiscal year ended June 30, 2002. Expenses such as depreciation and certain claims and judgments and revenues

that may not be collected for several months after fiscal-year end are included in the government-wide statement but are
not included in the governmental funds statement. This reconciliation reports all economic events during the fiscal

year that appear on the government-wide Statement of Activities but are not included in the governmental funds statement.

Net changein total fund balances of governmental funds.........cccccoevevvverrenccenenns $ (661,273)
Amounts reported for governmental activities in the statement of activities are different because:

Capital outlays are reported as expenditures in governmental funds; however, in the
government-wide statements capital outlays are reported as increases in capital assets
(not expenses) and the cost of general capital assetsis allocated over their estimated
useful lives and reported as depreciation expense. All depreciation is reported
as part of functional program expenses. (Refer to Note E) The current amounts were:

Capital asset acquiSItioNS (NEL)........cevvverererereereeeeeeeenerereresesenens $ 2,474,784
DepreCiation EXPENSE........cccervruirurierererieesie e (749,627)
Capital lease, installment purchase and related payments......... 42,208
Net excess of capital asset additions/installment purchase
payments over depreciation EXPENSE.........c.oureeverererenerenerenens 1,767,365

Bond proceeds provide current financial resources to governmental funds; however, issuing
bonds increases general long-term liabilities in the statement of net assets. During the
current fiscal year, proceeds were received from:

General obligation bonds, including a premium of $41,813..... $ (1,042,813)
Refunding bonds, including a premium of $22,542................. (376,854)
Total bond ProCeedS.........covereerieieneereeriees e (1,419,667)

Repayment of general long-term liabilities is reported as an expenditure in governmental funds, but the
repayment reduces general long-term liabilities in the statement of net assets.
During the current fiscal year, these amounts consisted of :

Bond principal retiremMent...........covvereneenrereeeeeeesereseseneesnenenns $ 479,395
Payments to the refunded bond escrow agent... . 376,854
Total long-term debt repayment..........coeeveeeeirnneneeereeeenes 856,249

Internal service funds charge the costs of certain goods and services to
individual funds. The net loss of the internal service fundsis reported
as part of governmental aCtiVitieS EXPENSES........c.vvverevcerririneieeeee e (26,007)

Certain tax and other revenues due by fiscal year end will not be collected for several months
or years after fiscal year end; they are not considered available revenues
in the governmental funds, but they are reported as revenues in the statement of activities. 37,343

Certain governmental fund revenues, expenditures and bal ances receivable/owed between
funds, but within the same expenditure function, are eliminated from the statement of activities
Revenue due from/transfer from eliminations. 2,247,980
Expenditure due to/transfer to eliminations............c.cocccevueuee. (2,247,980)

Certain additional expenses are reported in the statement of activities because they are due
and payable and are funded with future economic resources rather than current available
FINANCIAl FESOUICES.......cueeeiieieieirie ettt ettt sttt e (142,747)

Net change in governmental net assetsin the statement of activities.........cccoeeveenee $ 411,263

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