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STATE OF DELAWARE
DEPARTMENT OF FINANCE
OFFICE OF THE SECRETARY

RICHARD J. GEISENBERGER
SECRETARY OF FINANCE

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

It is my pleasure to present the Comprehensive Annual Financial Report (CAFR) for the
State of Delaware (the State) for the fiscal year ended June 30, 2017. 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. The management of the
Department of Finance has established a comprehensive framework of internal control to provide
a reasonable basis for asserting that, 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. 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 (MDé&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 of the
independent auditors.

CARVEL STATE OFFICE BUILDING, 820 N. FRENCH ST., 8™ FLOOR, WILMINGTON, DE 19801
TELEPHONE: (302)577-8979 — FAX: (302)577-8982



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 2016, it is estimated that
over 952,000 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 other states, consists of three branches that operate
through a system of checks and balances. The executive branch is comprised of the Governor, L.
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 more fully 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, 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 are fully explained in Note 1 to the basic financial statements.

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

Budgetary special funds are designated for specific purposes. The appropriate budgetary
special fund is credited with tax or other revenue allocated 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 Division of Small Business, Development and
Tourism, the Controller General, and six legislators.

Budgetary Control and Financial Management Systems

Disbursements are controlled by an encumbrance accounting system, via purchase orders,
designed to provide information on the actual extent of the State's obligations and guard against
over-committing available funds. Appropriations are reduced immediately when purchase orders
are issued for goods and services. The total amount of budgetary general fund cash
disbursements, plus unliquidated encumbrances, cannot exceed the amount appropriated by the
General Assembly for any specific budgetary line items by department. Internal controls prevent
State organizations from spending beyond budgetary limits and statutory requirements described
in the Budget and Accounting Manual (the BAM), which dictates the process for handling cash,
assets, the use of credit cards, payroll, procurement, budgeting and approvals over all financial
transactions. (See Notes to Required Supplementary Information for more details.)

The majority of the State's financial transactions are processed through the statewide
accounting system, which is a comprehensive, enterprise-wide financial system. However,
certain special funds have financial activity external to that system, such as the Delaware
Transportation Authority, the Delaware State Housing Authority and Delaware State University.
This activity is governed in strict adherence to legislative regulations and guidelines established
by their boards. In addition, these entities are audited annually and produce published financial
reports.

Budget Process

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

Appropriation Limit

The State Constitution limits annual appropriations by majority vote of both houses of the
General Assembly to 98% of estimated budgetary general fund revenue plus the unencumbered
budgetary general fund balance from the previous fiscal year. An exception to this limit may be
made in the event of a declared emergency, with the approval of a three-fifths vote of the



members of each house of the General Assembly. No appropriation may be made which
exceeds 100% of estimated budgetary general fund revenue plus the unencumbered general
fund balance from the previous fiscal year.

Tax Limitations

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

Revenue and Expenditure Forecasting

The Delaware Economic and Financial Advisory Council (DEFAC), an entity created by
executive order in 1977, is comprised of 31 members from the executive and legislative branches
of State government and the private sector, as appointed by the Governor. DEFAC submits
revenue and expenditure forecasts for the Budgetary General Fund and the Transportation Trust
Fund to the Governor and the General Assembly regularly throughout the fiscal year. These
forecasts are meant to ensure compliance with State constitutional limits on spending authority
so future expenditures do not exceed expected revenues. In addition, revenue forecasts near
year-end for the next fiscal year are utilized to calculate the corresponding statutory debt limits.

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 generated for the current fiscal year in September, December,
March, April, May and June.

Additionally, 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. Executive
Order No. 4, signed by Governor Carney in February 2017, established the Government
Efficiency and Accountability Review (GEAR) Board to identify, on an on-going basis, cost
savings and continuous improvement opportunities across state government. DEFAC meetings,
as well as GEAR meetings, are open to the public and provide a 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

Delaware’s unemployment rate tends to reflect the national rate, but typically at lower
levels. On average, Delaware’s unemployment rate has been 1.3 percentage points lower than
the U.S. rate since 1982. In 2016, Delaware’s annual unemployment rate of 4.4 percent was 0.5
percent lower than the national average of 4.9 percent. Through the first half of 2017, however,



the unemployment rate trend makes it likely that Delaware’s rate for 2017 will exceed 2016 and
the national rate.

Delaware’s per capita personal income in 2016 ranked 21* in the U.S. and was 97 percent of
the national average. Income growth experienced an increase of 1.7 percent over 2015 vs. 1.6
percent in the nation. Aggregate personal income growth is expected to slightly lag national
growth levels due, in part, to high levels of in-migration among retirees.

Despite job losses at DuPont and other large employers, employment levels continue to
grow due to growth in financial services and professional and business services and are expected
to match national growth rates for the remainder of the decade.

Aided by active economic development policies, strong private sector leadership, an
attentive administration and supportive legislators, Delaware’s economy continues to do well.
Based in large part on service-providing enterprises, especially financial activities, Delaware has
targeted statutory and tax policy changes to encourage financial sector development and to retain
important employers. The State’s major financial service employers, J.P. Morgan Chase & Co.,
Bank of America, N.A., Barclays Bank Delaware and Capital One, continue to maintain a major
presence in the State and demonstrate the State’s importance as a financial center. The main
driver of Delaware’s financial sector, the credit card industry, has benefited from strong
consumer fundamentals, a steady U.S. economic recovery, and rising demand for credit card
borrowing. In response to the potential loss of The Chemours Company, Delaware enacted The
Delaware Competes Act which changes the method employed to apportion taxable income for
multi-state corporations. Chemours recent announcement of the construction of a $150 million
facility at the University of Delaware’s STAR campus to leverage state-of-the-art analytical and
unique research capabilities between Chemours and the University is evidence of its continued
commitment to Delaware. When faced with the news that Dow-Dupont planned to split the
merged company into three separate and independent corporations, Delaware distinguished itself
as a natural location for global headquarters and a center for research and development. The
State responded with The Commitment to Innovation Act, which modernized Delaware’s
research and development tax credit and established job retention tax credits for firms that
establish worldwide headquarters in the State. The Commitment to Innovation Act was among
the critical elements in Dow-Dupont’s decision to locate the headquarters of both the agricultural
company and specialty products spin-offs in Delaware and its announcement in September 2017
to locate seven additional business lines in its specialty products unit.

In early 2017, Governor John Carney announced the Delaware Prosperity Partnership
(DPP), a change to the way Delaware attracts new investment. The DPP is a public-private non-
profit corporation led by a Board consisting of business leaders and public officials that will craft
a comprehensive strategic plan backed by a marketing campaign that pursues new investment
and jobs in key industries. The new organization will recruit businesses to the State, lead market
and promotion activities that leverage the businesses already incorporated in Delaware, facilitate
the development of a stronger entrepreneurial and innovative economic system in Delaware,
consolidate international and foreign direct investment attraction activities, align economic
development activities with workforce development programs and support economic



development efforts at the local level. Small business development and tourism will continue to
be marketed by the State under the Department of State.

