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STATE OF DELAWARE
DEPARTMENT OF FINANCE
Office of the Secretary

Thomas J. Cook

Secretary of Finance

December 22, 2016

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, 2016. 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 Stateds
organizational chart, and the GFOA Certificate of Achievement. The financial section includes
the independent auditorsd report, managementds discussion and analysis (MD&A), basic
financial statements, notes to the basic financial statements, and required supplementary
information. The statistical section includes selected financial, demographic, and economic
information.

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

Carvel State Office Building, 820 N. French St., 8t 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 2015, it is estimated that over
945,000 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, Lt. Governor,
State Treasurer, State Auditor, Attorney General and Insurance Commissioner. The legislative
branch is bicameral and consists of a 21-member Senate and a 41-member House of
Representatives. The judicial branch includes the Supreme Court, Superior Court, Court of
Chancery, and other courts.

The State’s reporting entity reflected in the CAFR, which is described 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 and to better meet user needs and to address reporting entity issues that have
arisen since the issuance of Statements No. 14 and No. 34. Consequently, the transmittal letter,
MD&A, and the financial statements focus on the primary government and its activities.
Although information pertaining to the discretely presented component units is provided, their
separately issued financial statements should be read to obtain a complete overview of their
financial position.

The State budgets and controls its financial activities on the cash basis of accounting during
its fiscal year. In compliance with State law, the State records its financial transactions in either of
two major categories - the budgetary general fund or budgetary special funds. References to these
funds include the terms "budgetary” or "budgetary basis" to differentiate them from the GAAP
funds of the same name which encompass different funding categories. GAAP fund definitions for
accounting purposes differ from those of the budgetary basis. General and special funds 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 Delaware Economic Development Office, 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 State's 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 33 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.
An independent, in-depth review of the State’s revenue portfolio recommends changes to
certain of the State’s tax policy and an expenditure review committee looks for state-wide cost
cutting measures. DEFAC meetings, as well as meetings of the revenue and expenditure
review committees, 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 recent economic performance has largely mirrored national trends in terms of
employment and income growth. The State’s average unemployment rate for calendar year 2015
fell to 4.8% from 5.7% in calendar year 2014 comparing favorably to the nation and to the
Mid-Atlantic region at 5.3% and 5.4%, respectively. Despite job losses at DuPont and other large
employers, employment levels continue to grow due to strong growth in professional business
services and financial services and are expected to match national growth rates for the remainder



of the decade. Aggregate personal income growth is expect to slightly lag national growth levels
due, in part, to high levels of in-migration among retirees.

Aided by active economic development policies, Delaware’s economy is 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, Bank of America, N.A., JPMorgan
Chase & Co., 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 stong 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, DuPont’s spin-off of its performance chemicals segment,
continues to employ over 1,000 in Delaware.

Likewise, when faced with the news that Dow-Dupont planned to split the merged company
into three separate and independent corporations, Delaware was instantly thrust into a multi-state
competition for headquarters and jobs. Delaware determined that its viability versus other states
depended on the State’s ability to distinguish 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 decicion to
locate the headquarters of both the agricultural company and specialty products spin-offs in
Delaware.

Although less reliant on manufacturing, the State has made important strides to reinvigorate,
modernize, and repurpose its manufacturing base. For example, the site of the former Chrysler
plant was purchased by the University of Delaware to pursue science, technology & advanced
research. The “STAR” campus now houses a health sciences complex dedicated to advanced
healthcare research, education and delivery. Future development will focus on leading research
in health care, cyber security and alternative energy.

To enhance its position in an increasingly competitive gaming market and to increase
employment across the State, Delaware diversified its gaming portfolio to include sports betting.
Fiscal 2017 will mark the eighth season that Delaware has offered parlay betting on pro football
games. Including Keno locations, in fiscal 2017, Delaware will have over 100 retail outlets
available to players. Since i-gaming was introduced in 2013, Delaware and Nevada created the
Multi-State Internet Gaming Agreement allowing poker players to participate in regulated
multi-jurisdictional online poker rooms. Delaware continues to explore additional multistate
compacts for online gaming as well as additional gaming offerings. Net revenues from i-gaming,
including mobile i-gaming, continues to increase.



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

Delaware’s business-friendly legal system continues to attract new incorporations
Even though initial public offering (“IPO”) activity has not reached pre-recession levels, the State
has continued to register a record number of business formations in the form of limited liability
companies and limited partnerships. As of December 2015, the total number of business entities
registered with the Division of Corporations exceeded 1,181,000.

INDEPENDENT AUDIT

The accounting firm of CliftonLarsonAllen, LLP has audited the State’s basic financial
statements for the fiscal year ended June 30, 2016. 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, 2015. The Certificate of Achievement is
a prestigious national award that recognizes conformance with the highest standards for
preparation of state and local government financial reports. In order to be awarded a Certificate of
Achievement, a government unit must publish a timely, easily readable, and efficiently organized
comprehensive annual financial report that conforms to program standards. The report must
comply with both generally accepted accounting principles and all applicable legal requirements.

A Certificate of Achievement is valid for a period of one year. The State has received a
Certificate of Achievement for the last 21 consecutive years (fiscal years 1995 — 2015). 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.

Vi
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