Although less reliant on manufacturing, the State has made important strides to reinvigorate,
modernize, and repurpose its manufacturing base. The University of Delaware, on the site of the
former Chrysler plant, pursues science, technology and advanced research. As part of the health
sciences complex, the “STAR” campus houses core labs for use by teams of clinical and
academic researchers dedicated to advanced healthcare research, education and delivery. In
October 2017, the University of Delaware broke ground on a $156 million Delaware
Biopharmaceutical Innovation Building, a six-story, 200,000 square foot building to mass
produce cutting-edge biopharmaceuticals.

Delaware’s business-friendly legal system continues to attract incorporations and limited
liability company and partnership formations. Two-thirds of Fortune 500 companies are
incorporated in Delaware and more than 80% of U.S.-based new initial public offerings (IPOs)
choose Delaware as their legal home. New entity formations rose 6.3% in 2016 to a record
189,000. As of December 2016, the total number of active business entities registered with the
Division of Corporations exceeded 1,238,000.

Delaware has one of the most diversified gaming portfolios in the country. In addition to
traditional and video lottery, Delaware offers parlay betting on pro football games and Keno.
Delaware has over 650 retail outlets available to lottery players including the State’s three
licensed casinos. Since 2013, Delaware, Nevada, and most recently New Jersey participate in a
Multi-State Internet Gaming Agreement (“i-gaming”) allowing poker players to participate in
regulated multi-jurisdictional online poker rooms.

INDEPENDENT AUDIT

The accounting firm of CliftonLarsonAllen, LLP has audited the State’s basic financial
statements for the fiscal year ended June 30, 2017. Based upon that audit, the independent
auditor has issued an unmodified opinion that the State of Delaware’s basic financial statements
are presented fairly, in all material respects, 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 Office of Management and Budget Uniform Grant
Guidance. 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 CAFR for the fiscal year ended June 30, 2016. The Certificate of Achievement
is a prestigious national award that recognizes conformance with the highest standards for

Vi



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 22 consecutive years (fiscal years 1995 — 2016). 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.
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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, 2017, 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 accounting principles generally accepted in the United States of America; 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 certain agencies and component units of the State, which
represent the indicated percent of total assets and deferred outflows of resources, total net position and
fund balance, and total revenues as presented in the table below. Those financial statements were
audited by other auditors, whose reports thereon have been furnished to us, and our opinion, insofar as
it related to the amounts included for those funds and component units, is based solely on the reports
of the other auditors.

Percentage Audited by
Other Auditors
Assets and
Deferred

Outflows of Net Position/

Resources Revenues Fund Balance
Governmental Activities 0% 0% 1%
Business-type Activities 97% 94% 96%
Discretely Presented Component Units 85% 75% 90%
General Fund 2% 0% 6%
Lottery Fund 100% 100% 100%
DelDOT Fund 100% 100% 100%
Aggregate Remaining Fund Information 95% 82% 96%
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The Honorable Governor and
Honorable Members of the State Legislature
State of Delaware

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.

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 as of June 30, 2017, and the
respective changes in financial position and, where applicable, cash flows thereof for the year then
ended in accordance with accounting principles generally accepted in the United States of America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America 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 Governmental Accounting Standards Board 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 and other auditors have applied certain limited procedures to the required supplementary
information 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 are presented for purposes of additional analysis and are not a
required part of the basic financial statements.



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

The supplementary information, as listed in the table of contents, is the responsibility of management
and was derived from and relates 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, based on our audit and the report of other auditors, the
supplementary information is fairly stated, in all material respects, in relation to the basic financial
statements as a whole.

The introductory section and statistical section has 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 it.

%«ZMW L7

CliftonLarsonAllen LLP

Baltimore, Maryland
December 22, 2017



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, 2017. Readers are encouraged to consider the
information presented here in conjunction with additional information that is furnished in the letter
of transmittal, which can be found on pages i-vii of this report, 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 and deferred outflows of resources of the State exceeded its liabilities and
deferred inflows of resources at the close of the most recent fiscal year by $2,628.2 million
(net position). Discretely presented component units reported a net position of $1,226.7
million, an increase of $41.4 million from the previous year as restated, resulting from prior
year correction of errors.

e As a result of its operations, the primary government’s total net position decreased by
$663.9 million (20.2%) in fiscal year 2017 when compared to the previous year’s ending
net position. Net position of governmental activities decreased by $813.3 million (224.7%)
from the previous year, while net position of the business-type activities increased $149.3
million (4.1%) from the previous year.

e The State’s governmental funds reported combined ending fund balances of $1,275.3
million, a decrease of $351.8 million (21.6%) in comparison with the prior year balance.

e The general fund reported unassigned fund balance of $11.4 million which was 0.2% of
total general fund expenditures.

e The State’s total general obligation debt increased $52.9 million (2.8%) during fiscal year
2017 to $1,955.8 million. Of the State’s outstanding general obligation debt, $496.6 million
(25.4%) 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 $1,029.8 million in
outstanding revenue bonds with $47.0 million for energy conservation projects and $982.8
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
of resources, liabilities, and deferred inflows of resources 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
(discretely presented component units). These entities include the Delaware State Housing
Authority, the Diamond State Port Corporation, the Riverfront Development Corporation,
Delaware State University, the Delaware Agricultural Lands Preservation Foundation and 25
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 20 - 21 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 outflows
of available resources, as well as on balances of available resources on hand at the end of the
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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 22 - 25 of this report.

The combining schedule for the local school districts that reflects the local school district fund
can be found on pages 159 - 162 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 and special fund. A budgetary comparison
schedule has been provided for the budgetary general fund and special fund to demonstrate
compliance with the budget. The schedules can be found on page 132 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 26 - 28 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



State of Delaware Management’s Discussion and Analysis, June 30, 2017

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.

The basic fiduciary fund financial statements can be found on pages 29 - 30 of this report. The
combining fiduciary and agency fund statements can be found on pages 154 - 158.

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 33 - 128 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 130 - 152 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 and deferred outflows of resources exceeded its liabilities and deferred
inflows of resources by $2,628.2 million at the close of the most recent fiscal year.

The largest portion of the State’s net position of $5,096.8 million 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 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 $1,291.5 million 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 of $3,760.1 million.
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Assets:
Non-capital Assets
Capital Assets

Total Assets
Deferred Outflows of Resources

Liabilities:
Long-term Liabilities
Outstanding
Other Liabilities

Total Liabilities
Deferred Inflows of Resources

Net Position:
Net Investment in
Capital Assets
Restricted
Unrestricted Deficit

Total Net Position

Condensed Financial Information - Primary Government

Management’s Discussion and Analysis, June 30, 2017

As of June 30, 2017
(Expressed in Thousands)
Governmental Activities Business-type Activities Total
2017 2016 2017 2016 2017 2016
$ 2781022 § 2890963 § 721378 § 748534 § 3,502,400 $ 3,639,497
3,761,862 3,768,563 4,595,954 4,402,702 8,357,816 8,171,265
6,542,884 6,059,526 5,317,332 5,151,236 11,860,216 11,810,762
756,874 194,889 68,824 49,649 825,698 244,538
7,201,606 5,897,362 1,323,208 1,278,247 8,524,814 7,175,609
1,200,404 1,074,590 237,285 239,538 1,437,689 1,314,128
8,402,010 6,971,952 1,560,493 1,517,785 9,962,503 8,489,737
72,925 244 380 22,316 29,078 95,241 273,458
1,476,850 1,534,319 3,619,968 3,505,882 5,096,818 5,040,201
970,545 937,764 320,957 306,057 1,291,502 1,243,821
(3,622,572) (2,334,000 (137,578) (157,917 (3,760,150) (2,991,917
$ (L175177) § (361917) § 3803347 § 3654022 § 2628170 § 3,292,105
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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, 2017
(Expressed in Thousands)

Governmental Activities Business-type Activities Total Primary Government
2017 2016 2017 2016 2017 2016
Revenues:
Program Revenues:
Charges for Services $ 656,591 $ 546,975 $ 1,302,335 $ 1,321,399 $ 1,958,926 $ 1,868,374
Operating Grants and
Contributions 2,201,933 2,196,373 207,338 202,900 2,409,271 2,399,273
General Revenues:
Taxes:
Personal Income Taxes 1,180,975 1,112,368 - - 1,180,975 1,112,368
Business Taxes 2,281,220 2,294,173 - - 2,281,220 2,294,173
Real Estate Taxes 625,903 573,968 - - 625,903 573,968
Other Taxes 256,998 244,526 - - 256,998 244,526
Investment Income (Loss) 18,237 12,584 2,858 6,726 21,095 19,310
Miscellaneous 20,109 16,694 - - 20,109 16,694
Total Revenues 7,241,966 6,997,661 1,512,531 1,531,025 8,754,497 8,528,686
Expenses:
General Government 1,167,143 906,593 - - 1,167,143 906,593
Health and Children's
Services 3,259,908 3,087,138 - - 3,259,908 3,087,138
Judicial and Public Safety 753,778 714,932 - - 753,778 714,932
Natural Resources and
Environmental Control 164,879 160,059 - - 164,879 160,059
Labor 93,510 74,766 - - 93,510 74,766
Education 2,799,115 2,722,666 - - 2,799,115 2,722,666
Interest Expense 62,815 91,894 - - 62,815 91,894
Lottery - - 383,270 382,424 383,270 382,424
Transportation/DelDOT - - 671,765 682,364 671,765 682,364
Unemployment - - 62,249 64,629 62,249 64,629
Total Expenses 8,301,148 7,758,048 1,117,284 1,129,417 9,418,432 8,887,465
Increase (Decrease) in Net Position
Before Transfers (1,059,182) (760,387) 395,247 401,608 (663,935) (358,779)
Transfers 245,922 248,822 (245,922) (248,822) - -
Increase (Decrease) in Net Position (813,260) (511,565) 149,325 152,786 (663,935) (358,779)
Net Position - Beginning of
Year (361,917) 149,648 3,654,022 3,501,236 3,292,105 3,650,884
Net Position - End of Year $ (1,175,177) $  (361,917) $ 3,803,347 $ 3,654,022 $ 2,628,170 $ 3,292,105

Governmental Activities

The capital assets of the governmental activities decreased by $6.7 million (0.2%) from the prior
year. The decrease is due largely to increased depreciation expense, specifically for software with
significant new projects completed during the fiscal year.

The decrease in governmental activities non-capital assets is due to a decrease in cash and
investments as a result of increased general government, health and children’s services, and
education expenditures as well as a decrease in taxes receivables.

The increase in governmental activities long-term liabilities outstanding of $1,304.2 million
(22.1%) is primarily due to an increase in the net pension liability of $804.0 million, the other post-
employment benefits liability, escheat liability, and general obligation bonds. At June 30, 2017,
the long-term obligation for OPEB was $2,556.1 million, an increase of $293.0 million (12.9%)
from fiscal year 2016. The OPEB obligation will increase each year as the State continues to defer
full funding of its annual required contribution. In addition, the escheat liability increased $187.5
million (48.1%) with more anticipated claims due to the automated claims process and general
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obligation long term debt increased by $52.9 million (2.8%) from fiscal year 2016. The State’s
debt as a percentage of the State’s personal income was 7.1% and 7.2%, respectively in fiscal years
2017 and 2016. The State’s debt burden reflects its centralized role in financing facilities, such as
schools and prisons.

Deferred outflows of resources are $756.9 million, an increase of $562.0 million (288.4%) and are
largely for difference between projected and actual investment earinings and changes in
assumptions for the pension plan. Deferred inflows of resources are $72.9 million, a decrease of
$171.5 million (70.2%) and are mostly for the differences between the projected and actual
investment earnings on the pension plan assets.

Since fiscal year 2016, the net position for governmental activities has decreased by $813.3
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 $129.1 million (3.0%)
relating primarily to increases in personal income taxes of $68.6 million (6.2%), decreases in
business taxes of $13.0 million (0.6%), increases in real estate taxes of $51.9 million (9.0%), and
increases in other taxes of $12.5 million (5.1%). The increase in personal income tax revenues
was attributable to an increase in collections with rising personal income, and the decrease in
business taxes was due to decreases in corporate income taxes with lower business profits
decreasing collections. The increase in real estate tax revenues is the result of increased millage
rates along with increased assessments from new construction due to new developments.

Program revenues increased by $115.2 million (4.2%) from the prior year due mostly to an increase
in charges for services. This increase is due to increases in licenses and fees.

Revenues by Source — Governmental Activities

Operating Grants and Miscellaneous
Contributions 0.3% Personal Income Tax
30.4% ' 16.3%

Other Taxes
3.5%

Charges for Services
9.1%

Business Taxes
31.5%
Investment Earnings

Real Estate Taxes
0.3%

8.6%
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Expenses for governmental activities, not including interest on long-term debt, increased
during fiscal year 2017 by $572.2 million (7.5%). The increase in governmental activities is
primarily due to the increased spending of $76.4 million (2.8%) for Education, $172.8 million
(5.6%) for Health and Children’s Services, and $260.6 million (28.7%) for General
Government. Education increased due to additional costs for salaries and benefits as the student
population continues to increase. Health and Children’s Services increased as a result of a
increased services in the Medicaid program. General Government expenses increased as a
result of changes in the escheat liability resulting in an additional $187.5 million in expenses
as well as continued increases in all employee benefits of approximately $40.0 million.

Expenses and Program Revenues- Governmental Activities
(Expressed in Thousands)

$3,500,000

$3,000,000 - mExpenses 2017
DOExpenses 2016

$2,500,000 - @Program Revenues 2017

OProgram Revenues 2016

$2,000,000 -|
$1,500,000 -
$1,000,000 -
$500,000 -| Il:I

$0 | B

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 $149.3 million (4.1%) in fiscal year
2017. This increase is comprised of a $115.3 million (3.3%) increase in net position for
DelDOT plus a $34.0 million (31.0%) increase in the Unemployment Insurance Trust Fund.

The increase of $34.0 million in fiscal year 2017 compared to an increase of $49.9 million
in fiscal year 2016 for the Delaware Unemployment Insurance Trust Fund net position is due
to decreases in the State unemployment taxes. The operating revenues decreased by $18.9
million (16.9%) with the decrease in taxes collected and operating expenses decreased by
$2.4 million (3.7%) due to decreases in unemployment benefits paid. The decreases are a
result of continued improvements in the economy resulting in a decrease in the tax rate and
less individuals unemployed result in fewer individuals collecting benefits.

DelDOT’s net position at June 30, 2017 increased by $115.3 million from June 30, 2016.
Change in net position increased from $102.8 million in fiscal year 2016 to $115.3 million
in fiscal year 2017. DelDOT’s total operating revenues increased by $7.1 million (1.2%)
while operating expenses decreased by $5.9 million (0.9%). The change in revenue is
primarily attributable to an increase in toll revenues with increased travel and increased

11



State of Delaware Management’s Discussion and Analysis, June 30, 2017

motor vehicles revenues and motor fuel taxes. The decrease in operating expenditures is
primarily a result of decreases in professional fees for planning projects and paving and
rehabilitation of roads. Total capital assets (net of depreciation) increased $193.3 million to
$4,596.0 million during fiscal year 2017 primarily due to the completion of road projects.

There was no change in the Lottery’s net position. By law, the Lottery’s net position cannot
exceed $1.0 million. Lottery revenue for fiscal year 2017 showed a decrease over fiscal year
2016 by $7.3 million or 1.1%. This decrease is largely due to decreased sales of Powerball
and Mega Millions tickets, which are typically driven by the size of the jackpot. The lack of
higher jackpots in fiscal year 2017 is the cause for the decrease in sales on these games.

The Lottery transferred $244.7 million in gaming revenues to the State, a decrease of $8.2
million (3.2%).

Revenues by Source — Business-type Activities

Operating and Capital
Grants and Contributions
13.7%

Charges for Services
86.3%

Expenses and Program Revenues — Business-type Activities

$900,000
$800,000 b DExpenses 2017
$700,000 - DExpenses 2016

OProgram Revenues 2017
$600,000 - BProgram Revenues 2016
)

$500,000 -
$400,000 -
$300,000 -
$200,000 -
$100,000 -

o | =1 I

DelDOT Unemployment Lottery

12



State of Delaware Management’s Discussion and Analysis, June 30, 2017

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.

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 19 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 $1,275.3 million, a decrease of $351.8 million over the prior year fund balance.

Of this amount, $27.7 million is nonspendable (2.2%), either due to its form or legal constraints,
$970.5 million (76.1%) is restricted for specific programs by external constraints and $152.5
million (11.9%) is committed for specific purposes pursuant to constraints imposed by a formal
action of the Delaware Legislature. An additional $113.2 million (8.9%) has been assigned to
specific purposes by management. The remaining $11.4 million (0.9%) of fund balance is
unassigned.

General Fund

The General Fund accounts for the operation and administration of the State. The fund balance
decreased by $364.3 million for the fiscal year.

Total General Fund revenues increased by $190.0 million (4.3%) which was due to several factors.
Personal income taxes increased by $68.6 million, which was due to increased collections with
rising personal income. This increase was offset by decreased business taxes of $12.9 million due
to decreased corporate income taxes because of decreased business profits. In addition, other tax
revenue, licenses, fees, permits and fines and other revenue increases are $12.4 million, $37.6
million and $101.7 million, respectively. Other revenue increases are due to increased rebates and
other special program revenues.

Total General Fund expenditures increased by $203.0 million (4.0%). This was primarily due to
increases in General Government of $104.9 million and Health and Children’s Services of $58.7
million. The increase in expenditures for General Government was in large part due to an increase
in the expenses for the escheat related to the increased liability. Health and Children’s Services
increases were the result of additional Medicaid costs.
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At the end of the current fiscal year, unassigned fund balance of the general fund was $11.4 million
and the total fund balance was $534.6 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 revenues and expenditures increased by $25.0 and $30.2 million, respectively.
Revenues and expenditures increased for Health and Children’s Services by $27.8 and $41.4
million, respectively due largely to increased services, including Medicaid.

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 increased by
$17.7 million to $286.5 million due to increased taxes of $52.0 million offset by an increase in
expenditures of $20.0 million to serve the increasing student 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 $264.5 million in fiscal year 2017, an
increase of $32.6 million with additional projects underway for both educational institutions and
general government in fiscal year 2017.

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 2017 by $149.3 million as a result of
operations. Pages 11-12, discuss 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 decreased by $93.0 million.

Revenues were $68.3 million (1.7%) more than the previous fiscal year. This was due to decreases
in the corporate income tax of $22.5 million (15.7%), offset by increases in personal income tax
of $45.0 million (3.5%), franchise fees of $8.4 million (1.2%), limited partnership and LLCs of
$15.5 million (5.8%), and realty transfer taxes of $6.9 million (7.7%). The $22.5 million decrease
in corporate income tax was the result of overall lower business profits decreasing receipts, and
the $45.0 million increase in personal income taxes was due to rising personal income.
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Expenditures were $192.4 million (4.9%) more than the previous fiscal year. Salaries and wages
increased by $41.1 million (3.0%) and benefit costs increased by $26.8 million (5.9%), Grants-in-
Aid increased by $16.1 million (4.6%), Medicaid costs increased by $50.6 million (7.3%),
contractual services increased by $23.8 million (4.6%) and pensions increased by $20.4 million
(6.8%).

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 from the 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.

The significant budget expense variances from fiscal year 2016 to fiscal year 2017 are $23.4
million, $68.3 million and $83.2 million increases for Judicial and Public Safety, Health and
Children’s Services, and Education, respectively due to multi-year ongoing projects.

Funded projects, which are not completed by year-end, may carry over unspent funds into fiscal
year 2017. Unspent funds are reflected in the final budget which may cause variances from original
budget.

Actual revenues for the general fund exceeded budgeted revenues by $54.4 million due largely to
the collection near year-end of unexpected business taxes, particularly corporate income tax. For
the special fund, actual revenues exceed budgeted due to additional grant and fees received. Actual
expenditures were $117.9 million for the general fund and $134.7 million for the special fund less
than budgeted due to cost containment measures instituted near year-end along with deferring of
expenses until fiscal year 2018.

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, 2017, amounted to $8,357.8 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
$6.7 million (0.2%) and the increase for business-type activities was $193.3 million (4.4%).

Major capital asset increases in the business-type activities during the current fiscal year are due
to the increased spending at DelDOT for projects including US 301, State Route 1, the West Dover
Connector, and the Wilmington Riverfront/Christina River Bridge.

As allowed by GASB, the State has adopted an alternative process for recording depreciation
expense on 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 4,452 centerline



State of Delaware Management’s Discussion and Analysis, June 30, 2017

miles and 843 bridges that the State is responsible to maintain with a total book value of $4,005.1
million as of June 30, 2017.

It is the State's policy to maintain at least 85% of its highway system at a fair or better condition
rating and 95% of its national bridge inventory (combined structural and deck ratings) at a fair or
better condition rating as follows:

The condition of road pavement is measured using the Overall Pavement Condition (OPC) system,
which is based on the extent and severity of various pavement distresses that are visually observed.
The OPC system uses a measurement scale that is based on a condition index ranging from 0 for
poor pavement to 5 for pavement in excellent condition.

The condition of bridges is measured using the "Bridge Condition Rating" (BCR), which is based
on the Federal Highway Administration's Coding Guide, "Recording and Coding Guide for the
Structure Inventory and Appraisal of the Nation's Bridges". The BCR uses a measurement scale
that is based on a condition index ranging from 0 to 9, 0 to 4 for substandard bridges, and 9 for
bridges in perfect condition. For reporting purposes, substandard bridges are classified as those
with a rating of 4 or less. The good or better condition bridges are taken as those with ratings of 6
to 9. A rating of 5 is considered fair.

The Department performs condition assessments of eligible infrastructure assets at least every
three years.

Of the Department's 843 bridge structures that were rated, 69.0% received a good or better BCR
rating, 27.1% were rated fair, and 3.9% received a substandard rating. Of the 7,853,193 square feet
of bridge deck that was rated, 61.0% received an OPC condition rating of good or better, 34.0%
received a fair rating, and 5.0% received a substandard deck rating. Of the 4,452 centerline miles,
4,388 were rated and 96.0% received a fair or better OPC rating and 2.6% received a poor rating.

The estimate to maintain and preserve DelDOT's infrastructure was $246.9 million for fiscal year
2017. The actual expenditures were $297.4 million for 2017, which is $50.4 million over the
estimate. The estimated expenditures represent annual 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 47 - 48, Note
6 on pages 75 — 77 and pages 135 - 136 in the Required Supplementary Information.
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A summary of the State’s primary government’s capital assets, net of depreciation is as follows:

State of Delaware Capital Assets as of June 30, 2017
Net of Depreciation
(Expressed in Thousands)

Governmental Activities Business-Type Activities Total
2017 2016 2017 2016 2017 2016

Land $ 487,009 $ 482,739 $ 310,298 $ 306,704 $ 797,307 $ 789,443
Land Improvements 171,246 180,638 - - 171,246 180,638
Buildings 2,557,626 2,643,117 131,137 118,554 2,688,763 2,761,671
Easements 83,294 83,294 - - 83,294 83,294
Equipment, Vehicles and

Computer Software 336,684 103,283 138,688 138,571 475,372 241,854
Infrastructure - - 4,005,063 3,823,201 4,005,063 3,823,201
Construction-In-Progress 126,003 275,492 10,768 15,672 136,771 291,164

$3,761,862 $3,768,563 $4,595,954 $4,402,702 $8,357,816 $8,171,265

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 $1,955.8 million backed by
the full faith and credit of the State. The State’s debt burden reflects its centralized role in financing
facilities, including school construction projects. As of June 30, 2017, $496.6 million, or 25.4%,
of the State’s outstanding debt was issued on behalf of local school districts. Local school districts
transferred $64.8 million of property tax revenue to the State to cover related debt service during
fiscal year 2017.

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:

A 5% test restricts new debt authorization to 5% of budgetary general fund revenue as
projected by the Delaware Economic and Financial Advisory Council (DEFAC) in June
for the next fiscal year. Should actual revenue collections increase during the year, no
additional authorizations are made. For fiscal year 2017, debt authorization was limited to
$202.4 million.

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.

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
2017, 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 2017. On March 9, 2017, the State issued
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$225.0 million of general obligation bonds maturing between March 1, 2018 and March 1, 2037.
The bonds bear coupons between 3.125% and 5.0% and yield between 0.80% and 3.39%.
Proceeds were used to fund various capital projects as authorized by the General Assembly.
Subsequent to year-end, on December 14, 2017, the State issued $114.8 million of general
obligation bonds to advance refund previously issued bonds.

In addition, the Sustainable Energy Utility, Inc. (SEU) had $47.0 million of Revenue Bonds, Series
2011 outstanding as of June 30, 2017. 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 organizations that are participating
in the SEU program, but are not an obligation of the State.

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 Authority issued $107.0 million of Transportation System Senior
Revenue Bonds, Series 2017 to provide funding for projects and an advance refunding of
previously issued bonds. The Delaware Transportation Authority has revenue bonds outstanding
of $982.9 million to support its ongoing capital transportation program which includes $72.3
million in Grant Anticipation Vehicle Bonds (GARVEEzs), to finance a portion of the costs of
completing the final design and right-of-way acquisition for a new U.S. 301.

Additional information on the State of Delaware’s long-term debt can be found in Notes 8, 9, and
10 on pages 78 — 90 and Note 23 on page 128 of this report.

Financial Management

The State’s financial management continues to be recognized by the 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 Budgetary 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; debt service to 15% of tax supported revenue; and the 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 Adequate funding of its pension plan.
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Economic Factors and Next Year’s Budgets and Rates

DEFAC met on June 19, 2017 to prepare the final revenue and expenditure estimates upon which
the fiscal year 2018 operating and capital budgets would be based. Forecasters suggest moderate
growth with employment growing slightly below expected national levels. Tax policy changes,
which include increases in corporate franchise taxes, cigarette and alcohol taxes and realty transfer
taxes, are favorable for fiscal 2018 revenue.

The fiscal year 2018 operating and capital budgets meet budgetary spending limitations imposed
by law. The fiscal year 2018 operating budget is $4,144.2 million, just 0.3% more than fiscal year
2017 and was based on the fiscal 2018 revenue resolution passed by the General Assembly in the
amount of $4,228.8 million. The fiscal year 2018 operating budget included $37.2 million in
appropriations to the Grant-in-Aid bill, a decrease of 19.0% over the fiscal year 2017 budget. No
operating cash was allocated to the capital 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.



ASSETS

Cash and Cash Equivalents

Cash and Pooled Investments

Receivables, Net

Interfund Balances

Inventories

Prepaid Items

Investments

Other Assets

Restricted Assets:
Cash and Pooled Investments
Deposit on Hold with Trustee
Restricted Investments
Net Pension Asset
Other Restricted Assets

Capital Assets:
Non-Depreciable Assets
Depreciable Capital Assets, Net

Total Capital Assets, Net

Total Assets

DEFERRED OUTFLOWS OF RESOURCES

LIABILITIES
Accounts Payable
Accrued Liabilities
Accrued Interest Payable
Unearned Revenue
Escrow Deposits
Advances from Federal Government
Net Pension Liability
Due Within One Year
Due In More Than One Year

Total Liabilities

DEFERRED INFLOWS OF RESOURCES

NET POSITION

Net Investment in Capital Assets

Restricted For:
Debt Service
Federal and State Regulations
Bond Covenants
Unemployment Benefits
Loan Program
Other Purposes

Unrestricted (Deficit)

Total Net Position

STATE OF DELAWARE
STATEMENT OF NET POSITION
JUNE 30, 2017
(Expressed in Thousands)

Discretely
Primary Government Presented
Governmental Business-type Component
Activities Activities Total Units

$ 22,081 $ 194,028 $ 216,109 $ 51,324
1,298,352 10,435 1,308,787 76,589
684,944 94,227 779,171 360,149
(19,180) 19,180 - -
5,109 19,511 24,620 1,111
- - - 5,370
76,732 180,733 257,465 404,054
- 2,410 2,410 1,986
712,836 - 712,836 12,603
115 - 115 -
- 200,854 200,854 35,106
33 - 33 -
- - - 2,155
696,306 4,348,229 5,044,535 377,268
3,065,556 247,725 3,313,281 601,114
3,761,862 4,595,954 8,357,816 978,382
6,542,884 5,317,332 11,860,216 1,928,829
756,874 68,824 825,698 61,731
728,266 108,732 836,998 14,000
55,237 11,735 66,972 25,520
33,775 16,623 50,398 3,036
2,096 - 2,096 2,440
- 8,691 8,691 -
5,793 - 5,793 -
1,807,317 61,301 1,868,618 99,354
375,237 91,504 466,741 20,564
5,394,289 1,261,907 6,656,196 594,179
8,402,010 1,560,493 9,962,503 759,093
72,925 22,316 95,241 4,745
1,476,850 3,619,968 5,096,818 668,728
- 177,527 177,527 -
970,545 - 970,545 401,290
- - - 53,484
- 143,430 143,430 -
- - - 44,720
- - - 31,112
(3,622,572) (137,578) (3,760,150) 27,388
$ (1,175,177) $ 3,803,347 $ 2,628,170 $ 1,226,722

See Accompanying Notes to Basic Financial Statements
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STATE OF DELAWARE
STATEMENT OF ACTIVITIES
FOR THE FISCAL YEAR ENDED JUNE 30, 2017

(Expressed in Thousands)

Net (Expense) Revenues and

Program Revenues Changes in Net Position Discretely
Grants and Contributions Primary Government Presented
Charges for Governmental Business-type Component
Functions/Programs Expenses Services Operating Capital Activities Activities Total Units
Primary Government:
Governmental Activities:
General Governmental Services $ 1,167,143 $ 366,922 $ 27,043 $ - $ (773,178)  $ - $ (773,178)  $ -
Health and Children's Services 3,259,908 91,413 1,822,002 - (1,346,493) - (1,346,493) -
Judicial and Public Safety 753,778 77,344 34,504 - (641,930) - (641,930) -
Natural Resources and Environmental Control 164,879 63,920 44,651 - (56,308) - (56,308) -
Labor 93,510 28,010 39,727 - (25,773) - (25,773) -
Education 2,799,115 28,982 234,006 - (2,536,127) - (2,536,127) -
Interest on Long-term Debt 62,815 - - - (62,815) - (62,815) -
Total Governmental Activities 8,301,148 656,591 2,201,933 - (5,442,624) - (5,442,624) -
Business-type Activities:
Lottery 383,270 627,984 - - - 244,714 244,714 -
DelDOT 671,765 581,222 206,752 - - 116,209 116,209 -
Unemployment 62,249 93,129 586 - - 31,466 31,466 -
Total Business-type Activities 1,117,284 1,302,335 207,338 - - 392,389 392,389 -
Total Primary Government $ 9,418,432 $ 1,958,926 $ 2,409,271 $ - (5,442,624) 392,389 (5,050,235) -
Discretely Presented Component Units:
Delaware State Housing Authority $ 101,197 $ 29,388 $ 91,867 $ 447 - - - 20,505
Diamond State Port Corporation 42,653 37,303 - 19,643 - - - 14,293
Riverfront Development Corporation 9,601 3,591 - 7,085 - - - 1,075
Delaware State University 142,504 81,260 10,771 9,190 - - - (41,283)
Delaware Charter Schools 192,992 3,567 17,280 4,565 - - - (167,580)
Delaware Agricultural Lands Preservation Foundation 776 425 3,276 345 - - - 3,270
Total Discretely Presented Component Units $ 489,723 $ 155,534 $ 123,194 $ 41,275 - - - (169,720)
General Revenues:
Taxes:
Personal Income 1,180,975 - 1,180,975 -
Business 2,281,220 - 2,281,220 -
Real Estate 625,903 - 625,903 -
Other 256,998 - 256,998 -
Unrestricted Payments from Primary Government - - - 202,447
Investment Income 18,237 2,858 21,095 4,345
Miscellaneous 20,109 - 20,109 4,357
Transfers In (Out) 245,922 (245,922) - -
Total General Revenues and Transfers 4,629,364 (243,064) 4,386,300 211,149
Changes in Net Position (813,260) 149,325 (663,935) 41,429
Net Position - Beginning As Restated (Note 1) (361,917) 3,654,022 3,292,105 1,185,293
Net Position - Ending $ (1,175,177)  $ 3,803,347 $ 2,628,170 $ 1,226,722

See Accompanying Notes to Basic Financial Statements



STATE OF DELAWARE
BALANCE SHEET
GOVERNMENTAL FUNDS
JUNE 30, 2017
(Expressed in Thousands)

Total
Local School Capital Governmental
General Federal Districts Projects Funds
ASSETS
Cash and Cash Equivalents $ 13,385 $ 665 $ 8,031 $ - $ 22,081
Cash and Pooled Investments 1,528,149 - 303,242 179,797 2,011,188
Deposit on Hold with Trustee 115 - - - 115
Investments 76,589 - 143 - 76,732
Accounts Receivable, Net 63,734 33,197 171 - 97,102
Taxes Receivable, Net 65,293 - 44,175 - 109,468
Intergovernmental
Receivables, Net - 160,518 - - 160,518
Loans and Notes Receivable, Net 25,014 292,842 - - 317,856
Due from Other Funds 21,995 - - - 21,995
Inventories 5,109 - - - 5,109
TOTAL ASSETS $ 1,799,383 $ 487222 $ 355,762 $ 179,797 $ 2,822,164
LIABILITIES
Accounts Payable $ 532,779 $ 150,005 $ 27,083 $ 18,399 $ 728,266
Accrued Liabilities 55,237 - - - 55,237
Other Liabilities 1,351 - - - 1,351
Escheat Liability 577,500 - - - 577,500
Due to Other Funds 20,125 21,050 - - 41,175
Advances from Federal Government - 5,793 - - 5,793
Unearned Revenue 2,096 - - - 2,096
Total Liabilities 1,189,088 176,848 27,083 18,399 1,411,418
DEFERRED INFLOWS OF RESOURCES 75,718 17,532 42,171 - 135,421
FUND BALANCES
Nonspendable 27,729 - - - 27,729
Restricted 229,797 292,842 286,508 161,398 970,545
Committed 152,451 - - - 152,451
Assigned 113,197 - - - 113,197
Unassigned 11,403 - - - 11,403
Total Fund Balances 534,577 292,842 286,508 161,398 1,275,325
TOTAL LIABILITIES, DEFERRED INFLOWS,
AND FUND BALANCE $ 1,799,383 $ 487222 $ 355,762 $ 179,797 $ 2,822,164

See Accompanying Notes to Basic Financial Statements 22



STATE OF DELAWARE

RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET

TO THE STATEMENT OF NET POSITION
June 30, 2017
(Expressed in Thousands)

Total Fund Balances - Governmental Funds

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

Net pension asset available to fund future pension obligations

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

Deferred outflows of resources related to the pension contribution,
changes in proportion, and investment differences

Deferred inflows of resources related to:

Revenues that will be collected after year-end, but are not
available to pay for the current period's expenditures
Pension investment differences and changes in proportion
Deferred gains on refunding of bonds

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 Liability

General Obligation and Revenue Bonds and Related Accounts

Other Long-term Obligations

Total Net Position of Governmental Activities

See Accompanying Notes to Basic Financial Statements

487,009
171,246
2,557,626
83,294
336,684
126,003

135,421
(39,907)
(33,018)

(33,775)
(182,061)
(174,055)

(2,556,123)
(23,158)
(24,503)

(1,807,317)

(2,227,491)

(3,284)

$ 1,275,325

33

3,761,862

756,874

62,496

(7,031,767)

S (L175,177)
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Revenues
Personal Taxes
Business Taxes
Other Tax Revenue
Licenses, Fees, Permits and Fines
Rentals and Sales
Grants
Interest and Other Investment Income
Other

Total Revenues

Expenditures
Current:
General Government
Health and Children's Services
Judicial and Public Safety
Natural Resources and
Environmental Control
Labor
Education
Unrestricted Payments to
Component Unit - Education

Capital Outlay

Debt Service:
Principal
Interest and Other Charges
Costs of Issuance of Debt

Total Expenditures

Excess (Deficiency)
of Revenues Over
(Under) Expenditures

Other Sources (Uses) of
Financial Resources
Transfers In
Transfers Out
Issuance of General
Obligation Bonds
Premiums on Bond Sales

Total Other Sources
(Uses) of Financial

Resources

Net Change in Fund
Balances

Fund Balances - Beginning

Fund Balances - Ending

STATE OF DELAWARE
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES
IN FUND BALANCES (DEFICITS)

GOVERNMENTAL FUNDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2017

(Expressed in Thousands)

Total
Local School Capital Governmental

General Federal District Fund Projects Funds
$ 1,180,975 $ - $ - $ - $ 1,180,975
2,280,255 - - - 2,280,255
256,995 - 626,870 - 883,865
411,840 - 3,173 - 415,013
115,869 - 9,008 - 124,877
34,057 2,164,853 4,297 - 2,203,207
13,400 - 4,764 - 18,164
264,489 - (2,695) - 261,794
4,557,880 2,164,853 645,417 - 7,368,150
963,828 16,834 - - 980,662
1,467,189 1,775,117 - - 3,242,306
649,742 33,032 - - 682,774
135,337 27,457 - - 162,794
53,028 36,452 - - 89,480
1,571,414 216,832 541,966 - 2,330,212
152,696 - 49,751 - 202,447
- - - 264,475 264,475
176,559 - - - 176,559
82,291 - - - 82,291
973 - - - 973
5,253,057 2,105,724 591,717 264,475 8,214,973
(695,177) 59,129 53,700 (264,475) (846,823)
426,270 - 85,986 - 512,256
(95,405) (47,976) (121,950) (1,003) (266,334)
- - - 225,000 225,000
- - - 24,108 24,108
330,865 (47,976) (35,964) 248,105 495,030
(364,312) 11,153 17,736 (16,370) (351,793)
898,889 281,689 268,772 177,768 1,627,118
$§ 534,577 § 292,842 $ 286,508 § 161,398 $ 1,275,325

See Accompanying Notes to Basic Financial Statements
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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, 2017
(Expressed in Thousands)

Net Changes in Fund Balances

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 144,608
Depreciation Expense (144,464)
Loss on Disposal of Assets (6,845)

Change in other assets held for sale which are not financial
resources therefore are not reported in the funds

Changes in revenues in the statement of activities that do not
provide current financial resources and are not reported as
revenues in the funds.

Net change in the deferred outflows of resources and
deferred inflows of resources related to the pension
contribution, changes in proportion and investment
differences.

Bond proceeds provide current financial resources

to governmental funds, but issuing 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 (net of

sinking fund in the amount of $72) 175,050

New Debt Issued (Face Value) (225,000)
Premium Received on General Obligation Bonds (24,108)
Amortization of Premiums on Bonds 18,711
Amortization of Gain on Refunding of Debt 3,143

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 (2,378)
Claims and Judgments (6,223)
Compensated Absences (3,140)
Other Post Employment Benefits (293,012)
Pollution Remediation Obligation 8,886
Net Pension Liability (804,630)
Notes Payable 1,436
Other Liabilities (66)

$

(351,793)

(6,701)

(6,500)

(27,232)

730,297

(52,204)

(1,099,127)

Change in Net Position in the Statement of Activities

See Accompanying Notes to Basic Financial Statements

$

(813,260)
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STATE OF DELAWARE
STATEMENT OF NET POSITION
PROPRIETARY FUNDS
JUNE 30, 2017
(Expressed in Thousands)

Unemployment Lottery DelDOT Total
ASSETS
Current Assets:
Cash and Cash Equivalents $ 125,473 $ 2,048 $ 66,507 $ 194,028
Cash and Pooled Investments - 1,744 8,691 10,435
Accounts Receivable, Net 13,073 7,920 21,709 42,702
Taxes Receivable, Net 33,326 - - 33,326
Intergovernmental Receivables, Net - - 17,477 17,477
Interest Receivable - - 722 722
Inventories - - 19,511 19,511
Due from Other Funds - 5,386 14,739 20,125
Other Assets - - 145 145
Investments:
Unrestricted - - 179,829 179,829
Restricted - 20 112,034 112,054
Total Current Assets 171,872 17,118 441,364 630,354
Noncurrent Assets:
Investments:
Unrestricted - - 904 904
Restricted - - 88,800 88,800
Other Assets - 2,265 - 2,265
Capital Assets:
Capital Assets, Non-depreciable - - 4,348,229 4,348,229
Capital Assets, Depreciable, Net - - 247,725 247,725
Total Capital Assets, Net - - 4,595,954 4,595,954
Total Noncurrent Assets - 2,265 4,685,658 4,687,923
Total Assets 171,872 19,383 5,127,022 5,318,277
DEFERRED OUTFLOWS OF RESOURCES - 1,045 67,779 68,824
LIABILITIES
Current Liabilities:
Accounts Payable 28,442 5,066 75,224 108,732
Accrued Liabilities - 4,721 7,014 11,735
Escrow Deposits - - 8,691 8,691
Interest Payable - - 16,623 16,623
Due to Other Funds - 945 - 945
Pollution Remediation Obligation - - 741 741
Claims and Judgements - - 2,531 2,531
Compensated Absences - - 1,977 1,977
Revenue Bonds - - 86,255 86,255
Total Current Liabilities 28,442 10,732 199,056 238,230
Noncurrent Liabilities:
Other Postemployment Benefits - 4,327 262,542 266,869
Pollution Remediation Obligation - - 342 342
Claims and Judgements - - 6,920 6,920
Liabilities Payable from Restricted Assets - 2,265 - 2,265
Net Pension Liability - 2,000 59,301 61,301
Compensated Absences - - 9,711 9,711
Revenue Bonds - - 975,800 975,800
Total Noncurrent Liabilities - 8,592 1,314,616 1,323,208
Total Liabilities 28,442 19,324 1,513,672 1,561,438
DEFERRED INFLOWS OF RESOURCES - 104 22,212 22,316
NET POSITION
Net Investment in Capital Assets - - 3,619,968 3,619,968
Restricted for:
Debt Service - - 177,527 177,527
Unemployment Benefits 143,430 - - 143,430
Unrestricted - 1,000 (138,578) (137,578)
Total Net Position $ 143,430 $ 1,000 $ 3,658,917 $ 3,803,347

See Accompanying Notes to Basic Financial Statements



STATE OF DELAWARE
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN FUND NET POSITION
PROPRIETARY FUNDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2017
(Expressed in Thousands)

Unemployment Lottery DelDOT Total
Operating Revenues:
Unemployment Taxes-State Funded $ 93,129 § - 8 - 93,129
Gaming Revenue - 627,984 - 627,984
Pledged Revenues:
Turnpike Revenue - - 136,158 136,158
Motor Vehicle and Related Revenue - - 343,128 343,128
Turnpike Revenue - - 61,267 61,267
Passenger Fares - - 17,570 17,570
Miscellaneous - - 21,484 21,484
Total Operating Revenues 93,129 627,984 579,607 1,300,720
Operating Expenses:
Unemployment Benefits - State Funded 61,700 - - 61,700
Unemployment Benefits - Federal Funded 549 - - 549
Cost of Sales - 236,592 - 236,592
Prizes - 134,956 - 134,956
Transportation - - 620,676 620,676
Depreciation - - 29,641 29,641
General and Administrative - 10,722 - 10,722
Total Operating Expenses 62,249 382,270 650,317 1,094,836
Operating Income (Loss) 30,880 245,714 (70,710) 205,884
Nonoperating Revenues (Expenses):
Interest Income 2,509 - 349 2,858
Interest Expense - - (21,448) (21,448)
Grants 586 - 206,752 207,338
Other Revenue - - 1,615 1,615
Contributions to Thoroughbred Program - (1,000) - (1,000)
Total Nonoperating
Revenues (Expenses) 3,095 (1,000) 187,268 189,363
Income Before Transfers 33,975 244,714 116,558 395,247
Transfers In - - 9,419 9,419
Transfers Out - (244,714) (10,627) (255,341)
Increase in Net Position 33,975 - 115,350 149,325
Net Position - Beginning 109,455 1,000 3,543,567 3,654,022
Net Position - Ending $ 143,430 $ 1,000 $ 3,6580917 3,803,347

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, 2017
(Expressed in Thousands)

Unemployment Lottery DelDOT Total
Cash Flows from Operating Activities:
Receipts from Employers $ 94,975 $ - $ 578,657 $ 673,632
Receipts from Customers and Users - 626,241 2,976 629,217
Payments to Suppliers for Goods and Services - (45,246) (407,708) (452,954)
Payments to Employees for Services - (5,736) (189,711) (195,447)
Payments for Insurance Claims (60,248) - (5,347) (65,595)
Payments for Prizes - (134,833) - (134,833)
Payment for Commissions - (196,314) - (196,314)
Net Cash Provided (Used) by Operating Activities 34,727 244,112 (21,133) 257,706
Cash Flows from Noncapital Financing Activities:
Receipts from Federal Government 586 - 8,157 8,743
Payment on Other Grants - (1,000) (5,916) (6,916)
Interest Paid on Advances - - - -
State of Delaware Loan Repaid (15,000) - - (15,000)
Transfers In - - 9,419 9,419
Transfers Out - (245,271) (10,627) (255,898)
Net Cash Provided (Used) by Noncapital Financing Activities (14,414) (246,271) 1,033 (259,652)
Cash Flows from Capital and Related Financing Activities:
Capital Grants - - 216,108 216,108
Purchases of Capital Assets - - (214,286) (214,286)
Principal Paid on Capital Debt - - (70,595) (70,595)
Interest Paid on Capital Debt - - (45,103) (45,103)
Proceeds from Issuance of Debt - - 115,599 115,599
Debt Refunding Paid to Escrow Agent - - (40,759) (40,759)
Net Cash Provided(Used) by Capital and Related Financing Activities - - (39,036) (39,036)
Cash Flows from Investing Activities:
Interest and Investment Revenues 2,509 - 2,057 4,566
Collection on Bad Debt - - 999 999
Escrow Deposits Received - - 111 111
Purchase of Investments - - (3,664,565) (3,664,565)
Proceeds from Sales and Maturities of Investments - 30 3,660,614 3,660,644
Net Cash Provided (Used) by Investing Activities 2,509 30 (784) 1,755
Net Increase in Cash, Cash Equivalents and Pooled Investments 22,822 (2,129) (59,920) (39,227)
Cash, Cash Equivalents and Pooled Investments- Beginning of Year 102,651 5,921 135,118 243,690
Cash, Cash Equivalents and Pooled Investments - End of Year $ 125,473 $ 3,792 $ 75,198 $ 204,463

Reconciliation of Operating Income (Loss) to Net Cash
Provided (Used) by Operating Activities:
Operating Income (Loss) $ 30,880 $ 245714 $ (70,710) $ 205,884
Adjustments to Reconcile Operating Income (Loss) to Net Cash
Provided (Used) by Operating Activities:

Depreciation Expense - - 29,641 29,641
Effect of Changes in Operating Assets and Liabilities:

Receivables, Net 1,845 (1,742) 3,689 3,792
Inventories - - (339) (339)
Prepaid Items - - (80) (80)

Net Pension Adjustment - - 2,814 2,814
Due to/from General Fund - - (7,217) (7,217)
Accounts and Other Payables (2,105) 17 (2,173) (4,261)

Accrued Liabilities 4,107 - (3,215) 892

Accrued Expenses - 123 - 123

Accrued Payroll and Related Expenses - - 161 161
Post-Employment Benefits - - 26,296 26,296

Net Cash Provided (Used) by Operating Activities $ 34,727 $ 244,112 N (21,133) $ 257,706

Schedule of Noncash Noncapital Financing Activities

Transfers In $ - $ - $ - S -
Transfers Out - 557 - 557

See Accompanying Notes to Basic Financial Statements



STATE OF DELAWARE

STATEMENT OF FIDUCIARY NET POSITION

FIDUCIARY FUNDS
JUNE 30, 2017
(Expressed in Thousands)

Pension & Investment
OPEB Trusts Trust Agency
Assets:
Cash and Cash Equivalents $ 349,307 $ 1,839 $ 29,004
Cash and Pooled Investments 16,597 - 72,304
Receivables:
Accrued Interest 13,842 60 -
Investment Sales Pending 26,250 119 -
Employer Contributions 23,566 - -
Member Contributions 4,340 - -
Other Receivables - - 5,484
Investments, at Fair Value:
Domestic Fixed Income 1,141,561 10,797 -
Domestic Equities 2,223,747 15,480 -
Pooled Equity and Fixed Income 3,283,524 14,742 -
Alternative Investments 2,144,909 9,686 -
Short Term Investments - - 1,795
Foreign Fixed Income 97,378 439 -
Foreign Equities 561,997 5,381 -
Total Assets 9,887,018 58,543 $ 108,587
Liabilities:
Investment Purchase Payable 45,724 206 $ -
Benefits/Claims Payable 17,874 - -
Accrued Investment Expense 3,981 18 -
Accrued Administrative Expenses 312 - -
Funds Held in Escrow - - 108,587
Total Liabilities 67,891 224 $ 108,587
Net Position:
Net Position Restricted for Pensions 9,463,913 -
Net Position Held in Trust for OPEB Benefits 355,214 -
Net Position Held in Trust for Pool Participants - 58,319
Total Net Position $ 9,819,127 $ 58,319
See Accompanying Notes to Basic Financial Statements 29



STATE OF DELAWARE

STATEMENT OF CHANGES IN FIDUCIARY NET POSITION

FIDUCIARY FUNDS

FOR THE FISCAL YEAR ENDED JUN